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Washington,  D.  C,  January  15,  1935. 

The  President, 

The  White  House. 
Dear  Mr.  President:  In  your  message  of  June  8,  1934,  to  the 
Congress  you  directed  attention  to  certain  fundamental  objectives  in 
the  great  task  of  reconstruction ;  an  indistinguishable  and  essential 
aspect  of  the  immediate  task  of  recovery.  You  stated,  in  language 
that  we  cannot  improve  upon : 

Our  task  of  reconstruction  does  not  require  the  creation  of  new  and  strange 
values.  It  is  rather  the  finding  of  the  way  once  more  to  known,  but  to  some 
degree  forgotten,  ideals  and  values.  If  the  means  and  details  are  in  some 
instances  new,  the  objectives  are  as  permanent  as  human  nature. 

Among  our  objectives  I  place  the  security  of  the  men,  women,  and  children 
of  the  Nation  first 

This  security  for  the  individual  and  for  the  family  concerns  itself  primarily 
with  three  factors.  People  want  decent  homes  to  live  in ;  they  want  to  locate 
them  where  they  can  engage  in  productive  work ;  and  they  want  some  safe- 
guard against  misfortunes  which  cannot  be  wholly  eliminated  in  this  man-made 
world  of  ours. 

Subsequent  to  this  message  you  created,  by  Executive  order,  this 
Committee  on  Economic  Security  to  make  recommendations  to  you 
on  the  third  of  the  aspects  of  security  which  you  outlined — that  of 
safeguards  "  against  misfortunes  which  cannot  be  wholly  eliminated 
in  this  man-made  world  of  ours." 

In  the  brief  time  that  has  intervened,  we  have  sought  to  analyze 
the  hazards  against  which  special  measures  of  security  are  necessary, 
and  have  tried  to  bring  to  bear  upon  them  the  world  experience 
with  measures  designed  as  safeguards  against  these  hazards.  We 
have  analyzed  all  proposed  safeguards  of  this  kind  which  have  re- 
ceived serious  consideration  in  this  country.  On  the  basis  of  all  these 
considerations,  we  have  tried  to  formulate  a  program  which  will 
represent  at  least  a  substantial  beginning  toward  the  realization  of 
the  objective  you  presented. 

We  have  had  in  our  employ  a  small  staff,  which  included  some  of 
the  outstanding  experts  in  this  field.  This  staff  has  prepared  many 
valuable  studies  giving  the  factual  background,  summarizing  Amer- 
ican and  foreign  experience,  presenting  actuarial  calculations,  and 
making  detailed  suggestions  for  legislation  and  administration. 
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We  have  also  had  the  assistance  of  the  Technical  Board  on  Eco- 
nomic Security,  provided  for  in  your  Executive  order,  and  composed 
of  20  people  in  the  Government  service,  who  have  special  interest 
and  knowledge  in  some  or  all  aspects  of  the  problem  you  directed  us 
to  study.  The  Technical  Board,  functioning  as  a  group,  through 
subcommittees,  and  as  individuals,  has  aided  the  staff  and  the  com- 
mittee during  the  entire  investigation.  Many  of  the  members  have 
devoted  much  time  to  this  work  and  have  made  very  important 
contributions,  indeed.  Plus  these,  many  other  people  in  the  Govern- 
ment service  have  unstintingly  aided  the  committee  with  special  prob- 
lems on  which  their  advice  and  assistance  has  been  sought. 

The  Advisory  Council  on  Economic  Security,  appointed  by  you 
and  constituted  of  citizens  outside  of  the  Government  service,  repre- 
senting employers,  employees,  and  the  general  public,  has  assisted 
the  committee  in  weighing  the  proposals  developed  by  the  staff  and 
the  Technical  Board,  and  in  arriving  at  a  judgment  as  to  their  prac- 
ticability. All  members  of  the  Council  were  people  who  have  impor- 
tant private  responsibilities,  and  many  of  them  also  other  public 
duties,  but  they  took  time  to  come  to  Washington  on  four  separate 
occasions  for  meetings  extending  over  several  days. 

In  addition  to  the  Council,  this  committee  found  it  advisable  to 
create  seven  other  advisory  groups :  A  committee  of  actuarial  consult- 
ants, a  medical  advisory  board,  a  dental  advisory  committee,  a  hos- 
pital advisory  committee,  a  public-health  advisory  committee,  a  child 
welfare  committee,  and  an  advisory  committee  on  employment  and 
relief.  All  of  these  committees  have  contributed  suggestions  which 
have  been  incorporated  in  this  report.  The  medical  advisory  board, 
the  dental  advisory  committee,  and  the  hospital  advisory  committee 
are  still  continuing  their  consideration  of  health  insurance,  but  joined 
with  the  public  health  advisory  committee  in  endorsement  of  the 
program  for  extended  public-health  services  which  we  recommend. 

Finally,  many  hundreds  of  citizens  and  organizations  in  all  parts 
of  the  country  have  contributed  ideas  and  suggestions.  Three  hun- 
dred interested  citizens,  representing  practically  every  State,  at  their 
own  expense,  attended  the  National  Conference  on  Economic  Secur- 
ity, held  in  Washington  on  November  14,  which  was  productive  of 
many  very  good  suggestions. 

The  responsibility  for  the  recommendations  we  offer  is  our  own. 
As  was  inevitable  in  view  of  the  wide  differences  of  opinion  which 
prevail  regarding  the  best  methods  of  providing  protection  against 
the  hazards  leading  to  destitution  and  dependency,  we  could  not  accept 
all  of  the  advice  and  suggestions  offered,  but  it  was  distinctly  helpful 
to  have  all  points  of  view  presented  and  considered. 

To  all  who  assisted  us  or  offered  suggestions,  we  are  deeply  gratef uL 
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In  this  report  we  briefly  sketch  the  need  for  additional  safeguards 
against  "  the  major  hazards  and  vicissitudes  of  life."  We  also  pre- 
sent recommendations  for  making  a  beginning  in  the  development  of 
safeguards  against  these  hazards,  and  with  this  report  submit  drafts 
of  bills  to  give  effect  to  these  recommendations.  We  realize  that 
some  of  the  measures  we  recommend  are  experimental  and,  like  nearly 
all  pioneering  legislation,  will,  in  course  of  time,  have  to  be  extended 
and  modified.  They  represent,  however,  our  best  judgment  as  to  the 
steps  which  ought  to  be  taken  immediately  toward  the  realization  of 
what  you  termed  in  your  recent  message  to  the  Congress  "  the  ambi- 
tion of  the  individual  to  obtain  for  him  and  his  a  proper  security,  a 
reasonable  leisure,  and  a  decent  living  throughout  life." 

Respectfully  submitted. 

Frances  Perkins, 
Secretary  of  Labor  (Chairman). 
Henry  Morgenthatj,  Jr., 

/Secretary  of  the  Treasury. 
Homer  Ctjmmings, 

Attorney  General, 
Henry  A.  Wallace, 

Secretary  of  Agriculture. 
Harry  L.  Hopkins, 
Federal  Emergency  Relief  Administrator. 
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NEED  FOR  SECURITY 

The  need  of  the  people  of  this  country  for  "  some  safeguard  against 
misfortunes  which  cannot  be  wholly  eliminated  in  this  man-made 
world  of  ours  "  is  tragically  apparent  at  this  time,  when  18,000,000 
people,  including  children  and  aged,  are  dependent  upon  emergency 
relief  for  their  subsistence  and  approximately  10,000,000  workers 
have  no  employment  other  than  relief  work.  Many  millions  more 
have  lost  their  entire  savings,  and  there  has  occurred  a  very  great 
decrease  in  earnings.  The  ravages  of  probably  the  worst  depression 
of  all  time  have  been  accentuated  by  greater  urbanization,  with  the 
consequent  total  dependence  of  a  majority  of  our  people  on  their 
earnings  in  industry. 

As  progress  is  made  toward  recovery,  this  insecurity  will  be  les- 
sened, but  it  is  not  apparent  that  even  in  the  "  normal  times  "  of 
the  prosperous  twenties,  a  large  part  of  our  population  had  little 
security.  From  the  best  estimates  which  are  obtainable,  it  appears 
that  in  the  years  1922  to  1929  there  was  an  average  unemployment  of 
8  percent  among  our  industrial  workers.  In  the  best  year  of  this 
period,  the  number  of  the  unemployed  averaged  somewhat  less  than 
1,500,000. 

Unemployment  is  but  one  of  many  misfortunes  which  often  result 
in  destitution.  In  the  slaek  year  of  1933,  14,500  persons  were  fatally 
injured  in  American  industry  and  55,000  sustained  some  permanent 
injury.  Nonindustrial  accidents  exacted  a  much  greater  toll.  On 
the  average,  2.25  percent  of  all  industrial  workers  are  at  all  times 
incapacitated  from  work  by  reason  of  illness.  Each  year  above  one- 
eighth  of  all  workers  suffer  one  or  more  illnesses  which  disable  them 
for  a  week,  and  the  percentage  of  the  families  in  which  some  mem- 
ber is  seriously  ill  is  much  greater.  In  urban  families  of  low  incomes, 
above  one-fifth  each  year  have  expenditures  for  medical  and  related 
care  of  above  $100  and  many  have  sickness  bills  of  above  one-fourth 
and  even  one-half  of  their  entire  family  income.  A  relatively  small 
but  not  insignificant  number  of  workers  are  each  year  prematurely 
invalided,  and  8  percent  of  all  workers  are  physically  handicapped. 
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At  least  one-third  of  all  our  people,  upon  reaching  old  age,  are 
dependent  upon  others  for  support.    Less  than  10  percent  leave  an 
estate  upon  death  of  sufficient  size  to  be  probated. 
There  is  insecurity  in  every  stage  of  life. 

For  the  largest  group,  the  people  in  middle  years,  who  carry  the 
burden  of  current  production  from  which  all  must  live,  the  hazards 
with  which  they  are  confronted  threaten  not  only  their  own  economic 
independence  but  the  welfare  of  their  dependents. 

For  those  now  old,  insecurity  is  doubly  tragic,  because  they  are 
beyond  the  productive  period.  Old  age  comes  to  everyone  who  does 
not  die  prematurely  and  is  a  misfortune  only  if  there  is  insufficient 
income  to  provide  for  the  remaining  years  of  life.  With  a  rapidly 
increasing  number  and  percentage  of  the  aged,  and  the  impairment 
and  loss  of  savings,  this  country  faces,  in  the  next  decades,  an  even 
greater  old-age  security  problem  than  that  with  which  it  is  already 
confronted. 

For  those  at  the  other  end  of  the  life  cycle — the  children — depend- 
ence is  normal,  and  security  is  best  provided  through  their  families. 
That  security  is  often  lacking.  Not  only  do  the  children  under  16 
constitute  above  40  percent  of  all  people  now  on  relief,  as  com- 
pared to  28  percent  in  the  entire  population,  but  at  all  times  there 
are  several  millions  in  need  of  special  measures  of  protection.  Some 
of  these  need  individual  attention  to  restore,  as  fully  as  may  be,  lives 
already  impaired.  More  of  them — those  who  have  been  deprived 
of  a  father's  support — need  only  financial  aid  which  will  make  it 
possible  for  their  mothers  to  continue  to  give  them  normal  family 
care. 

Most  of  the  hazards  against  which  safeguards  must  be  provided  are 
similar  in  that  they  involve  loss  of  earnings.  When  earnings  cease, 
dependency  is  not  far  off  for  a  large  percentage  of  our  people.  In 
1929,  at  the  peak  of  the  stock-market  boom,  the  average  per  capita 
income  of  all  salaried  employees  at  work  was  only  $1,475.  Eighteen 
million  gainfully  employed  persons,  constituting  44  percent  of  all 
those  gainfully  occupied,  exclusive  of  farmers,  had  annual  earnings 
of  less  than  $1,000  ;  28,000,000,  or  nearly  70  percent,  earnings  of  less 
than  $1,500.  Many  people  lived  in  straitened  circumstances  at  the 
height  of  prosperity;  a  considerable  number  live  in  chronic  want. 
Throughout  the  twenties,  the  number  of  people  dependent  upon 
private  and  public  charity  steadily  increased. 

With  the  depression,  the  scant  margin  of  safety  of  many  others 
has  disappeared.  The  average  earnings  of  all  wage  earners  at  work 
dropped  from  $1,475  in  1929  to  $1,199  in  1932.  Since  then,  there  has 
been  considerable  recovery,  but  even  for  many  who  are  fully 
employed  there  is  no  margin  for  contingencies. 


REPORT  OF  THE  COMMITTEE  OH  ECONOMIC  SECURITY  3 


The  one  almost  all-embracing  measure  of  security  is  an  assured 
income.  A  program  of  economic  security,  as  we  vision  it,  must  have 
as  its  primary  aim  the  assurance  of  an  adequate  income  to  each  human 
being  in  childhood,  youth,  middle  age,  or  old  age— in  sickness  or  in 
health.  It  must  provide  safeguards  against  all  of  the  hazards 
leading  to  destitution  and  dependency. 

A  piecemeal  approach  is  dictated  by  practical  considerations,  but 
the  broad  objectives  should  never  be  forgotten.  Whatever  measures 
are  deemed  immediately  expedient  should  be  so  designed  that  they 
can  be  embodied  in  the  complete  program  which  we  must  have  ere 
long. 

To  delay  until  it  is  opportune  to  set  up  a  complete  program  will 
probably  mean  holding  up  action  until  it  is  too  late  to  act.  A  sub- 
stantial beginning  should  be  made  now  in  the  development  of  the 
safeguards  which  are  so  manifestly  needed  for  individual  security. 
As  stated  in  the  message  of  June  8,  these  represent  not  "  a  change  in 
values  "  but  "  rather  a  return  to  values  lost  in  the  course  of  our  eco- 
nomic development  and  expansion."  "  The  road  to  these  values  is 
the  way  to  progress."  We  will  not  "  rest  content  until  we  have  done 
our  utmost  to  move  forward  on  that  road." 

SUMMARY  OF  MAJOR  RECOMMENDATIONS 

In  this  report  we  discuss  briefly  all  aspects  of  the  problem  of  eco- 
nomic security  for  the  individual.  On  many  phases  our  studies  en- 
able us  only  to  call  attention  to  the  importance  of  not  neglecting 
these  aspects  of  economic  security  and  to  give  endorsement  to  meas- 
ures and  policies  which  have  been  or  should  be  worked  out  in  detail 
by  other  agencies  of  the  Government. 

Apart  from  these  phases  of  a  complete  program  for  economic  se- 
curity with  which  we  deal  only  sketchily,  we  present  the  following 
major  recommendations: 

EMPLOYMENT  ASSURANCE 

Since  most  people  must  live  by  work,  the  first  objective  in  a  pro- 
gram of  economic  security  must  be  maximum  employment.  As  the 
major  contribution  of  the  Federal  Government  in  providing  a  safe- 
guard against  unemployment  we  suggest  employment  assurance — 
the  stimulation  of  private  employment  and  the  provision  of  public 
employment  for  those  able-bodied  workers  whom  industry  cannot 
employ  at  a  given  time.  Public-work  programs  are  most  necessary 
in  periods  of  severe  depression,  but  may  be  needed  in  normal  times, 
as  well,  to  help  meet  the  problems  of  stranded  communities  and  over- 
manned or  declining  industries.    To  avoid  the  evils  of  hastily 
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planned  emergency  work,  public  employment  should  be  planned  in 
advance  and  coordinated  with  the  construction  and  developmental 
policies  of  the  Government  and  with  the  State  and  local  public-works 
projects. 

We  regard  work  as  preferable  te  other  forms  of  relief  where  possi- 
ble. While  we  favor  unemployment  compensation  in  cash,  we  believe 
that  it  should  be  provided  for  limited  periods  on  a  contractual  basis 
and  without  governmental  subsidies.  Public  funds  should  be  devoted 
to  providing  work  rather  than  to  introduce  a  relief  element  into  what 
should  be  strictly  an  insurance  system. 

UNEMPLOYMENT  COMPENSATION 

Unemployment  compensation,  as  we  conceive  it,  is  a  front  line  of 
defense,  especially  valuable  for  those  who  are  ordinarily  steadily 
employed,  but  very  beneficial  also  in  maintaining  purchasing  power. 
While  it  will  not  directly  benefit  those  now  unemployed  until  they 
are  reabsorbed  in  industry,  it  should  be  instituted  at  the  earliest 
possible  date  to  increase  the  security  of  all  who  are  employed. 

We  believe  that  the  States  should  administer  unemployment  com- 
pensation, assisted  and  guided  by  the  Federal  Government.  We 
recommend  as  essential  the  imposition  of  a  uniform  pay-roll  tax 
against  which  credits  shall  be  allowed  to  industries  in  States  that 
shall  have  passed  unemployment  compensation  laws.  Through 
such  a  uniform  pay-roll  tax  it  will  be  possible  to  remove  the  unfair 
competitive  advantage  that  employers  operating  in  States  which  have 
failed  to  adopt  a  compensation  system  enjoy  over  employers  operat- 
ing in  States  which  give  such  protection  to  their  wage  earners. 

We  believe  also  that  it  is  essential  that  the  Federal  Government 
assume  responsibility  for  safeguarding,  investing,  and  liquidating 
all  reserve  funds,  in  order  that  these  reserves  may  be  utilized  to  pro- 
mote economic  stability  and  to  avoid  dangers  inherent  in  their  un- 
controlled investment  and  liquidation.  We  believe,  further,  that  the 
Federal  act  should  require  high  administrative  standards,  but  should 
leave  wide  latitude  to  the  States  in  other  respects,  as  we  deem  experi- 
ence very  necessary  with  particular  provisions  of  unemployment  com- 
pensation laws  in  order  to  conclude  what  types  are  most  practicable 
in  this  country. 

OLD-AGE  SECURITY 

To  meet  the  problem  of  security  for  the  aged  we  suggest  as  com- 
plementary measures  noncontributory  old-age  pensions,  compulsory 
contributory  annuities,  and  voluntary  contributory  annuities,  all  to 
be  applicable  on  retirement  at  age  65  or  over. 

Only  noncontributory  old-age  pensions  will  meet  the  situation  of 
those  who  are  now  old  and  have  no  means  of  support.    Laws  for 
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the  payment  of  old-age  pensions  on  a  needs  basis  are  in  force  in  more 
than  half  of  all  States  and  should  be  enacted  everywhere.  Because 
most  of  the  dependent  aged  are  now  on  relief  lists  and  derive  their 
support  principally  from  the  Federal  Government  and  many  of  the 
States  cannot  assume  the  financial  burden  of  pensions  unaided,  we 
recommend  that  the  Federal  Government  pay  one-half  the  cost  of 
old-age  pensions  but  not  more  than  $15  per  month  for  any  individual. 

The  satisfactory  way  of  providing  for  the  old  age  of  those  now 
young  is  a  contributory  system  of  old-age  annuities.  This  will  enable 
younger  workers,  with  matching  contributions  from  their  employers, 
to  build  up  a  more  adequate  old-age  protection  than  it  is  possible  to 
achieve  with  noncontributory  pensions  based  upon  a  means  test.  To 
launch  such  a  system  we  deem  it  necessary  that  workers  who  are  now 
middle-aged  or  older  and  who,  therefore,  cannot  in  the  few  remain- 
ing years  of  their  industrial  life  accumulate  a  substantial  reserve  be, 
nevertheless,  paid  reasonably  adequate  annuities  upon  retirement. 
These  Government  contributions  to  augment  earned  annuities  may 
either  take  the  form  of  assistance  under  old  age  pension  laws  on  a 
more  liberal  basis  than  in  the  case  of  persons  who  have  made  no 
contributions  or  by  a  Government  subsidy  to  the  contributory  an- 
nuity system  itself.  A  portion  of  these  particular  annuities  will 
come  out  of  Government  funds,  but  because  receipts  from  contribu- 
tions will  in  the  early  years  greatly  exceed  annuity  payments,  it  will 
not  be  necessary  as  a  financial  problem  to  have  Government  contribu- 
tions until  after  the  system  has  been  in  operation  for  30  years.  The 
combined  contributory  rate  we  recommend  is  1  percent  of  pay  roll 
to  be  divided  equally  between  employers  and  employees,  which  is  to 
be  increased  by  1  percent  each  5  years,  until  the  maximum  of  5 
percent  is  reached  in  20  years. 

There  still  remains,  unprotected  by  either  of  the  two  above  plans, 
professional  and  self-employed  groups,  many  of  whom  face  de- 
pendency in  old  age.  Partially  to  meet  their  problem,  we  suggest 
the  establishment  of  a  voluntary  Government  annuity  system,  de- 
signed particularly  for  people  of  small  incomes. 

SECURITY  FOB  CHILDREN 

A  large  group  of  the  children  at  present  maintained  by  relief 
will  not  be  aided  by  employment  or  unemployment  compensation. 
There  are  the  fatherless  and  other  "  young "  families  without  a 
breadwinner.  To  meet  the  problems  of  the  children  in  these  families, 
no  less  than  45  States  have  enacted  children's  aid  laws,  generally 
called  "  mothers'  pension  laws."  However,  due  to  the  present  finan- 
cial difficulty  in  which  many  States  find  themselves,  far  more  of 
such  children  are  on  the  relief  lists  than  are  in  receipt  of  children's 
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aid  benefits.  We  are  strongly  of  the  opinion  that  these  families 
should  be  differentiated  from  the  permanent  dependents  and  unem- 
ployables,  and  we  believe  that  the  children's  aid  plan  is  the  method 
which  will  best  care  for  their  needs.  We  recommend  Federal  grants- 
in-aid  on  the  basis  of  one-half  the  State  and  local  expenditures  for 
this  purpose  (one- third  the  entire  cost). 

We  recommend  also  that  the  Federal  Government  give  assistance 
to  States  in  providing  local  services  for  the  protection  and  care  of 
homeless,  neglected,  and  delinquent  children  and  for  child  and  ma- 
ternal health  services  especially  in  rural  areas.  Special  aid  should 
be  given  toward  meeting  a  part  of  the  expenditures  for  transpor- 
tation, hospitalization,  and  convalescent  care  of  crippled  and  handi- 
capped children,  in  order  that  those  very  necessary  services  may  be 
extended  for  a  large  group  of  children  whose  only  handicaps  are 
physical. 

RISKS  ARISING  OUT  OF  ILL  HEALTH 

As  a  first  measure  for  meeting  the  very  serious  problem  of  sick- 
ness in  families  with  low  income  we  recommend  a  Nation-wide  pre- 
ventive public-health  program.  It  should  be  largely  financed  by 
State  and  local  governments  and  administered  by  State  and  local 
health  departments,  the  Federal  Government  to  contribute  financial 
and  technical  aid.  The  program  contemplates  (1)  grants  in  aid 
to  be  allocated  through  State  departments  of  health  to  local  areas 
unable  to  finance  public-health  programs  from  State  and  local  re- 
sources, (2)  direct  aid  to  States  in  the  development  of  State  health 
services  and  the  training  of  personnel  for  State  and  local  health 
work,  and  (3)  additional  personnel  in  the  United  States  Public 
Health  Service  to  investigate  health  problems  of  interstate  or 
national  concern. 

The  second  major  step  we  believe  to  be  the  application  of  the 
principles  of  insurance  to  this  problem.  We  are  not  prepared  at 
this  time  to  make  recommendations  for  a  system  of  health  insur- 
ance. We  have  enlisted  the  cooperation  of  advisory  groups  repre- 
senting the  medical  and  dental  professions  and  hospital  manage- 
ment in  the  development  of  a  plan  for  health  insurance  which  will 
be  beneficial  alike  to  the  public  and  the  professions  concerned.  We 
have  asked  these  groups  to  complete  their  work  by  March  1,  1935, 
and  expect  to  make  a  further  report  on  this  subject  at  that  time 
or  shortly  thereafter.  Elsewhere  in  our  report  we  state  principles 
on  which  our  study  of  health  insurance  is  proceeding,  which  indi- 
cate clearly  that  we  contemplate  no  action  that  will  not  be  quite  as 
much  in  the  interests  of  the  members  of  the  professions  concerned 
as  of  the  families  with  low  incomes. 
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RESIDUAL  RELIEF 

The  measures  we  suggest  all  seek  to  segregate  clearly  distinguish- 
able large  groups  among  those  now  on  relief  or  on  the  verge  of 
relief  and  to  apply  such  differentiated  treatment  to  each  group  as 
will  give  it  the  greatest  practical  degree  of  economic  security.  We 
believe  that  if  these  measures  are  adopted,  the  residual  relief  prob- 
lem will  have  diminished  to  a  point  where  it  will  be  possible  to 
return  primary  responsibility  for  the  care  of  people  who  cannot 
work  to  the  State  and  local  governments. 

To  prevent  such  a  step  from  resulting  in  less  humane  and  less 
intelligent  treatment  of  unfortunate  fellow  citizens,  we  strongly 
recommend  that  the  States  substitute  for  their  ancient,  out-moded 
poor  laws  modernized  public-assistance  laws,  and  replace  their  tra- 
ditional poor-law  administrations  by  unified  and  efficient  State  and 
local  public  welfare  departments,  such  as  exist  in  some  States  and 
for  which  there  is  a  nucleus  in  all  States  in  the  Federal  emergency 
relief  organizations. 

ADMINISTRATION 

The  creation  of  a  social  insurance  board  within  the  Department  of 
Labor,  to  be  appointed  by  the  President  and  with  terms  to  insure 
continuity  of  administration,  is  recommended  to  administer  the  Fed- 
eral unemployment  compensation  act  and  the  system  of  Federal  con- 
tributory old-age  annuities. 

Full  responsibility  for  the  safeguarding  and  investment  of  all 
social  insurance  funds,  we  recommend,  should  be  vested  in  the  Secre- 
tary of  the  Treasury. 

The  Federal  Emergency  Relief  Administration  is  recommended  as 
the  most  appropriate  existing  agency  for  the  administration  of  non- 
contributory  old-age  pensions  and  grants  in  aid  to  dependent  chil- 
dren. If  this  agency  should  be  abolished,  the  President  should  desig- 
nate the  distribution  of  its  work.  It  is  recommended  that  all  social 
welfare  activities  of  the  Federal  Government  be  coordinated  and 
systematized. 

EMPLOYMENT  ASSURANCE 

A  program  of  economic  security  for  the  Nation  that  does  not 
include  those  now  unemployed  cannot  possibly  be  complete.  They, 
above  all,  are  in  need  of  security.  Their  tragic  situation  calls  atten- 
tion not  only  to  their  own  desperate  insecurity  but  to  the  lack  of 
security  of  all  those  who  are  dependent  upon  their  own  earnings  for 
a  livelihood.  Therefore,  any  program  for  economic  security  that  is 
devised  must  be  more  comprehensive  than  unemployment  compen- 
sation, which  of  necessity  can  be  given  only  for  a  limited  period.  In 
proposing  unemployment  compensation  we  recognize  that  it  is  but 
a  complementary  part  of  an  adequate  program  for  protection  against 


8  REPOBT  OP  THE  COMMITTEE  ON  ECONOMIC  SEC  U HIT Y 


the  hazards  of  unemployment,  in  which  stimulation  of  private  em- 
ployment and  provision  of  public  employment  on  a  security-payment 
basis  are  other  major  elements. 

PRIVATE  EMPLOYMENT 

In  our  economic  system  the  great  majority  of  the  workers  must 
find  work  in  private  industry  if  they  are  to  have  permanent  work. 
The  stimulation  and  maintenance  of  a  high  level  of  private  employ- 
ment should  be  a  major  objective  of  the  Government.  All  measures 
designed  to  relieve  unemployment  should  be  calculated  to  promote 
private  employment  and  also  to  get  the  unemployed  back  into  the 
main  channel  of  production.  We  believe  that  provision  of  public 
employment  in  combination  with  unemployment  compensation  will 
most  effectively  serve  these  purposes.  Both  will  operate  to  maintain 
purchasing  power,  and  public  employment  will  indirectly  give  work 
to  many  more  persons  in  private  industry  who  otherwise  would  have 
none.  At  the  same  time  it  will  stimulate  workers  to  accept  and  seek 
private  employment  when  it  becomes  available. 

PUBLIC  EMPLOYMENT 

What  the  Federal,  local,  and  State  governments  would  be  called 
upon  to  do  in  providing  work  depends  upon  many  complicated 
factors :  financial  resources,  advance  planning,  the  general  industrial 
trend  and  methods;  but  it  is  a  sound  principle  that  public  employ- 
ment should  be  expended  when  private  employment  slackens,  and  it 
is  likewise  sound  that  work  in  preference  to  relief  in  cash  or  in  kind 
should  be  provided  for  those  of  the  unemployed  who  are  willing  and 
able  to  work. 

The  experience  of  the  past  year  has  demonstrated  that  making 
useful  work  available  is  a  most  effective  means  of  meeting  the  needs 
of  the  unemployed.  Further,  it  has  been  demonstrated  that  it  is 
possible  to  put  large  numbers  of  persons  to  work  quickly  at  useful 
tasks  under  conditions  acceptable  to  them.  The  social  and  economic 
values  of  completed  projects  represent  a  considerable  offset  to  the 
economic  losses  occasioned  by  millions  of  unemployed  workers. 
Work  maintains  occupational  skill.  The  required  expenditures  have 
an  important  stabilizing  effect  on  private  industry  by  increasing 
purchasing  power  and  employment,  and  the  completed  works  fre- 
quently produce  self -liquidating  income. 

In  periods  of  depression  public  employment  should  be  regarded 
as  a  principal  line  of  defense.  Even  in  prosperous  times  it  may  be 
necessary,  on  a  smaller  scale,  when  "  pockets  "  develop  in  which  there 
is  much  unemployment  Public  employment  is  not  the  final  answer 
to  the  problem  of  stranded  communities,  declining  industries,  and 
impoverished  farm  families,  but  is  necessary  supplement  to  more 
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fundamental  measures  for  the  solution  of  such  problems.  And  it 
must  be  remembered  that  a  large  part  of  the  population  will  not 
be  covered  by  unemployment  compensation.  While  it  will  not  always 
be  necessary  to  have  public  employment  projects  to  give  employment 
assurance,  it  should  be  recognized  as  a  permanent  policy  of  the 
Government  and  not  merely  as  an  emergency  measure. 

Such  an  employment  program  must  be  related  to  unemployment 
compensation ;  and  the  resources  of  all  public  bodies — Federal,  State, 
and  local — must  be  coordinated  if  the  policy  of  employment  assur- 
ance is  to  be  effectively  realized.  It  would  be  advantageous  to  include 
in  the  program  many  types  of  public  employment  other  than  those 
which  are  considered  necessary  for  the  regular  operations  of  gov- 
ernment. This  would  include  not  only  public  construction  of  all 
kinds,  but  also  appropriate  work  to  employ  usefully  the  professional 
and  self-employed  groups  in  our  population.  Because  of  the  pre- 
dominant importance  of  State  and  local  construction  in  total  public 
construction  it  is  also  essential  that  such  Federal  agencies  as  are 
established  be  empowered  to  incorporate  State  and  local  construction 
into  the  work  pcogram.  It  would  also  be  desirable  to  extend  Fed- 
eral loans  at  low  rates  of  interest  to  States  and  local  governments 
for  employment  purposes.  Such  loans,  once  established,  should  be 
on  a  self -liquidating  basis,  and  should  become  a  revolving  fund  to 
be  used  over  and  over  again  as  loans  are  repaid. 

This  entire  program  points  immediately  and  inevitably  toward 
practical  advance  planning — on  a  broad  scale  to  make  the  potential 
resources  of  a  region  available  for  the  general  welfare  of  the  people 
involved  and  toward  detailed  development  of  individual  projects. 
To  this  end  we  endorse  the  recommendations  of  the  National  Re- 
sources Board  for  the  establishment  of  a  permanent  national  plan- 
ning board. 

We  propose  that  public  employment  be  made  as  nearly  like  private 
employment  as  possible.  Applicants  should  be  selected  for  their 
apparent  ability  to  do  the  work  offered  as  well  as  on  the  basis  of 
their  need ;  and  we  believe  the  public  employment  officers  should  be 
extensively  utilized  for  this  purpose.  Only  those  who  really  work 
should  be  kept  at  work ;  the  others  should  be  discharged  as  in  private 
employment. 

COORDINATION  WITH  UNEMPLOYMENT  COMPENSATION 

We  believe  it  is  desirable  that  workers  ordinarily  steadily  employed 
be  entitled  to  unemployment  compensation  in  cash  for  limited  periods 
when  they  lose  their  jobs.  It  is  against  their  best  interests  and  those 
of  society  that  they  should  be  offered  public  employment  at  this  stage, 
thus  removing  them  from  immediate  consideration  for  reemploy- 
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ment  at  their  former  work.  Very  often  they  will  need  nothing 
further  than  unemployment  compensation  benefits,  for  they  will  be 
able  to  reenter  private  employment  after  a  brief  period,  but  if  they 
are  unable  to  do  so  and  remain  unemployed  after  benefit  rights  are 
exhausted,  we  recommend  they  should  be  given,  instead  of  an  ex- 
tended benefit  in  cash,  a  work  benefit — an  opportunity  to  support 
themselves  and  their  families  at  work  provided  by  the  Government. 

Similarly  we  deem  provision  of  work  the  best  measure  of  security 
for  able-bodied  workers  who  cannot  be  brought  under  unemployment 
compensation.  Such  workers  will  become  eligible  for  public  employ- 
ment soon  after  the  loss  of  regular  employment;  but  more  care  will 
have  to  be  exercised  in  their  selection,  to  be  certain  that  only  workers 
who  are  ordinarily  employed  are  given  public  employment. 

UNEMPLOYMENT  COMPENSATION 

DESCRIPTION 

Unemployment  compensation  as  we  use  this  term  includes  both 
unemployment  insurance  and  unemployment  reserves.  It  is  a  device 
through  which  reserves  are  accumulated  during  periods  of  employ- 
ment to  be  paid  out  in  periods  of  unemployment.  In  every  system 
of  unemployment  compensation  set  up  thus  far,  these  reserves  are 
built  up  through  contributions  paid  by  the  employers  alone,  the 
employers  and  employees,  or  the  employers,  employees,  and  the 
Government.  Except  in  England  (where  the  contributions  are 
uniform  amounts  per  employee),  the  contributions  everywhere  are 
expressed  as  percentages  of  pay  roil,  and  only  in  Belgium  is  a  dis- 
tinction made  in  the  rate  of  contribution  in  different  industries  in 
accordance  with  their  risk  of  unemployment. 

All  European  systems  create  pooled  unemplojanent  insurance 
funds  for  the  entire  state  or  nation,  in  which  the  contributions  of 
all  employers  are  commingled.  The  systems  voluntarily  established 
by  a  number  of  employers  in  this  country  and  also  the  Wisconsin 
law  (which  is  the  only  unemployment  compensation  act  in  force  in 
this  country)  establish,  instead,  industry  or  company  unemployment 
reserves,  in  which  each  employer  (or  industry)  is  responsible  for  his 
own  employment  and  his  employees  must  look  exclusively  to  his 
reserve  fund  for  their  compensation. 

Some  European  unemployment  insurance  systems  are  voluntary, 
but  the  experience  everywhere  has  been  that  compulsory  coverage  is 
necessary  to  include  a  majority  of  the  industrial  workers.  Even  with 
compulsory  coverage  large  groups  of  workers  cannot  readily  be 
brought  under  unemployment  compensation ;  among  them  employees 
in  very  small  establishments,  and,  of  course,  all  self-employed 
persons. 
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Benefits  from  unemployment  insurance  funds  are  payable  only  for 
involuntary  unemployment  which  is  not  due  to  the  employee's  own 
misconduct.  An  employee  who  is  discharged  or  laid  off  is  required 
to  register  at  his  nearest  employment  office,  but  draws  no  benefits 
during  a  specified  waiting  period.  (In  the  basic  calculations  of  our 
actuaries,  a  waiting  period  of  4  weeks  was  assumed.)  If  still  unem- 
ployed after  the  waiting  period,  the  worker  becomes  entitled  to 
unemployment  compensation  at  a  specified  percentage  of  his  average 
wages  prior  to  his  discharge  or  lay-off,  subject  to  an  absolute  maxi- 
mum and,  usually,  also  an  absolute  minimum.  (In  our  calculations 
a  50  percent  compensation  rate  and  a  maximum  of  $15  per  week,  but 
no  minimum,  were  assumed.)  Payments  are  usually  made  weekly 
and,  an  important  condition  in  any  unemployment  compensation 
system,  the  unemployed  worker  must  keep  in  touch  regularly  with 
the  employment  office  and  cannot  draw  any  further  benefits  if  he 
refuses  to  accept  suitable  employment  offered  him.  In  any  event,  the 
maximum  number  of  weeks  of  benefit  that  may  be  drawn  is  definitely 
limited  through  a  ratio  of  weeks  of  benefit  to  weeks  of  previous 
employment  (1  to  4  in  our  calculations)  and  by  absolute  limitations. 
(We  suggest  to  the  States  in  framing  their  laws  that  on  the  basis  of 
3-percent-contribution  rate  the  maximum  benefit  period  cannot 
safely  exceed  16  weeks  and  should  be  reduced  to  15  weeks,  if  it  is 
desired  to  give  workers  who  have  been  long  employed  without  draw- 
ing benefits  an  additional  (maximum)  week  of  compensation  for  each 
6  months  they  have  been  employed  without  drawing  benefits,  up  to  a 
maximum  of  10  additional  weeks.) 

After  an  unemployed  worker  has  exhausted  his  rights  to  benefits, 
European  systems  generally  permit  him  to  draw  extended  benefits,  on 
a  means-test  basis,  for  additional  periods,  the  entire  cost  of  which 
is  borne  by  the  government.  As  we  have  stated,  such  extended  cash 
benefits  seem  to  us  far  less  desirable  than  work  benefits,  and  we  rec- 
ommend that  an  employee,  after  he  has  exhausted  his  contractual 
rights,  be  certified  to  the  authorities  in  charge  of  the  Federal  work 
program  as  entitled  to  a  work  benefit.  Such  certification  shall  entitle 
the  unemployed  insured  worker,  who  has  exhausted  his  cash  benefits, 
to  employment  on  any  available  public  employment  project,  without 
a  means  test,  but  with  the  proviso  that  he  must  be  dependent  upon 
his  own  earnings  and  that  not  more  than  one  member  of  any  family 
or  household  will  be  given  public  employment. 

PLACE  IN  SECURITY  PROGRAM 

The  actuaries  and  other  technicians  we  have  consulted  estimate 
that  if  the  plan  we  suggest  had  been  in  operation  throughout  the 
country  in  1933,  somewhat  less  than  an  average  of  16,000,000  em- 
ployed workers  would  have  been  included  in  the  system,  and  that 


12         REPORT  OF  THE  COMMITTEE  ON  ECONOMIC  SECURITY 

had  there  been  in  that  year  100  percent  employment,  slightly  more 
than  26,000,000  would  have  been  included — one-half  of  the  entire 
number  of  those  gainfully  occupied.  These  figures  give  the  approxi- 
mate minimum  and  maximum  number  of  workers  who  can  be 
brought  under  unemployment  compensation ;  the  total,  at  any  given 
time  depending  upon  the  state  of  industrial  activity  and  the  extent 
to  which  the  system  is  really  Nation-wide  in  operation. 

If  a  system  of  unemployment  compensation  had  been  in  opera- 
tion everywhere  in  this  country  during  the  years  from  1922  to  1933, 
it  is  estimated  that  a  3  percent  contribution  rate  with  this  coverage 
would  have  resulted  in  average  total  collections  of  approximately 
$825,000,000  per  year,  or  $10,000,000,000  in  the  entire  period.  The 
estimated  collections  would  have  varied  from  a  high  of  approxi- 
mately $1,040,000,000  in  1929  to  a  low  of  $560,000,000  in  1932.  Dur- 
ing the  twenties  the  contributions  would  have  considerably  exceeded 
the  benefits  paid  and  at  the  maximum  point  in  1929  approximately 
$2,000,000,000  would  have  been  accumulated  in  the  unemployment 
reserve  funds,  which  would  have  been  spent  quite  rapidly  after  the 
depression  set  in.  In  comparison  with  the  emergency  relief  expendi- 
tures, now  approximating  $1,800,000,000  per  year,  or  the  $1,000,- 
000,000  annually  invested  by  the  workers  of  the  country  in  indus- 
trial insurance  even  during  the  depression,  and  the  more  than  $20,- 
000,000,000  of  assets  of  life-insurance  companies,  the  total  annual 
contributions  and  maximum  reserves  in  a  Nation-wide  unemploy- 
ment compensation  system  are  small,  but  they  are  by  no  means 
negligible. 

Unemployment  compensation  does  not  lend  itself  to  actuarial  de- 
termination of  benefits  of  the  same  precision  as  is  possible  in  other 
forms  of  insurance.  We  have  now  in  this  country  only  very  limited 
statistics  of  unemployment.  One  of  the  values  of  a  Naton-wide 
system  of  unemployment  compensation  will  be  the  collection  of 
accurate  and  comprehensive  unemployment  statistics  which  it  will 
make  possible. 

On  the  assumption,  however,  that  the  past  experience  during  the 
entire  business  cycle  does  furnish  at  least  an  approximate  guide 
to  possible  future  unemployment,  our  actuaries  and  statisticians  have 
computed  the  maximum  benefit  periods  which  could  have  been 
allowed  at  varying  contribution  rates.  These  computations  were 
made  on  the  basis  of  the  unemployment  experience  of  the  years 
1922  to  1933  and  1922  to  1930,  respectively,  as  shown  in  table  I: 
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Actuarial  estimates  of  the  maximum  number  of  weeks  of  benefit  that  could 
have  been  paid  at  various  contribution  rates  and  waiting  periods  under 
a  nation-wide  unemployment  compensation  system  on  the  basis  of  the 
unemployment  rates  from  1922  to  1933,  and  from  1922  to  1930 


Standard  maximum  weeks  of  benefits 


Contribution  rate 

Waiting 
period 
(in  weeks) 

1922  to  1933  experience 

1922  to  1930  experience 

Unad- 
justed 

With  actu- 
arial ad- 
justments 

Unad- 
justed 

With  actu- 
arial ad- 
justments 

3  percent                    .  .  . 

4 

14 

10 

20 

15 

3  percent.  --  ..   

3 

13 

9 

18 

14 

3  percent.    --   

2 

12 

8 

17 

12 

4  percent-     

4 

21 

15 

36 

24 

4  percent  -- 

3 

20 

14 

32 

21 

4  percent-                   .  _  -   _ 

2 

18 

12 

28 

18 

5  percent-               -  -  -  _-  . 

4 

35 

21 

48 

38 

5  percent    

3 

31 

19 

48 

35 

5  percent      . 

2 

27 

17 

46 

30 

Assumptions  in  the  unadjusted  computations 

(1)  Nation-wide  coverage,  including  all  establishments  employing  six  or  more 
employees,  but  applying  to  the  first  $50  per  week  as  a  wage  or  salary  to  any 
employee;  (2)  1  year  of  contributions  before  benefits  became  payable;  (3) 
deficits  in  reserve  funds  after  end  of  period;  and  (4)  benefits  of  50  percent 
of  the  average  weekly  wages. 

Adjustments 

On  the  columns  giving  the  estimated  maximum  weeks  of  benefit  "  with  ac- 
tuarial adjustments  "  the  above  assumptions  are  basic  but  allowance  is  made 
for  all  factors  likely  to  increase  or  decrease  costs,  among  them  (1)  the  rule 
that  no  employee  may  draw  benefits  for  whom  contributions  have  not  been  paid 
for  at  least  40  weeks  in  the  preceding  years  nor  for  10  weeks  after  he  has 
exhausted  his  benefit  rights;  (2)  savings  through  employees  voluntarily  quit- 
ting their  work  and  discharges  for  proven  misconduct;  (3)  allowance  of  an 
additional  maximum  week  of  benefits  for  each  C  months  of  contributions  with- 
out drawing  benefits,  up  to  a  maximum  of  10  additional  weeks;  (4)  limitation 
of  benefits  in  the  ratio  of  1  week  of  benefits  to  4  weeks  of  contributions;  (5) 
compensation  for  part-time  unemployment;  (6)  limitation  of  compensation  in 
seasonal  industries  to  unemployment  occurring  within  the  normal  season;  (7) 
limitation  of  the  maximum  benefit  to  $15  per  week;  (8)  estimated  increases 
in  costs  resulting  from  the  fact  that  benefits  will  be  paid  on  a  full-time-wage 
basis  while  the  contributions  are  made  on  actual  pay  roll,  including  much  part 
time;  (9)  inadequacy  of  data;  and  (10)  allowances  for  various  contingencies, 
among  them  the  probability  of  increased  costs  in  the  course  of  time,  as  is  the 
experience  in  all  other  forms  of  insurance.  Weighting  all  these  and  some  other 
factors,  the  actuaries  arrived  at  a  loading  of  28  percent  above  the  unadjusted 
cost  figures. 

While  the  maximum  benefit  periods,  set  forth  in  table  I,  are  mere 
approximations,  they  very  clearly  indicate  that  on  a  contractual 
basis,  benefits  can  be  paid  only  for  periods  which,  to  many  people, 
will  seem  short.  The  benefits  are  small,  although  considerably 
higher  on  the  average  than  relief  grants.  While  unemployment 
compensation  is  far  from  being  a  complete  protection,  it  is  a  valu- 
able first  line  of  defense  for  the  largest  group  in  our  population, 
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the  industrial  workers  ordinarily  steadily  employed.  Unemploy- 
ment compensation  should  permit  such  a  worker,  who  becomes  un- 
employed, to  draw  a  cash  benefit  for  a  limited  period  during  which 
there  is  expectation  that  he  will  soon  be  reemployed.  This  should 
b6  a  contractual  right  not  dependent  on  any  means  test.  Normally 
the  insured  worker  will  return  to  his  old  job  or  find  other  work 
before  his  right  to  benefits  is  exhausted.  If  he  does  not  find  work, 
we  recommend  that  his  further  period  of  unemployment  should  be 
met  by  a  work  benefit,  as  described  in  the  seccion  of  this  report  deal- 
ing with  employment  assurance.  This  correlation  between  the  cash 
benefit  and  the  work  benefit  is  recommended,  and  it  seems  to  us  that 
the  combination  is  both  fair  and  desirable.  It  will  carry  workers 
over  most,  if  not  all,  periods  of  unemployment  in  normal  times,  with- 
out resort  to  any  other  form  of  assistance.  While  the  maximum 
benefit  periods  indicated  by  the  actuarial  calculations  are  short  in 
relation  to  the  unemployment  suffered  by  the  people  now  on  relief, 
it  must  be  remembered  that  in  ordinary  industrial  periods  the  great 
majority  of  workers  who  become  unemployed  find  other  work  in  a 
much  shorter  time. 

But  unemployment  compensation  is  also  valuable  in  depressions. 
If  the  benefits  are  kept  within  the  limits  we  suggest,  the  funds  should 
prove  adequate  for  all  minor  depressions.  In  a  depression  of  such 
depth  as  that  which  has  prevailed  since  1929  the  funds  are  likely 
to  be  exhausted  but  will  prove  very  helpful  in  the  early  stages.  Had 
$2,000,000,000  been  available  for  distribution  to  the  workers  when 
depression  set  in  in  1929 — as  it  might  have  been,  had  an  unemploy- 
ment-insurance system  with  a  3-percent  contribution  rate  been  in 
operation  from  1922  on — it  would  have  had  a  most  pronounced 
stabilizing  effect  at  a  very  crucial  time.  Within  a  year,  or  a  little 
more,  these  accumulated  reserve  funds  would  have  been  exhausted, 
but  considerable  amounts  would  still  have  continued  to  be  collected 
in  contributions  and  distributed  to  the  unemployed  in  benefits, 
thereby  reducing  relief  costs  and  lightening  the  financial  load  on  tne 
public  and  the  Government. 

Some  economists  urge  that,  instead  of  using  a  tax  on  pay  rolls, 
unemployment  compensation  should  be  paid  through  Federal  Gov- 
ernment borrowings  to  be  repaid  hereafter  out  of  other  types  of 
Federal  taxes.  Without  expressing  any  judgment  on  that  conten- 
tion, we  deem  it  desirable,  at  the  present  time,  to  employ  a  pay-roll 
tax  for  unemployment  compensation,  although  it  may  be  possible 
that  experimentation  under  the  proposed  statute  will  show  that 
at  some  time  in  the  future  a  plan  built  upon  the  other  alternative  sug- 
gestion should  be  substituted,  in  whole  or  in  part,  for  that  which 
we  are  proposing. 
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In  not  recommending  any  contributions  derived  from  bond  issues 
or  income  or  other  general  tax  sources  we  have  had  in  mind  that  the 
Government  under  the  plan  we  suggest  will  incur  large  expenditures 
in  providing  a  work  benefit,  which  will  complement  the  cash  bene- 
fits from  unemployment  compensation.  It  is  our  conviction  that,  at 
least  at  this  time,  general  tax  revenues  should  be  drawn  upon  rather 
for  employment  assurance  than  for  unemployment  compensation. 

GENERAL  SKETCH  OF  LEGISLATION 

Unemployment  insurance  has  been  in  successful  operation  in 
England  and  many  other  European  countries  for  some  years. 
While  the  English  system  suffered  some  discredit  through  the  com- 
bination, from  1924  to  1931,  of  insurance  with  relief  and  in  all  coun- 
tries the  unemployment-insurance  funds  have  had  to  be  govern- 
mentally  aided  and/or  the  rate  of  contributions  increased  and  bene- 
fits decreased  during  the  present  depression,  unemployment  insurance 
everywhere  has  survived  the  depression.  (Russia,  however,  has  paid 
no  benefits  since  1930.)  While  unemployment  insurance  has  not 
proved  a  panacea  for  unemployment,  it  has  in  all  countries  provided 
a  self-respected  method  of  support,  far  superior  to  relief,  for  a  large 
percentage  of  the  unemployed. 

In  this  country  there  has  been  considerable  interest  in  unemploy- 
ment insurance  ever  since  the  enactment  of  the  pioneer  British  law 
of  1911,  especially  since  the  depression  of  1920-21.  In  the  years 
that  have  intervened,  considerable  controversy  has  developed  over 
the  type  of  unemployment  compensation  legislation  that  should  be 
enacted ;  particularly  over  such  questions  as  unemployment  insurance 
versus  unemployment  reserves,  employee  contributions,  governmental 
contributions,  extended  benefits,  and  the  type  of  unemployment  to  be 
benefited.  It  is  our  conviction  that  these  controversies  have  devel- 
oped largely  because  there  has  been  no  action,  and,  therefore,  no 
practical  experience  on  this  subject.  Further  investigations  and 
other  devices  for  delay  will  merely  enhance  the  negative  character 
of  the  debate.  What  is  needed  at  this  state  is  demonstration,  not 
further  debate  and  research. 

This  background,  it  seems  to  us,  is  an  important  consideration  in 
determining  the  type  of  unemployment  compensation  legislation  to 
be  recommended.  It  clearly  suggests  the  desirability  of  permitting 
considerable  variation,  so  that  we  may  learn  through  demonstration 
what  is  best.  This,  we  believe,  can  at  this  time  best  be  secured  under 
a  cooperative  Federal-State  system,  which  permits  variations  in 
State  laws  but  insures  uniformity  in  respects  in  which  uniformity  is 
absolutely  essential. 
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A  federally  administered  system  of  unemployment  compensation 
is  undoubtedly  superior  in  some  respects,  particularly  in  relation  to 
employees  who  move  from  State  to  State.  This  presents  a  problem, 
involved  in  State  administration,  which  we  do  not  at  this  time  know 
how  to  solve,  although  we  do  not  regard  it  as  insoluble  and  recom- 
mend that  it  should  be  made  one  of  the  major  subjects  of  study 
of  the  Federal  administrative  agency.  We  recognize  also  that  in 
other  respects  State  administration  may  develop  marked  inade- 
quacies. Should  these  fears  expressed  by  the  champions  of  a  fed- 
erally administered  system  prove  true,  it  is  always  possible  by  sub- 
sequent legislation  to  establish  such  a  system.  We  recommend  that 
it  be  expressly  provided  in  the  Federal  act  that  all  States  must 
include  in  their  statutes  provisions  to  the  effect  that  those  acts  shall 
not  be  deemed  to  create  any  vested  interests  preventing  modification 
or  repeal  and  that  a  similar  reservation  of  power  be  made  by  the 
Federal  Government.  Accordingly,  the  Congress  can  at  any  time 
increase  the  requirements  which  State  laws  must  fulfill  and  may, 
if  it  sees  fit,  at  some  future  time,  substitute  a  federally  administered 
system  for  the  cooperative  Federal-State  system  we  recommend. 

All  things  considered,  however,  we  deem  it  the  safest  and  soundest 
policy  to  confine  the  role  of  the  Federal  Government  with  respect  to 
this  problem  at  this  time  to  removing  obstacles  to  State  action,  safe- 
guarding and  liquidating  the  reserve  funds,  and  aiding  the  States 
with  their  problems,  leaving  to  them  primary  responsibility  for 
administration. 

Federal  cooperation  is  essential,  because  the  States  cannot  establish 
systems  of  unemployment  compensation  with  reasonably  favorable 
conditions  unless  there  is  assistance  from  the  Federal  Government. 
So  long  as  there  is  danger  that  business  in  some  States  will  gain  a 
competitive  advantage  through  failure  of  the  State  to  enact  an  un- 
employment compensation  law,  few  such  laws  will  be  enacted.  This 
obstacle  to  State  action  can  be  removed  only  through  the  imposition 
by  the  Federal  Government  of  a  uniform  tax  (rate  of  contribution) 
on  all  employers  throughout  the  country,  so  that  no  State  will  have 
an  unfair  advantage.  We  therefore  recommend  legislation  which 
will  impose  a  uniform  Federal  tax  on  payrolls  with  an  offset  per- 
mitted to  any  employer  who  contributes  to  an  unemployment  insur- 
ance fund  under  a  compulsory  State  law.  This  we  believe  will  en- 
courage the  speedy  enactment  of  State  laws  which  meet  minimum 
standards  of  security  and  fairness. 

The  Federal  Government  has  a  further  important  obligation  in  the 
safeguarding  and  investment  of  the  reserve  funds.  Unemployment 
reserve  funds  are  peculiar  in  that  the  demands  upon  them  will  fluc- 
tuate violently  with  industrial  conditions.   In  good  years  these  funds 
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will  have  receipts  far  in  excess  of  disbursements;  when  serious  de- 
pression sets  in,  the  reserves  will  be  used  up  rapidly.  Unemploy- 
ment compensation  should  not  operate  to  increase  unemployment,  but 
there  is  danger  that  it  will  do  so  unless  there  is  intelligent  and  unified 
handling  of  the  reserve  funds.  One  of  the  most  important  elements 
in  attaining  economic  stability  is  the  credit  policy  of  the  Government. 
Unless  the  investment  and  liquidation  of  the  unemployment  reserve 
funds  is  coordinated  with  this  credit  policy,  these  funds  may  operate 
to  nullify  the  attempts  of  the  Government  to  maintain  stability. 
Particularly,  when  the  Government  is  trying  to  prevent  a  depres- 
sion the  unemployment  reserve  funds  should  not  be  thrown  on  the 
markets,  as  they  are  likely  to  be  if  held  by  the  States  or  in  private 
hands.  Intelligently  handled,  unemployment  reserve  funds  can  be 
made  an  important  factor  in  preventing  a  depression ;  but  utilization 
for  this  purpose  is  possible  only  if  their  investment  and  liquidation 
is  within  control  of  the  United  States  Treasury.  We  deem  this  an 
absolute  essential  if  unemployment  compensation  is  to  accomplish 
the  purposes  for  which  it  is  designed. 

Beyond  this,  the  respective  spheres  of  the  State  and  local  govern- 
ments in  unemployment  compensation  are  not  clearly  defined.  Some 
standardization  is  desirable,  but  we  believe  that  this  should  not  be  a 
matter  of  Federal  control,  but  of  cooperative  action.  A  coopera- 
tive Federal-State  unemployment  compensation  system  should  in- 
clude the  essentials  we  have  outlined.  In  making  definite  recom- 
mendations as  to  the  technique  of  establishing  such  a  system,  we  are 
proceeding  in  the  conviction  that  our  purpose  could  be  most  promptly 
and  effectively  accomplished  by  Federal  legislation  which  would 

(1)  produce  uniformity  in  the  burden,  by  levying  a  pay-roll  tax; 

(2)  stimulate  the  passage  of  complete  and  self-sustaining  unemploy- 
ment compensation  laws  in  the  States,  by  allowing  a  credit  against 
the  Federal  tax  for  contributions  paid  under  State  laws;  and  (3) 
to  allow  the  necessary  central  control  of  the  reserve  funds,  in  order 
to  prevent  their  operating  toward  instability.  We  prefer  a  tax 
credit  device  to  one  in  which  the  tax  would  be  wholly  collected  and 
then  remitted,  as  grants-in-aid,  to  the  States,  because  under  the 
latter  system  the  States  would  not  have  self-supporting  laws  of 
their  own,  and  as  with  all  compensation  having  its  source  in  Federal 
grants  there  would  be  great  and  constant  pressure  for  larger  grants 
exceeding  the  money  raised  by  the  tax,  with  a  consequent  confusion 
of  compensation  and  relief. 

OUTLINE  OF  FEDERAL  ACT 

We  earnestly  recommend  prompt  enactment  by  the  Congress  of 
legislation  which  will  (1)  impose  a  uniform  pay-roll  tax  on  the  em- 
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ployers  to  whom  the  act  is  applicable,  beginning  with  the  year  1936, 
and  (2)  create  machinery  for  participation  in  the  administration  of 
unemployment  compensation. 

The  tax  should  be  imposed  upon  all  employers  who  have  em- 
ployed four  or  more  employees  for  a  reasonable  period  of  time  (any 
13  weeks  of  the  taxable  year  for  example),  and  should  be  measured 
by  a  percentage  of  the  employer's  pay  roll.  By  1938  the  rate  of  tax 
should  be  3  percent  of  the  pay  roll;  but  in  the  first  2  years,  if 
economic  recovery  has  not  progressed  satisfactorily,  we  recommend 
a  lower  rate,  and  suggest  that  the  index  of  industrial  production  of 
the  Federal  Reserve  Board  may  well  be  used  to  determine  whether 
the  rate  in  the  first  and  second  years  shall  be  1  percent,  2  percent,  or 
3  percent.  We  are  opposed  to  exclusions  of  any  specified  industries 
from  the  Federal  act,  but  favor  the  establishment  of  a  separate 
nationally  administered  system  of  unemployment  compensation  for 
railroad  employees  and  maritime  workers. 

Against  the  tax  imposed  in  the  Federal  law,  a  credit,  up  to  90 
percent  of  the  tax,  should  be  allowed  for  the  money  the  employer 
has  paid  to  the  proper  State  authority  as  contributions  for  unem- 
ployment compensation  purposes  pursuant  to  State  law.  These 
credits,  however,  should  be  permitted  only  if  the  State  is  cooperating 
with  the  Federal  Government  in  the  administration  of  unemploy- 
ment compensation,  expending  the  money  raised  solely  for  benefits, 
and  is  depositing  all  contributions  as  collected  in  an  unemployment 
trust  fund  in  the  United  States  Treasury,  as  hereafter  recommended. 

If  a  State,  to  encourage  stabilization  of  employment,  permits  par- 
ticular industries  or  companies  to  have  individual-reserve  or  guar- 
anteed-employment  accounts — accounts  to  be  kept  by  the  State  au- 
thority but  deposit  of  the  funds  in  the  United  States  Treasury — or 
allows  lower  rates  of  contributions  to  employers  not  having  such 
individual  accounts  on  the  basis  of  their  favorable  experience,  an 
additional  credit  beyond  the  amount  contributed  in  a  particular  year 
may  be  granted  in  the  Federal  act.  We  recommend,  however,  that 
such  credit  be  allowed  in  all  cases  only  on  the  condition  that  the 
employer  has  discharged  in  full  his  obligations  under  the  State  law 
and  continues  to  pay  at  least  1  percent  into  the  pooled  State  fund. 
Further,  such  an  employer  with  an  individual-reserve  account,  before 
becoming  entitled  to  any  additional  credit,  must  have  and  maintain 
a  reserve  equal  to  at  least  15  percent  of  his  pay  roll,  and  an  employer 
with  a  guaranteed-employment  account,  a  reserve  of  7y2  percent  of 
his  pay  roll;  while  no  additional  credit  for  any  reduction  in  rates 
payable  to  a  pooled  State  fund  may  be  allowed  until  after  the  State 
law  has  been  in  operation  for  5  years. 

To  encourage  efficient  administration,  without  which  unemploy- 
ment insurance  will  fail  to  accomplish  its  purpose,  we  believe  that 
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the  Federal  Government  should  aid  the  States  by  granting  them 
sufficient  money  for  proper  administration,  under  conditions  de- 
signed to  insure  competence  and  probity.  Among  these  conditions 
we  deem  selection  of  personnel  on  a  merit  basis  vital  to  success.  We 
also  recommend  that  as  a  condition,  both  of  grants-in-aid  for  admin- 
istration and  of  the  allowance  of  any  tax  credits  for  payments  made 
under  any  State  unemployment  compensation  act,  the  State  must 
have  accepted  the  provisions  of  the  Wagner-Peyser  Act  and  provide 
for  the  payment  of  unemployment  compensation  through  the  public 
employment  offices  established  under  such  act.  A  grant-in-aid  for 
administration  would  not  create  any  new  burden  on  the  Federal 
Government,  as  it  would  be  paid  for  by  the  amount  of  the  pay  roll 
tax  over  and  above  the  credits  allowed  for  contributions  to  State 
funds. 

As  an  essential  part  of  the  Federal  law  it  should  be  made  a  require- 
ment for  any  tax  credits  that  all  moneys  collected  for  unemployment 
compensation  purposes  under  State  laws — including  those  credited 
to  individual  industry  or  company  accounts — be  deposited  as  col- 
lected in  the  Treasury  of  the  United  States  in  a  trust  account  to  the 
credit  of  the  State,  to  be  invested  and  liquidated  as  the  Secretary  of 
the  Treasury  may  from  time  to  time  direct.  Interest  on  the  average 
amount  so  deposited  in  each  State  fund  shall  be  allowed  at  regular 
intervals,  at  a  rate  equal  to  the  average  yield  of  all  outstanding  pri- 
mary obligations  of  the  Federal  Government,  less  one-eighth  of  1 
percent.  Withdrawals  from  the  fund  are  to  be  made  only  for  unem- 
ployment compensation  purposes,  under  regulations  to  be  prescribed 
by  the  Secretary  of  the  Treasury. 

The  collection  of  the  Federal  tax  and  investment  of  the  reserve 
funds  should  be  made  under  the  control  of  the  Secretary  of  the 
Treasury.  All  other  aspects  of  Federal  participation  in  unemploy- 
ment compensation  should  be  a  responsibility  of  the  Department 
of  Labor.  We  recommend  the  creation  within  the  Department  of 
Labor  of  a  social  insurance  board.  We  recommend  that  the  board 
consist  of  three  members  appointed  by  the  President.  They  should 
devote  full  time  to  their  duties  and  be  appointed  for  terms  of  6 
years,  which  should  be  varied  at  the  outset  to  insure  continuity  in 
administrative  policies.  We  recommend  that  this  board  be  given 
power  to  decide  what  State  laws  comply  with  the  Federal  require- 
ments and  that  it  be  made  its  duty  to  assist  States  in  setting  up 
unemployment  compensation  administrations  and  in  the  solution  of 
the  problems  they  will  encounter;  also  that  it  conduct  continuous 
studies  to  correlate  and  make  useful  the  experience  developed  under 
State  laws.  The  social  insurance  board  should,  likewise,  have 
responsibility  for  the  administration  of  the  compulsory  and  volun- 
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tary  systems  of  old-age  annuities,  whose  establishment  we  suggest  in 
another  section  of  this  report,  and  should  study  the  advisability  of 
instituting  other  forms  of  social  insurance. 

The  plan  for  unemployment  compensation  that  we  suggest  con- 
templates that  the  States  shall  have  broad  freedom  to  set  up  the  type 
of  unemployment  compensation  they  wish.  We  believe  that  all  mat- 
ters in  which  uniformity  is  not  absolutely  essential  should  be  left  to 
the  States.  The  Federal  Government,  however,  should  assist  the 
States  in  setting  up  their  administrations  and  in  the  solution  of  the 
problems  they  will  encounter. 

SUGGESTIONS  FOR  STATE  LEGISLATION 

This  committee  plans  the  preparation  of  a  model  State  unemploy- 
ment-compensation bill,  with  alternate  clauses  at  many  points.  In 
this  report  it  seems  unnecessary  to  discuss  all  of  the  details  of  this 
model  bill,  since  the  legislature  will  determine  the  policy  in  each 
State.    On  some  major  points,  however,  comment  seems  appropriate. 

Contributions. — The  States  should  make  all  contributions  compul- 
sory and  may  require  them  from  employers  alone,  or  from  employers 
and  employees,  with  or  without  contributions  by  the  State  government. 

Benefits. — The  States  should  have  freedom  in  determining  their 
own  waiting  periods,  benefit  rates,  maximum  benefit  periods,  etc.  We 
suggest  caution  lest  they  insert  benefit  provisions  in  excess  of  collec- 
tions in  their  laws.  To  arouse  hopes  of  benefits  which  cannot  be 
fulfilled  is  invariably  bad  social  and  governmental  policy. 

It  is  our  recommendation  that  the  benefit  periods  be  kept  within  the 
maximum  limits  of  the  last  column  of  table  I,  which  has  been  pre- 
sented earlier  in  this  report,  and  in  no  event  should  they  exceed  those 
of  the  second  last  column.  If  it  is  considered  desirable  that  the  unem- 
ployment-compensation funds  should  give  protection  in  depression 
periods  as  well  as  in  normal  times,  the  maximum  periods  of  the  first 
two  columns  should  be  regarded  as  standard.  While  unemployment 
varies  greatly  in  different  States,  there  is  no  certainty  that  States 
which  have  had  less  than  normal  unemployment  heretofore  will  in  the 
future  have  a  more  favorable  experience  than  the  average  for  the 
country.  States  whose  industries  are  such  that  they  will  probably 
continue  to  have  a  high  rate  of  unemployment  should  not  pay  benefits 
up  to  the  maximum  amounts  permitted  in  the  actuarial  calculations. 
With  industry  or  company  funds,  longer  benefit  periods  can  be  per- 
mitted if  the  employers  guarantee  payment  of  these  benefits  in  full 
and  furnish  security  adequate  to  insure  fulfillment  of  these  guaran- 
ties ;  but  in  all  other  cases  it  is  preferable,  at  the  outset,  to  err  on  the 
side  of  safety  than  of  too  great  liberality. 
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At  this  point  we  call  attention  to  the  desirability  of  allowing  addi- 
tional weeks  of  benefit  to  employees  who  have  been  long  employed 
without  drawing  benefits.  The  British  experience  has  been  that  a 
very  large  percentage  of  all  employees  draw  no  benefits  over  periods 
of  many  years.  These  are  the  workmen  longest  retained,  who,  par- 
ticularly if  they  are  required  to  contribute,  have  a  very  good  claim 
for  additional  benefits  when,  because  of  a  depression  or  change  in 
technique,  they  lose  their  jobs  and  are  unable  to  find  other  work. 
Our  actuarial  estimates  indicate  that  if  1  week  is  taken  off  the 
ordinary  benefit  period  for  all  workers,  a  special  maximum  of  an 
additional  week  of  benefits  can  be  allowed  to  workers  who  have  not 
drawn  benefits  for  6  months,  2  weeks  for  those  who  have  not  drawn 
benefits  for  12  months,  etc.,  up  to  a  maximum  of  10  weeks  additional 
benefits  for  workers  who  have  not  drawn  any  benefits  for  5  years. 

Provisions  to  protect  funds  against  heavy  drains  by  particular 
classes  of  employees. — The  provision  last  suggested  is  in  line  with 
the  world  experience  that  unemployment  compensation  is  best 
adapted  to  employees  who  normally  have*  some  degree  of  security  in 
their  employment.  Such  workers,  we  feel,  should  be  given  some 
protection  against  exhaustion  of  the  funds  by  others  who  work  only 
intermittently. 

English  experience  has  demonstrated  that  seasonal  industries  will 
cause  a  heavy  drain  on  the  unemployment-insurance  funds  unless 
the  benefits  to  seasonal  workers  are  limited  to  unemployment  occur- 
ring within  the  usual  season  for  that  particular  industry.  Deter- 
mination of  what  this  season  is  for  each  distinct  seasonal  industry 
must  necessarily  be  left  to  the  administrative  authority. 

Similarly  the  funds  need  to  be  protected  against  too  heavy  drain 
by  the  casual  workers.  This  can  best  be  done  (1)  through  a  ratio 
which  relates  the  maximum  weeks  of  benefit  to  the  weeks  of  employ- 
ment, the  usual  ratio  suggested  being  1  to  4;  and  (2)  allowing 
benefits  only  if  the  employee  has  worked  with  some  degree  of 
regularity. 

Partial  unemployment  creates  another  special  problem.  It  is 
desirable,  within  limits,  that  work  shall  be  shared  when  orders  fall 
off,  rather  than  that  some  employees  shall  be  laid  off  altogether.  It 
is  also  desirable  that  an  unemployed  man  take  part-time  or  odd- job 
employment  when  possible.  Therefore,  to  encourage  this,  we  advise 
that  State  laws  should  provide  that  the  combination  of  part-time 
wages  and  benefits  is  better  than  benefits  alone. 

Willingness  to  work  test. — To  serve  its  purposes,  unemployment 
compensation  must  be  paid  only  to  workers  involuntarily  unem- 
ployed. The  employees  compensated  must  be  both  able  and  willing 
to  work  and  must  be  denied  benefits  if  they  refuse  to  accept  other 
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suitable  employment.  Workers,  however,  should  not  be  required  to 
accept  positions  with  wage,  hour,  or  working  conditions  below  the 
usual  standard  for  the  occupation  or  the  particular  region,  or  out- 
side of  the  State,  or  where  their  rights  of  self-organization  and 
collective  bargaining  would  be  interfered  with. 

Individual  industry  and  company  accounts. — The  primary  pur- 
pose of  unemployment  compensation  is  to  socialize  the  losses  re- 
sulting from  unemployment,  but  it  should  also  serve  the  purpose  of 
decreasing  rather  than  increasing  unemployment.  We  favor  leav- 
ing it  optional  with  the  States  whether  they  will  permit  any  "  con- 
tracting out "  from  State-pooled  funds  in  the  sense  that  separate 
accounts  may  be  set  up  for  the  exempted  industries  or  companies, 
but  without  any  change  in  the  methods  of  collection  or  deposit  and 
investment  of  funds.  We  strongly  urge,  however,  that  only  plants 
which  furnish  adequate  security  to  guarantee  payment  in  full  of  all 
unemployment  compensation  which  may  become  due  to  their  em- 
ployees shall  be  permitted  to  have  separate  accounts,  and  only  upon 
condition  that  they  pay  1  percent  of  their  pay  roll  into  the  general 
State  fund.  We  further  advise  that  if  "  contracting  out "  is  per- 
mitted, the  State  law  should  contain  provisions  under  which  em- 
ployees will  not  lose  their  unused  benefit  rights,  or  any  contribu- 
tions which  they  may  have  made  to  such  accounts  above  benefits 
received  when  they  voluntarily  leave  the  employ  of  an  employer 
with  a  separate  reserve  account,  lest  such  accounts  operate  to  inter- 
fere with  the  mobility  of  labor.  Experimentation  with  individual 
industry  and  company  reserve  accounts  under  proper  restrictions 
will  undoubtedly  be  permitted  in  some  States;  therefore,  the  impor- 
tance of  adequately  safeguarding  both  the  rights  of  the  workers  and 
the  pooled  State  funds  is  emphasized. 

We  are  opposed  to  any  provision  in  the  Federal  act  under  which 
any  industries  or  companies  are  exempted  from  State  laws  prescribing 
an  exclusive  State  pooled  fund. 

Guaranteed  employment. — Guaranteed  employment  is  a  device 
which,  if  properly  safeguarded,  will  effectually  secure  all  of  the  pur- 
poses of  unemployment  compensation.  There  would  be  no  unem- 
ployment problem  if  all  workers  were  guaranteed  a  sufficient  annual 
wage.  We  feel  it  to  be  desirable  that  employers  be  permitted  to 
experiment  with  guaranteed  employment  under  the  State  laws,  but 
also  that  such  experiments  should  be  conducted  only  under  safeguards. 
Guaranteed  employment,  we  believe,  should  be  recognized  as  a  reason 
for  reduced  contribution  in  State  laws,  only  if  the  employees  get  at 
least  as  much  protection  as  that  afforded  to  employees  by  unemploy- 
ment compensation.  The  period  of  guaranteed  employment,  when 
it  in  claimed  as  an  offset,  should  be  for  at  least  40  weeks  of  full-time 
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employment  during  the  year,  although  less  than  full-time  employ- 
ment may  be  counted  toward  fulfillment  of  the  guaranty,  if  the  num- 
ber of  weeks  of  guaranteed  employment  is  correspondingly  increased. 
Employees  should  be  further  protected  by  a  provision  in  State  laws 
under  which  they  will  receive  at  least  half  of  the  normal  unemploy- 
ment compensation  benefits  if  they  lose  employment  at  the  end  of  the 
guaranty  period.  Employers  claiming  contribution  credits  by  guar- 
anteeing employment  should  be  permitted  to  do  so  only  if  the 
plan  includes  all  their  employees  or  all  employees  of  entire  plants. 
They  should  be  required  to  make  some  contribution  to  the  pooled 
State  unemployment  compensation  fund  and  should  be  entitled  to 
additional  credits  against  the  Federal  tax  only  if  they  fulfill  all  obli- 
gations of  their  guaranty  and  have  accumulated  an  adequate  reserve. 
Sufficient  security  should  be  required  by  the  State  authority  to  insure 
f ulfillment  of  the  guaranty. 

GENERAL  COMMENTS 

The  plan  of  unemployment  compensation,  we  suggest,  is  frankly 
experimental.  We  anticipate  that  it  may  require  numerous  changes 
with  experience,  and,  we  believe,  is  so  set  up  that  these  changes  can 
be  made  through  subsequent  legislation  as  deemed  necessary.  If  we 
are  to  wait  until  everyone  interested  in  the  subject  is  in  agreement 
as  to  what  is  a  perfect  measure  before  enacting  unemployment  com- 
pensation legislation,  there  will  be  a  long  and  unwarranted  post- 
ponement of  action. 

The  plan  we  suggest  is  one  that  will  secure  the  much-needed  ex- 
perience necessary  for  the  development  of  a  more  nearly  perfect 
sy  stem.  It  is  in  accord  with  American  traditions  and  the  message  of 
the  President  which  initiated  our  study  of  this  subject. 

We  submit  that  the  Federal  part  of  the  program  should  be  enacted 
into  law  by  the  Congress  at  the  earliest  date  possible.  This  is 
urgently  necessary  if  the  State  legislatures  are  to  act  in  time  to  per- 
mit the  legislation  to  go  into  effect  January  1,  1936.  In  the  coming 
3Tear,  44  of  the  48  States  will  hold  regular  sessions  of  their  legisla- 
tures. Most  of  these  will  convene  in  January,  and  will  be  in  session 
3  months  or  less.  Unemployment  compensation  in  this  country  will 
suffer  another  year  of  delay  unless  there  is  prompt  action  by  the 
Congress. 

OLD-AGE  SECURITY 

THE  OLD-AGE  PROBLEM 

In  1930  there  were  6,500,000  people  over  65  years  of  age  in  this 
country,  representing  5.4  percent  of  the  entire  population.  This  per- 
centage has  been  increasing  quite  rapidly  since  the  turn  of  the  cen- 
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tury  and  is  expected  to  continue  to  increase  for  several  decades.  It  is 
predicted,  on  the  basis  of  the  present  population  and  trends,  that  by 
1940,  6.3  percent  of  the  population  will  be  65  years  of  age;  by  1960, 
9.3  percent;  and  by  1975,  10  percent.  In  25  to  30  years  the  actual 
number  of  old  people  will  have  doubled,  and  this  estimate  does  not 
take  into  account  the  possibility  of  a  decrease  in  the  mortality  rate, 
which  would  further  increase  the  total. 

No  even  reasonably  complete  data  aro  available  regarding  the 
means  of  support  of  aged  persons,  and  the  number  in  receipt  of  some 
form  of  public  charity  is  not  definitely  known.  The  last  almshouse 
survey  was  made  more  than  10  years  ago,  and  the  number  of  people 
in  institutions  of  this  kind  can  only  be  approximated.  There  are 
about  700,000  people  over  65  years  of  age  on  F.  E.  R.  A.  relief  lists, 
and  the  present  cost  of  the  relief  extended  to  these  people  has  been 
roughly  estimated  at  $45,000,000  per  year.  In  addition  there  are  a 
not  definitely  known  but  large  number  of  old  people  in  receipt  of 
relief  who  are  not  on  F.  E.  R.  A.  relief  lists.  All  told,  the  number  of 
old  people  now  in  receipt  of  public  charity  is  probably  in  excess  of 
1,000,000. 

The  number  in  receipt  of  some  form  of  pension  is  much  smaller. 
Approximately  180,000  old  people,  most  of  them  over  70  years  of  age, 
are  receiving  pensions  under  the  State  old-age  assistance  laws,  the 
average  pension  last  year  being  $19.74  per  month. 

A  somewhat  smaller  number  of  the  aged  are  receiving  public 
retirement  or  veterans'  pensions,  for  which  the  expenditures  exceed 
those  under  the  general  old-age  assistance  laws.  Approximately 
150,000  aged  people  are  in  receipt  of  industrial  and  trade-union 
pensions,  the  cost  of  which  exceeds  $100,000,000  per  year. 

The  number  of  the  aged  without  means  of  self-support  is  much 
larger  than  the  number  receiving  pensions  or  public  assistance  in 
any  form.  Upon  this  point  the  available  data  are  confined  to  sur- 
veys made  in  a  few  States,  most  of  them  quite  a  few  years  ago. 
Connecticut  (1932)  and  New  York  (1929)  found  that  nearly  50 
percent  of  their  aged  population  (65  years  of  age  and  over)  had  an 
income  of  less  than  $25  per  month ;  34  percent  in  Connecticut  had  no 
income  whatsoever.  At  this  time  a  conservative  estimate  is  that 
at  least  one-half  of  the  approximately  7,500,000  people  over  65  years 
now  living  are  dependent. 

Children,  friends,  and  relatives  have  borne  and  still  carry  the 
major  cost  of  supporting  the  aged.  Several  of  the  State  surveys 
have  disclosed  that  from  30  percent  to  50  percent  of  the  people 
over  65  years  of  age  were  being  supported  in  this  way.  During 
the  present  depression,  this  burden  has  become  unbearable  for  many 
of  the  children,  with  the  result  that  the  number  of  old  people  de- 
pendent upon  public  or  private  charity  has  greatly  increased. 
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The  depression  will  inevitably  increase  the  old-age  problem  of  the 
nest  decades.  Many  children  who  previously  supported  their  parents 
have  been  compelled  to  cease  doing  so,  and  the  great  majority  will 
probably  never  resume  this  load.  The  depression  has  largely  wiped 
out  wage  earners'  savings  and  has  deprived  millions  of  workers  past 
middle  life  of  their  jobs,  with  but  uncertain  prospects  of  ever  again 
returning  to  steady  employment.  For  years  there  has  been  some 
tendency  toward  a  decrease  in  the  percentage  of  old  people  gainfully 
employed.  Employment  difficulties  for  middle-aged  and  older 
workers  have  been  increasing,  and  there  is  little  possibility  that  there 
will  be  a  reversal  of  this  trend  in  the  near  future. 

Men  who  reach  65  still  have  on  the  average  11  or  12  years  of  life 
before  them;  women,  15  years.  A  man  of  65,  to  provide  an  income 
of  $25  per  month  for  the  rest  of  his  life  (computing  interest  at  3  per- 
cent) must  have  accumulated  approximately  $3,300;  a  woman  nearly 
$3,600.  If  only  this  amount  of  income  is  allowed  to  all  of  the  people 
of  65  years  and  over,  the  cost  of  support  of  the  aged  would  represent 
a  claim  upon  current  national  production  of  $2,000,000,000  per  year. 
Regardless  of  what  may  be  done  to  improve  their  condition,  this 
cost  of  supporting  the  aged  will  continue  to  increase.  In  another 
generation  it  will  be  at  least  double  the  present  total. 

GENERAL  OUTLINE  OP  RECOMMENDATIONS 

An  adequate  old-age  security  program  involves  a  combination  of 
noncontributory  pensions  and  contributory  annuities.  Only  noncon- 
tributory  pensions  can  serve  to  meet  the  problem  of  millions  of  per- 
sons who  are  already  superannuated  or  shortly  will  be  so  and  are 
without  sufficient  income  for  a  decent  subsistence.  A  contributory 
annuity  system,  while  of  little  or  no  value  to  people  now  in  these 
older  age  groups,  will  enable  younger  workers,  with  the  aid  of  their 
employers,  to  build  up  gradually  their  rights  to  annuities  in  their 
old  age.  Without  such  a  contributory  system  the  cost  of  pensions 
would,  in  the  future,  be  overwhelming.  Contributory  annuities  are 
unquestionably  preferable  to  noncontributory  pensions.  They  come 
to  the  workers  as  a  right,  whereas  the  noncontributory  pensions  must 
be  conditioned  upon  a  "  means  "  test.  Annuities,  moreover,  can  be 
ample  for  a  comfortable  existence,  bearing  some  relation  to  custom- 
ary wage  standards,  while  gratuitous  pensions  can  provide  only  a 
decent  subsistence. 

Difficult  administrative  problems  must  be  solved  before  people 
who  are  not  wage  earners  and  salaried  employees  can  be  brought 
under  the  compulsory  system,  and  it  is  to  be  expected  that  some 
people  from  higher  income  groups  will  come  to  financial  grief  and 
dependence  in  old  age.   Until  literally  all  people  are  brought  under 
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the  contributory  system,  noncontributory  pensions  will  have  a 
definite  place  even  in  long-time  old-age-security  planning. 

There  also  is  need  for  a  voluntary  system  of  annuities  to  supple- 
ment the  compulsory  system  we  advocate,  intended  primarily  for 
persons  of  low  and  moderate  income  who  are  not  included  in  the 
compulsory  system.  While  the  latter  is  not  as  important  as  the  non- 
contributory  pensions  and  the  compulsory  system  of  contributory 
annuities,  we  recommend  the  establishment  of  a  related,  but  distinct, 
voluntary  system  of  Government  old-age  annuities,  for  restricted 
groups  in  the  population  who  do  not  customarily  purchase  annuities 
from  commercial  insurance  companies. 

Finally,  in  any  complete  program  for  old-age  security,  those  aged 
should  be  considered  who  must  be  cared  for  in  institutions — those 
who  need  custodial  care  which  friends  and  relatives  will  not  provide. 
Factual  data  bearing  on  the  institutions  for  the  care  of  the  aged 
and  their  inmates  are  very  scant  and  most  of  them  out  of  date.  We 
therefore  recommend  that  the  United  States  Department  of  Labor 
undertake  at  once  a  special  survey  of  such  institutions  for  the  pur- 
pose of  developing  a  constructive  program  for  the  improvement  of 
institutional  maintenance  of  the  aged. 

NONCONTRIBUTORY  OLD-AGE  PENSIONS 

Old-age  pensions  are  recognized  the  world  over  as  the  best  means 
of  providing  for  old  people  who  are  dependent  upon  the  public  for 
support  and  who  do  not  need  institutional  care.  In  this  country  28 
States  and  2  Territories  now  have  laws  providing  for  the  payment 
of  noncontributory  pensions  to  dependent  aged  persons.  The  min- 
imum age  specified  in  these  laws  is  either  65  or  70.  All  of  them  re- 
quire long  periods  of  residence  within  the  State  and  allow  pensions 
only  if  the  aged  applicants  are  without  any  substantial  amount  of 
property  or  income  and  have  no  relatives  legally  responsible  for  their 
support.  In  most  of  these  acts  the  pensions  are  limited  to  a  maxi- 
mum of  $1  per  day  less  any  other  income  the  pensioners  may  receive 
from  any  source.  A  few  of  the  laws  are  less  restrictive,  but  not 
more  than  two  or  three  of  the  entire  number  can  be  regarded  as  even 
reasonably  adequate.  The  administrative  provisions  in  many  of  the 
laws  are  likewise  defective;  the  officials  who  grant  the  pensions  have 
no  facilities  for  investigation  and  there  is  no  machinery  for  super- 
vision. Many  laws  place  the  entire  cost  of  pensions  on  the  local 
governments,  and  about  one-third  of  these  acts  are  optional  in  the 
sense  that  counties  may  or  may  not  operate  under  the  pension  sys- 
tem as  they  see  fit. 

Many  of  these  old-age-pension  laws  are  entirely  nonfunctioning; 
many  pension  authorities  because  of  financial  pressure  have  cut  bene- 
fits below  a  proper  minimum,  and  there  are  long  waiting  lists  of 
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needy  persons.  While  some  improvement  along  these  lines  is  to  be 
expected  with  the  insistent  popular  demand  for  old-age  pensions; 
financial  limitations  are  such  that  local  and  State  action  alone  can- 
not be  relied  upon  to  provide  either  adequate  or  universal  old-age 
assistance. 

As  has  been  stated,  there  are  four  times  as  many  old  people  over 
65  on  relief  lists  as  are  in  receipt  of  old-age  pensions.  These  aged 
people  do  not  belong  on  emergency-relief  lists  and,  very  properly,  are 
now  being  eliminated  therefrom.  They  should,  instead,  be  provided 
for  under  old-age  pension  laws,  operating  in  all  States. 

There  is  little  likelihood,  however,  that  an  appreciable  number  of 
the  dependent  aged  will  receive  pensions  unless  the  financing  of  such 
measures  is  put  on  a  radically  different  basis  than  at  present.  Both 
State  and  Federal  participation  are  vital  if  the  dependent  aged  are  to 
be  cared  for  through  the  human  pension  method. 

Federal  grants-in-aid  will  encourage  the  enactment  of  liberal  old- 
age  pension  laws  in  all  States  and  the  granting  of  pensions  to  all 
of  the  aged  who  are  dependent  upon  the  public  for  support  and  who 
do  not  need  institutional  care.  We,  therefore,  recommend  a  system 
of  Federal  grants-in-aid  to  States  and  Territories  which  provide 
old-age  assistance  for  their  needy  aged  under  plans  approved  by  the 
Federal  Emergency  -Relief  Administration  or  its  successor  agency. 
These  grants-in-aid,  we  suggest,  should  be  one-half  of  the  total  ex- 
penditures for  old-age  pensions,  including  administrative  expenses, 
but  with  a  proviso  limiting  the  Federal  subsidy  to  $15  per  month  for 
any  individual  and  the  aid  for  administrative  expenses  to  5  percent 
of  the  State's  total  expenditures  for  old-age  assistance. 
Conditions  of  grants 

Since  the  Federal  Government,  under  the  plan  we  recommend,  is 
to  assume  one-half  the  cost  of  old-age  pensions,  we  deem  it  proper 
that  it  should  require  State  legislation  and  administration  which 
will  insure  to  all  of  the  needy  aged  pensions  adequate  for  their  sup- 
port. We  recommend  that  aid  be  granted  only  to  those  States  which 
enact  laws  that  are  state-wide  or  territory-wide  in  scope,  and,  if 
administered  by  political  subdivisions,  are  mandatory  upon  them. 
Such  laws  may  limit  the  granting  of  pensions  to  citizens  of  the 
United  States  and  residents  of  the  State  or  Territory,  but  may  not 
require  a  longer  period  of  residence  than  5  years,  within  the  last  10 
years  preceding  the  application  for  a  pension.  Property  and  income 
limitations  may,  likewise,  be  prescribed  but  no  aged  person  other- 
wise eligible  may  be  denied  a  pension  whose  property  does  not  ex- 
ceed $5,000  in  value,  or  whose  income  is  not  larger  than  is  necessary 
for  a  reasonable  subsistence  compatible  with  decency  and  health. 
The  pension  to  be  allowed  must  be  an  amount  sufficient,  with  the 
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other  income  of  the  pensioner,  for  such  a  reasonable  subsistence. 
Federal  grants-in-aid  are  to  be  paid  only  on  account  of  pensions 
granted  to  persons  over  65  years  of  age  but  until  January  1,  1940, 
States  may  maintain  a  70-year  age  limit,  which  must  thereafter  be 
reduced  to  65.  No  Federal  aid  is  to  be  extended  for  aged  persons 
cared  for  in  institutions,  and  so  much  of  the  total  pensions  paid  to 
any  pensioner  as  was  derived  from  the  United  States  Government 
shall  constitute  a  lien  on  the  estate  of  the  aged  recipient,  which, 
upon  his  death  shall  be  enforced  by  the  State  or  Territory  and 
refunded  to  the  Federal  Government.  The  administration  of  the 
old-age  pension  laws  must  be  under  the  supervision  of  a  designated 
State  department,  and  must  be  so  conducted  as  to  insure  fulfillment 
of  the  intent  of  the  Federal  grants-in-aid;  namely,  to  give  all  de- 
pendent aged  persons  not  in  need  of  institutional  care  a  decent 
subsistence  in  their  own  homes. 
Costs 

Only  approximate  estimates  can  be  given  regarding  the  costs  of 
the  proposed  grants-in-aid.  If  a  compulsory  contributory  annuity 
system  is  not  established  at  the  same  time,  actuarial  estimates  indicate 
that  the  Federal  share  of  the  cost  of  the  noncontributory  old-age 
pensions  may  in  the  first  year  reach  a  total  of  $136,600,000;  in  the 
second  year,  $199,000,000,  and  would  increase  steadily  thereafter 
until  it  reaches  a  maximum  of  $1,294,300,000  by  1980.  We  believe  that 
these  estimates  are  too  high,  particularly  in  the  earlier  years,  as  they 
do  not  allow  sufficiently  for  the  lag  likely  to  occur  before  all  the 
dependent  aged  will  actually  be  granted  pensions.  Since  the  total 
now  expended  for  old-age  pensions  is  less  than  $40,000,000  per  year, 
and  more  than  half  of  the  entire  population  of  the  country  is  in 
States  which  have  old-age  pension  laws,  we  are  of  the  opinion  that 
$50,000,000  will  be  sufficient  in  the  first  year  to  pay  the  Federal  share 
of  the  old-age-pension  costs.  Thereafter,  this  figure  will  tend  to 
increase  rather  rapidly  and  by  1980  may  reach  the  great  total 
estimated  by  the  actuaries.  The  estimates  of  the  actuaries  consulted 
by  this  committee  are,  in  our  judgment,  so  high  in  estimated  figures 
for  1980  that  further  careful  studies  must  be  given  to  them,  with 
the  objective  of  finding  ways  and  means  for  reduction  and  limi- 
tation of  estimated  Government  contributions  as  of  that  year. 

Obviously  these  figures  will  be  reduced  if  a  compulsory  system  of 
contributory  annuities  is  established  simultaneously  with  the  Federal 
grants-in-aid.  Sound  financing  demands  this  simultaneous  action. 
The  estimates  of  the  actuaries  indicate  that  if  a  compulsory  system 
of  contributory  annuities  is  started  by  January  1,  1937,  Federal 
grants-in-aid  to  the  noncontributory  pensions  will  by  1980  total  less 
than  40  percent  of  the  amount  they  will  reach  by  that  date  if  a 
contributory  system  is  not  started. 
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Furthermore,  the  actuarial  figures  assume  that  contributory  an- 
nuities will  not  cover  a  large  percentage  of  our  population  compris- 
ing those  who  are  not  actual  wage  earners.  It  is  essential  that  as 
soon  as  possible  these  persons  be  brought  into  the  compulsory  sys- 
tem of  contributory  annuities,  else  the  annual  Government  contribu- 
tions will  be  so  high  as  to  constitute  an  impossible  charge  on  the 
taxpayers. 

CONTRIBUTORY  ANNUITIES    (COMPULSORY  SYSTEM) 

It  is  only  through  a  compulsory,  contributory  system  of  old-age 
annuities  that  the  burden  upon  future  generations  of  the  support 
of  the  aged  can  be  lightened.  With  an  increasing  number  and  even 
more  rapidly  increasing  percentage  of  the  aged,  the  cost  of  sup- 
porting old  persons  will  be  a  heavy  load  on  future  generations  re- 
gardless of  any  legislation  that  may  be  enacted.  Pensions  sufficient 
for  a  decent  subsistence  for  all  of  the  aged  who  are  dependent  upon 
the  public  for  support  are  approved  by  the  overwhelming  majority 
of  the  people  of  this  country.  In  order  to  reduce  the  pension  costs 
and  also  to  more  adequately  provide  for  the  needs  of  those  not  yet 
old  but  who  will  become  old  in  time,  we  recommend  a  contributory 
annuity  system  on  a  compulsory  basis,  to  be  conducted  by  the  Fed- 
eral Government.  Because  of  the  large  number  of  people  involved 
and  the  other  duties  imposed  on  the  Social  Insurance  Board  (which 
we  recommend  should  have  responsibility  for  the  administration  of 
all  types  of  social  insurance),  we  deem  it  desirable  that  the  taxes 
to  finance  this  system  should  not  become  effective  until  January  1, 
1937,  but  believe  that  the  necessary  legislation  should  be  enacted 
at  an  early  date,  to  enable  the  Board  to  make  the  necessary  studies 
and  other  preparations  for  putting  this  plan  into  operation. 

Outline  of  plan 

We  recommend  that  the  contributory  annuity  system  include,  on  a 
compulsory  basis,  all  manual  workers  and  nonmanual  workers  earn- 
ing less  than  $250  per  month,  except  those  of  governmental  units 
and  those  covered  by  the  United  btates  Railroad  Retirement  Act. 
(In  the  first  5  years  that  the  act  is  in  effect  only  employees  who  on 
the  effective  date  are  less  than  CO  years  of  age  are  to  be  included.) 
Employees  who  lose  compulsory  coverage  (by  becoming  employers, 
ceasing  to  work,  etc.)  after  they  have  made  at  least  200  weekly  con- 
tributions are  to  be  permitted  to  continue  membership  on  a  voluntary 
basis  by  paying  a  contribution  equal  to  the  combined  contributions 
required  from  employers  and  employees. 

The  compulsory  contributions  are  to  be  collected  through  a  tax  on 
pay  rolls  and  wages,  to  be  divided  equally  between  the  employers  and 
employees.    To  keep  the  reserves  within  manageable  limits,  we  sug- 
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gest  that  the  combined  rate  of  employers  and  employees  be  1  percent 
in  the  first  5  years  the  system  is  in  effect;  2  percent  in  the  second 
5  years ;  3  percent  in  the  third  5  years ;  4  percent  in  the  fourth  5  years 
and  5  percent  thereafter.  If  it  is  deemed  desirable  to  reduce  the 
burden  of  the  system  upon  future  generations,  the  initial  rate  may 
well  be  doubled  and  the  taking  effect  of  each  higher  rate  advanced 
by  5  years. 

Both  the  tax  on  employers  and  the  employees  is  to  be  collected 
through  the  employers,  who  shall  be  entitled  to  deduct  the  amount 
paid  in  the  employees'  behalf  from  wages  due  them.  The  necessary 
rules  and  regulations  for  collection  of  contributions  are  to  be  pre- 
scribed by  the  Secretary  of  the  Treasury. 

We  suggest  that  the  Federal  Government  make  no  contribution 
from  general  tax  revenues  to  the  fund  during  the  years  in  which 
income  exceeds  payment  from  the  funds,  but  that  it  guarantee  to 
make  contributions,  when  the  level  of  payment  exceeds  income  from 
contributions  and  interest,  sufficient  to  maintain  the  reserve  at  the 
level  of  the  last  year  in  which  income  exceeded  payments.  According 
to  our  actuarial  estimates  the  reserve  on  this  basis  would  be  main- 
tained at  about  $15,250,000,000. 

No  benefits  are  to  be  paid  until  after  the  system  has  been  in  opera- 
tion for  5  years,  nor  to  any  person  who  has  not  made  at  least  200 
weekly  contributions,  nor  before  the  member  has  reached  the  age  of 
65  and  retired  from  gainful  employment.  Persons  retiring  after 
having  passed  the  age  of  65  will  receive  only  the  same  pension  as  if 
they  had  retired  at  that  age.  The  benefits  are  normally  to  take  the 
form  of  annuities  payable  during  the  remainder  of  the  life  of  the 
annuitant.  Should  a  member  die  before  the  age  of  65  or  before 
the  amount  of  his  own  contributions  has  been  paid  to  him  as  an 
annuity,  the  difference  between  his  contributions  and  the  amount 
which  he  may  have  received  as  an  annuity,  with  interest  at  3  percent, 
is  to  be  paid  as  a  death  benefit  to  his  dependents.  Members  who  have 
made  contributions  for  a  short  time  but  who,  on  reaching  the  age  of 
65  are  not  entitled  to  an  annuity  (because  they  have  not  made  200 
contributions)  are  to  be  refunded  their  own  contributions  with  3  per- 
cent interest. 

Under  one  proposal  considered  by  the  committee,  the  annuity 
payable  to  members  in  whose  behalf  contributions  are  first  paid 
during  the  years  1937  to  1941  shall  be  computed  as  follows:  If 
they  are  eligible  to  retirement  in  the  sixth  year  after  becoming 
members,  their  annuity  shall  be  equal  to  15  percent  of  the  average 
weekly  wage  during  the  period  they  have  been  within  the  system,  not 
counting  that  portion  of  the  wage  in  excess  of  $150  per  month.  For 
those  retiring  in  the  next  5  years  this  annuity  is  to  be  increased 
by  1  percent  of  the  average  weekly  wage  for  each  additional 
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40  weeks  of  contributions,  but  the  increase  shall  not  exceed  1  percent 
for  each  year  of  membership  in  the  system.  Thereafter  the  initial 
annuity  is  to  be  increased  by  2  percent  for  each  40  weekly  contribu- 
tions, but  not  more  than  2  percent  per  year,  until  a  maximum  pension 
of  40  percent  of  the  first  $150  average  monthly  wages,  upon  which 
contributions  have  been  paid  shall  be  reached. 

The  minimum  annuity  payable  to  persons  in  whose  behalf  contri- 
butions are  first  paid  in  1942  or  subsequent  thereto  shall  on  retirement 
at  age  65  or  over  and  after  200  weekly  contributions  be  10  percent 
of  the  first  $150  average  monthly  wages  upon  which  contributions 
have  been  paid.  To  this  10  percent  shall  be  added  1  percent  for  each 
40  weekly  contributions  subsequent  to  the  first  200  payments  made 
within  the  first  5  years  of  membership  in  the  system,  but  not  to  exceed 
1  percent  for  each  year  of  membership  after  the  qualifying  period  of 
5  years. 

An  annuitant  with  a  spouse,  if  he  or  she  so  desires,  may  chose  in 
lieu  of  an  annuity  on  the  basis  outlined,  an  actuarially  equivalent 
joint  survivorship  annuity.  In  all  cases,  also,  members  shall  not 
receive  less  than  the  actuarial  equivalent  of  their  own  contribution. 

The  administration  of  the  compulsory  old-age  annuity  system  we 
recommend  should  be  vested  in  the  Social  Insurance  Board.  All 
reserve  funds  of  the  system,  however,  shall  be  invested  and  managed 
by  the  Secretary  of  the  Treasury,  on  the  same  basis  as  the  unemploy- 
ment compensation  funds. 

Explanation 

The  plan  outlined  above  contemplates  that  workers  who  enter 
the  system  after  the  maximum  contribution  rate  has  become 
effective  will  receive  annuities  which  have  been  paid  for  entirely 
by  their  own  contributions  and  the  matching  contributions  of  their 
employers.  Workers  now  middle  aged  or  older  will  receive  annui- 
ties which  are  substantially  larger  than  could  be  purchased  by  their 
own  and  the  matching  contributions,  although  considerably  less  than 
the  annuities  which  will  be  paid  to  workers  who  contribute  for 
longer  periods.  Larger  annuities  than  on  a  strictly  earned  basis 
would  seem  desirable  because  annuities  build  up  only  very  slowly — 
for  instance,  a  4-percent  contribution  rate  on  a  wage  of  $100  per 
month  will  produce  at  age  65  an  annuity  of  only  $2.58  per  month  if 
contributions  were  made  for  5  years  beginning  at  60  years;  $5.95 
after  10  years,  contributions  beginning  at  55;  and  $10.19  after  15 
years,  contributions  beginning  at  age  50. 

The  allowance  of  larger  annuities  than  are  warranted  by  their 
contributions  and  the  matching  contributions  of  their  employers  to 
the  workers  who  are  brought  into  the  system  at  the  outset,  will 
involve  a  cost  to  the  Federal  Government  which  if  payments  are 
begun  immediately  will  total  approximately  $500,000,000  per  year. 
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Under  the  plan  suggested,  however,  no  payments  will  actually  be 
made  by  the  Federal  Government  until  1965,  and  will,  of  course,  be 
greater  than  they  would  be  if  paid  as  incurred,  by  the  amount  of  the 
compound  interest  on  the  above  sum.  This  plan,  thus,  involves  the 
creation  of  a  debt  upon  which  future  generations  will  have  to  pay 
large  amounts  annually,  the  Federal  contributions  representing  the 
interest  at  3  percent  on  the  debt  thus  incurred  to  pay  (partially) 
unearned  annuities  in  the  early  years  of  the  system. 

While  the  creation  of  this  debt  will  impose  a  burden  on  future 
generations  which  we  do  not  wish  to  minimize,  we,  nevertheless, 
deem  it  advisable  that  the  Federal  Government  should  not  pay  its 
share  of  the  cost  of  old-age  annuities  (the  unearned  part  of  annui- 
ties to  persons  brought  into  the  system  at  the  outset)  currently.  To 
do  so  would  create  a  reserve  which  would  reach  a  total  of  about 
$75,000,000,000.  Further,  to  pay  this  cost  now  would  unfairly  bur- 
den the  younger  part  of  the  present  generation,  which  would  not 
only  pay  for  the  cost  of  its  own  annuities  but  would  also  pay  a 
large  part  of  the  annuities  to  the  people  now  middle-aged  or  over. 
Expressed  differently,  the  plan  we  advocate  amounts  to  having 
each  generation  pay  for  the  support  of  the  people  then  living  who 
are  old.  However,  we  favor  showing  the  debts*  to  the  fund  currently 
incurred  by  the  Government,  which  debts  should  be  evidenced  by 
formal  Government  obligations  issued  to  the  fund.  We  accordingly 
recommend  that  an  actuarial  audit  of  the  annuity  fund  be  made 
and  published  annually  which  shall  set  forth  clearly  the  present 
status  of  the  fund  taking  into  account  future  payments  and  future 
income  and  will  show  the  present  worth  of  the  obligations  being 
incurred  by  the  Federal  Government. 

This  plan  also  contemplates  only  small  contributions  by  employers 
and  employees  during  the  early  years  of  the  system.  Somewhat 
larger  payments  in  the  early  years  may  be  advisable,  to  reduce  the 
necessary  Government  contributions  later  on.  If  the  initial  rate 
were  increased  to  1  percent  each  on  employers  and  employees  and 
each  higher  rate  come  into  operation  5  years  earlier  than  we  recom- 
mend (which  is  modification  of  our  plan  that  has  considerable 
merit),  the  reserve  funds  would  at  the  maximum  amount  to 
$28,200,000,000,  and  the  ultimate  Federal  contribution  decreased  by 
$350,000,000  per  year. 
Costs 

Actuarial  estimates  based  on  the  plan  we  have  described  indicate 
that  the  income  of  the  compulsory  annuity  fund  will  in  the  first 
5  years  that  the  system  is  in  operation  amount  to  a  little  more  than 
$300,000,000.  With  increases  in  rates  and  interest  earnings  on  the 
reserve  this  income  will  increase  quite  rapidly  until  by  1980  it  will 
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amount  to  $2,200,000,000  per  year.  Benefit  payments  will  be  light 
in  the  early  years,  but  will  increase  steadily  until  by  1965  they  will 
exceed  the  annual  receipts.  It  is  at  this  stage,  that  the  Federal  Gov- 
ernment would  begin  to  make  contributions  to  the  annuity  system, 
which,  under  the  figures  submitted  by  the  actuaries  reach  a  maxi- 
mum of  above  $1,400,000,000  per  year  by  1980.  (These  contributions 
by  the  Federal  Government,  as  has  been  stated,  represent  the  un- 
earned part  of  the  pensions  paid  to  people  now  approaching  old  age, 
with  interest  on  these  amounts  calculated  at  3  percent). 

We  realize  that  there  may  be  valid  objection  to  this  plan,  in  that 
it  involves  too  great  a  cost  upon  future  generations.  This  cost  can  be 
reduced  by  putting  the  rate  of  5  percent  into  effect  at  an  earlier 
date;  it  can  be  entirely  eliminated  only  through  not  paying  any  annu- 
ities that  have  not  been  fully  earned.  If  the  Congress  deems  it  ad- 
visable to  make  either  or  both  of  these  changes,  we  are  prepared  to 
suggest  detailed  plans  for  doing  so. 

Instead  of  a  Government  subsidy  to  the  contributory  annuity  sys- 
tem it  may  be  advisable  to  supplement  the  earned  annuities  of  people 
now  old  (and  whose  earned  annuities  are,  therefore  small)  by  grant- 
ing them  assistance  under  noncontributory  old-age  pension  laws,  on 
a  more  liberal  basis  than  in  the  case  of  persons  who  have  accumulated 
no  rights  under  the  contributory  annuity  system.  Thus,  one  of  the 
required  provisions  of  a  State  old-age  pension  law  might  be  that  in 
no  event,  prior  to  the  year  1960,  shall  an  annuity  to  which  a  person  is 
entitled  under  the  contributory  annuity  system  be  taken  into  account 
in  determining  the  need  of  such  person  for  assistance. 

In  considering  the  costs  of  the  contributory  system,  it  should  not 
be  overlooked  that  old-age  annuities  are  designed  to  prevent  destitu- 
tion and  dependency.  Destitution  and  dependency  are  enormously 
expensive,  not  only  in  the  initial  cost  of  necessary  assistance  but 
in  the  disastrous  psychological  effect  of  relief  upon  the  recipients, 
which,  in  turn,  breeds  more  dependency. 

The  contributions  required  from  employers  and  employees  have  an 
equally  good  justification.  Contributions  by  the  employees  represent 
a  self-respecting  method  through  which  workers  make  their  own 
provision  for  old  age.  In  addition  many  workers  themselves  on 
the  verge  of  dependency  will  benefit  through  being  relieved  of  the 
necessity  of  supporting  dependent  parents  on  reduced  incomes,  and 
at  the  expense  of  the  health  and  well-being  of  their  own  families. 
To  the  employers,  contributions  toward  old-age  annuities  are  very 
similar  to  the  revenues  which  they  regularly  set  aside  for  depre- 
ciation on  capital  equipment.  There  can  be  no  escape  from  the 
costs  of  old  age,  and,  since  these  costs  must  be  met,  an  orderly  sys- 
tem under  which  employers,  employees,  and  the  Government  will  all 
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contribute  appears  to  be  tbe  dignified  and  intelligent  solution  of  the 
problem. 

VOLUNTARY  OLD-AGE  ANNUITIES 

The  voluntary  system  of  old-age  annuities  we  suggest  as  a  sup- 
plement to  the  compulsory  plan  contemplates  that  the  Government 
shall  sell  to  individuals  on  a  cost  basis  deferred  life  annuities  sim- 
ilar to  those  issued  by  commercial  insurance  companies;  that  is,  in 
consideration  of  premiums  paid  at  specified  ages,  the  Government 
would  guarantee  the  purchasers  a  definite  amount  of  income  starting 
at  65  for  example,  and  continuing  throughout  the  lifetime  of  the 
annuitant.  The  primary  purpose  of  the  plan  is  to  offer  persons  not 
included  within  the  compulsory  system  a  systematic  and  safe  method 
of  providing  for  their  old  age.  It  could  also  be  used  by  insured 
persons  as  a  means  of  supplementing  the  old-age  income  provided 
under  the  compulsory  plan. 

Without  attempting  to  outline  in  detail  the  terms  under  which 
Government  annuities  should  be  sold,  it  is  believed  that  a  satisfactory 
t*nd  workable  plan,  based  on  the  following  principles,  could  be  de- 
veloped without  great  difficulty : 

1.  The  plan  should  be  self-supporting,  and  premiums  and  bene- 
fits should  be  kept  in  actuarial  balance  by  any  necessary  revision  of 
the  rates  which  periodic  examinations  of  the  experience  would 
indicate. 

2.  The  terms  of  the  plan  should  be  kept  as  simple  as  practicable 
in  the  interest  of  economical  administration  and  to  minimize  mis- 
understanding on  the  part  of  individuals  utilizing  these  arrange- 
ments. This  could  be  accomplished  by  limiting  the  types  of  annuity 
offered  to  two  or  three  of  the  most  important  standard  forms. 

3.  The  plan  should  be  designed  primarily  for  the  same  income 
groups  as  those  covered  by  compulsory  system;  hence,  provision 
should  be  made  for  the  acceptance  of  relatively  small  premiums 
(as  little  as  $1  per  month)  and  the  maximum  annuity  payable  to 
any  individual  should  be  limited  to  the  actuarial  equivalent  of  $60 
per  month. 

4.  The  plan  should  be  administered  by  the  social  insurance  board 
along  with  the  compulsory  old-age  insurance  system,  but  as  a  sepa- 
rate undertaking. 

5.  The  social  insurance  board  should  study  the  feasibility  of  Gov- 
ernment contribution  toward  the  annuities  of  people  now  middle 
aged  or  older  with  income  of  $2,500  per  year  or  less  who  come  under 
this  voluntary  plan,  comparable  to  the  unearned  part  of  the  annuities 
which  will  be  paid  by  the  Government  to  people  of  middle  age  or 
older  who  are  brought  under  the  compulsory  system.  This  is  but  a 
fair  deal  to  farm  owners  and  tenants,  self-employed  persons  and 
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other  people  of  small  incomes  whose  economic  situation  may  be  not 
one  whit  better  than  that  of  many  workers  covered  by  the  compul- 
sory system.  Further  study  will  be  necessary,  however,  before  a 
practical  method  of  accomplishing  this  purpose  can  be  suggested, 
one  which  will  avoid  the  danger  of  beneliting  those  persons  who 
need  assistance  least. 

SECURITY  FOR  CHILDREN 

It  must  not  for  a  moment  be  forgotten  that  the  core  of  any  social 
plan  must  be  the  child.  Every  proposition  we  make  must  adhere  to 
this  core.  Old-age  pensions  are  in  a  real  sense  measures  in  behalf 
of  children.  They  shift  the  retroatcive  burdens  to  shoulders  which 
can  bear  them  with  less  human  cost,  and  young  parents  thus  released 
can  put  at  the  disposal  of  the  new  member  of  society  those  family 
resources  he  must  be  permitted  to  enjoy  if  he  is  to  become  a  strong 
person,  unburdensome  to  the  State.  Health  measures  that  protect 
his  family  from  sickness  and  remove  the  menacing  apprehension  of 
debt,  always  present  in  the  mind  the  breadwinner,  are  child-welfare 
measures.  Likewise,  unemployment  compensation  is  a  measure  in 
behalf  of  children  in  that  it  protects  the  home.  Most  important  of 
all,  public-job  assurance  which  can  hold  the  family  together  over 
long  or  repetitive  periods  of  private  unemployment  is  a  measure  for 
children  in  that  it  assures  them  a  childhood  rather  than  the  prema- 
ture strains  of  the  would-be  child  breadwinner. 

There  are  at  the  moment  over  7,400,000  children  under  10  years  of 
age  on  the  relief  rolls.  The  lives  of  some  of  these  children,  who 
have  never  known  a  time  when  their  father  had  a  steady  job,  and 
who,  until  Federal  relief  provided  the  family  with  a  weak  cohesive 
agent,  have  known  nothing  but  the  threat  of  being  scattered,  are  lost 
beyond  full  restoration  to  their  physical  and  social  fulfillment. 
Their  childhood  is  already  destroyed  and  their  future  dark  and  un- 
certain. In  this  age  group  are  300,000  dependent  and  neglected  chil- 
dren; 300,000  to  500,000  children  who  are  physically  handicapped; 
200,000  who  come  as  delinquents  annually  before  the  courts ;  and  the 
75,000  illegitimate  children  born  each  year.  Special  kinds  of  care 
must  be  provided  for  them  to  save  them  from  a  future  more  tragic 
than  their  impaired  childhood. 

Most  of  the  children  on  relief  lists  are  less  conspicuously  unfor- 
tunate, but  all  of  them  lack  at  least  one  major  essential  for  a  child- 
hood which  will  prepare  them  in  5, 10,  or  15  years  to  be  the  mainstay  of 
society.  Nothing  is  wrong  with  their  environment  but  their  parents' 
lack  of  money  to  give  them  opportunities  which  are  taken  for  granted 
in  more  fortunate  homes. 
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AID  TO  FATHERLESS  CHILDREN 

Among  these  children  most  especial  attention  must  be  given  to 
the  children  deprived  of  a  father's  support  usually  designated  as  the 
objects  of  mothers'  aid  or  mothers'  pension  laws,  of  whom  there  are 
now  above  700,000  on  relief  lists.  The  very  phrases  "  mothers'  aid  " 
and  "  mothers'  pensions  "  place  an  emphasis  equivalent  to  miscon- 
struction of  the  intention  of  these  laws.  These  are  not  primarily 
aids  to  mothers  but  defense  measures  for  children.  They  are 
designed  to  release  from  the  wage-earning  role  the  person  whose 
natural  function  is  to  give  her  children  the  physical  and  affectionate 
guardianship  necessary  not  alone  to  keep  them  from  falling  into 
social  misfortune,  but  more  affirmatively  to  rear  them  into  citizens 
capable  of  contributing  to  society. 

Legislation  for  "  mothers'  pensions  "  has  been  in  operation  in  this 
country  for  more  than  20  years.  Such  laws  exist  in  45  States.  Yet 
less  than  one-third  the  number  of  similar  families  on  relief  are  now 
actually  receiving  mothers'  pensions.  The  cost  of  these  pensions  is 
$37,200,000  a  year.  Six  million  dollars  of  this  comes  from  State 
governments;  local  units  supply  the  balance.  Less  than  one-half  of 
the  local  units  authorized  to  grant  mothers'  aid  are  actually  doing  so. 
Many  others  are  granting  amounts  insufficient  to  defend  the  children 
involved.  Part  of  this  situation  is  due  to  indifference,  but  in  part  it 
is  due  to  the  poverty  of  many  local  governmental  units  and  to  the 
fact  that  the  Federal  Government  has  been  paying  the  major  costs 
when  fatherless  families  are  placed  on  relief,  whereas  it  makes  no 
contribution  to  mothers'  aid. 

When  the  Federal  Government  terminates  Federal  relief,  the  situa- 
tion will  become  immeasurably  worse.  Neither  the  return  of  pros- 
perity nor  any  of  the  measures  suggested  in  this  report  will  meet  the 
problem.  Mothers'  pensions  will  only  partially  and  inadequately 
do  so  as  long  as  the  cost  falls  almost  entirely  on  local  governmental 
units.  To  meet  the  situation  effectually  increased  State  appropria- 
tions and  Federal  grants-in-aid  are  essential. 

Such  Federal  grants-in-aid  are  a  new  departure,  but  it  is  impera- 
tive to  give  them,  if  the  mothers'  care  method  of  rearing  fatherless 
families  is  to  become  nationally  operative.  The  amount  of  money 
required  is  less  than  the  amount  now  given  to  families  of  this  charac- 
ter by  the  Federal  Government  by  the  less  desirable  route  of  emer- 
gency relief.  An  initial  appropriation  of  approximately  $25,000,000 
per  year  is  believed  to  be  sufficient.  If  the  principle  is  adopted  of 
making  grants  equal  to  one-half  of  the  State  and  local  expenditures 
(one-third  of  the  total  cost),  with  special  assistance  to  States  tempo- 
rarily incapacitated,  this  sum  might  in  time  rise  to  a  possible 
$50,000,000.  Federal  grants  should  be  made  conditional  on  passage 
and  enforcement  of  mandatory  State  laws  and  on  the  submission  of 
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approved  plans  assuring  minimum  standards  in  investigation, 
amounts  of  grants,  and  administration.  After  a  specified  date  State 
financial  participation  should  be  insisted  upon.  This  might  take  the 
form  either  of  equalization  grants  to  local  units  or  of  per  capita 
grants,  as  the  several  States  may  prefer. 

CHILD  CARE  SERVICES 

Local  services  for  the  protection  and  care  of  dependent  and  physi- 
cally and  mentally  handicapped  children  are  generally  available  in 
large  urban  centers,  but  in  less  populous  areas  they  are  extremely 
limited  or  even  nonexistent.  One-fourth  of  the  States,  only,  have 
made  provisions  on  a  State-wide  basis  for  county  child-welfare 
boards  or  similar  agencies,  and  in  many  of  these  States  the  services 
are  still  inadequate.  With  the  further  depletion  of  resources  during 
the  depression  there  has  been  much  suffering  among  many  children 
because  the  services  they  need  have  been  curtailed  or  even  stopped. 
To  counteract  this  tendency  and  to  stimulate  action  toward  the 
establishment  of  adequate  State  or  local  child-welfare  services,  a 
small  Federal  grant-in-aid,  we  believe,  would  be  very  effective. 

CHILD  AND  MATERNAL  HEALTH  SERVICES 

The  fact  that  the  maternal  mortality  rate  in  this  country  is  much 
higher  than  that  of  nearly  all  other  progressive  countries  suggests 
the  great  need  for  Federal  participation  in  a  Nation-wide  maternal 
and  child-health  program.  From  1922  to  1929  all  but  three  States 
participated  in  the  successful  operation  of  such  a  program.  Fed- 
eral funds  were  then  withdrawn  and  as  a  consequence  State  ap- 
propriations were  materially  reduced.  Twenty-three  States  now 
either  have  no  special  funds  for  maternal  and  child  health  or  ap- 
propriate for  this  purpose  $10,000  or  less.  In  the  meantime,  the 
need  has  become  increasingly  acute. 

Crippled  children  and  those  suffering  from  chronic  diseases  such 
as  heart  disease  and  tuberculosis  constitute  a  regiment  of  whose 
needs  the  country  became  acutely  conscious  only  after  the  now 
abandoned  child  and  maternal  health  program  was  inaugurated. 
In  more  than  half  the  States  some  State  and  local  funds  are  now 
being  devoted  to  the  care  of  crippled  children.  This  care  includes 
diagnostic  clinics,  hospitalization,  and  convalescent  treatment.  But 
in  nearly  half  the  States  nothing  at  all  is  now  being  done  for  these 
children  and  in  many  the  appropriations  are  so  small  as  to  take  care 
of  a  negligible  number  of  children.  Since  hundreds  of  thousands 
of  children  need  this  care  the  situation  is  not  only  tragic  but 
dangerous. 
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We  recommend  that  the  Federal  Government  through  the  agency 
of  the  Children's  Bureau  should  again  assume  leadership  in  a 
Nation-wide  child  and  maternal  health  program.  Such  a  program 
should  provide  for  an  extension  of  maternal  and  child  health  serv- 
ices, especially  in  rural  areas.  It  should  include  (a)  education  of 
parents  and  professional  groups  in  maternal  and  child  care;  super- 
vision of  the  health  of  expectant  mothers,  infants,  pre-school  and 
school  children,  and  children  leaving  school  for  work,  (b)  provi- 
sion for  transportation,  hospitalization,  and  convalescent  care  of 
crippled  children  in  areas  of  less  than  100,000  population.  This 
program  should  be  developed  in  the  States  under  the  leadership  of 
the  State  departments  of  health  in  cooperation  with  medical  and 
public-welfare  agencies  and  groups  concerned  with  these  problems. 
Federal  participation  is  vital  to  its  success.  It  should  take  the  form 
of  both  grants-in-aid,  and  of  consultative,  educational,  and  promo- 
tional work  by  the  Children's  Bureau  in  cooperation  with  the  State 
health  departments. 

The  appropriation  suggested  by  our  Advisory  Committee  on  Secu- 
rity for  Children  of  $7,000,000  per  year  is  large  in  proportion  to  the 
$41,139  now  appropriated  to  the  Children's  Bureau  for  child  and 
maternal  health  work.  But  its  cost  is  small  when  it  is  compared 
with  the  expenditures  for  many  purposes  having  far  less  direct  rela- 
tion to  human  welfare.  Whether  the  precise  amount  suggested 
should  be  appropriated  is  a  matter  for  the  determination  of  other 
agencies.  But  we  cannot  too  strongly  recommend  that  the  Federal 
Government  again  recognize  its  obligation  to  participate  in  a 
Nation-wide  program  saving  the  children  from  the  forces  of  attri- 
tion and  decay  which  the  depression  turned  upon  them  above  all 
others. 

RISKS  ARISING  OUT  OF  ILL  HEALTH 

Illness  is  one  of  the  major  causes  of  economic  insecurity  which 
threaten  people  of  small  means  in  good  times  as  in  bad.  In  normal 
times  from  one-third  to  one-half  of  all  dependency  can  be  traced  to 
the  economic  effects  of  illness.  The  money  loss  caused  by  sickness 
in  families  with  less  than  $2,500  of  income  per  year  has  been  esti- 
mated at  a  total  of  $2,400,000,000  per  annum,  of  which  $900,000,000 
represents  wage  loss  and  $1,500,000,000  the  expenses  of  medical  care. 

The  seriousness  of  this  hazard,  however,  lies  less  in  the  total  loss 
involved  than  in  its  unequal  distribution.  Nearly  half  of  all  people 
suffer  no  illness  during  a  normal  year,  but  7  percent  have  three  or 
more  illnesses  and  nearly  15  percent  have  illnesses  that  disable  them 
for  more  than  a  week.  Studies  of  the  actual  expenditures  for  medi- 
cal care  in  a  large  number  of  urban  families  with  incomes  ranging 
from  $1,200  to  $2,000  per  year,  relating  to  the  years  1928  to  1931, 
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disclosed  that  of  each  1,000  families,  218  had  medical  bills  in  excess 
of  $100  and  80  in  excess  of  $200;  among  the  80,  16  had  medical  costs 
ranging  from  $400  to  $700,  and  4,  sickness  bills  amounting  to  more 
than  one-half  of  their  incomes. 

The  figures  cited  explain  why  many  millions  of  American  families 
live  in  dread  of  sickness.  Families  with  small  incomes  are  com- 
pelled to  sacrifice  other  essentials  of  decent  living  when  serious 
illness  strikes  some  member,  go  without  needed  medical  care,  or 
depend  upon  the  gratuitous  or  near  gratuitous  services  of  doctors 
and  hospitals.  A  mere  statement  of  this  situation  is  sufficient  to 
show  that  it  is  both  unfair  to  the  medical  profession  and  very  costly 
to  the  public. 

PUBLIC  HEALTH  SERVICES 

As  stated  by  the  medical  advisory  board  of  this  committee,  in  a 
brief  progress  report  recently  filed : 

A  logical  step  in  dealing  with  the  risks  and  losses  of  sickness  is  to  begin  by 
preventing  sickness  so  far  as  is  possible. 

Much  progress  has  been  made  in  this  respect,  yet  the  fact  remains 
that  despite  great  advances  in  medicine  and  public-health  protection, 
millions  of  our  people  are  suffering  from  diseases  and  thousands  die 
annually  from  causes  that  are  preventable.  The  mortality  of  adults 
of  middle  and  older  ages  has  not  been  appreciably  diminished. 
With  the  changing  age  composition  of  our  population  the  task  of 
health  conservation  must  be  broadened  to  include  adults  as  well  as 
children.  Even  minimum  public-health  facilities  and  services  do 
not  now  exist  in  many  large  areas.  Of  3,000  counties,  only  528  have 
full-time  health  supervision  and  only  21  percent  of  the  local  health 
departments  were  rated  in  1933  as  having  developed  a  personnel  and 
service  providing  a  satisfactory  minimum  for  the  population  and  the 
existing  problems. 

Evidence  is  accumulating  that  the  health  of  a  large  proportion 
of  the  population  is  being  affected  unfavorably  by  the  depression. 
The  rate  of  disabling  sickness  in  1933  among  families  which  had  suf- 
fered the  most  severe  decline  in  income  during  the  period  1929  to 
1932  was  50  percent  higher  than  the  rate  in  families  whose  incomes 
were  not  reduced.  For  the  first  time  in  many  decades  the  death  rate 
in  our  large  cities  is  higher  this  year  than  it  was  last  year  despite  the 
absence  of  any  serious  epidemics.  In  the  face  of  these  evidences  of 
increased  need  local  appropriations  for  public  health  have  beer, 
decreased  on  the  average  by  20  percent  since  1930.  The  average 
per  capita  expenditures  from  tax  funds  for  public  health  in  77  cities 
in  1934  were  58  cents  as  contrasted  with  71  cents  in  1931.  It  is  not 
too  much  to  say  that  in  many  parts  of  the  country  the  men  and 
women  in  public-health  work  are  very  discouraged. 
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In  this  situation  there  is  great  need  for  a  Nation-wide  program 
for  the  extension  of  preventive  public-health  services.  As  was  well 
stated  by  the  medical  advisory  board : 

At  the  present  time  appropriations  for  public-health  work  are  Insufficient 
in  many  communities,  whereas  a  fuller  application  of  modern  preventive  medi- 
cine, made  possible  by  larger  public  appropriations,  would  not  only  relieve 
such  suffering  but  would  also  prove  an  actual  financial  economy.  Federal 
funds,  expended  through  the  several  States,  in  association  with  their  own 
State  and  local  public-health  expenditures,  are,  in  our  opinion,  necessary  to 
accomplish  these  purposes  and  we  recommend  that  substantial  grants  be  made. 

In  accord  with  these  principles  and  following  the  specific  sug- 
gestions of  the  Advisory  Committee  on  Public  Health,  we  recom- 
mend:  (1)  Grants-in-aid  to  local  areas  unable  to  finance  public- 
health  programs  with  State  and  local  resources,  to  be  allocated 
through  State  departments  of  health;  (2)  direct  aid  to  States  in 
the  development  of  State  health  services  and  the  training  of  per- 
sonnel for  State  and  local  health  work;  (3)  additional  personnel 
within  the  United  States  Public  Health  Service  for  the  investiga- 
tion of  disease  and  sanitary  problems  which  are  of  interstate  or 
national  interest  and  the  detailing  of  personnel  to  other  Federal 
bureaus  and  to  States  and  localities.  The  Advisory  Committee  on 
Public  Health  suggested  that  in  order  to  carry  out  these  policies 
the  total  appropriation  to  the  Public  Health  Service  be  increased 
to  $10,000,000  per  year,  in  contrast  with  $5,000,000--!  cents  per 
capita — now  spent  by  the  Federal  Government  in  all  its  departments 
for  human  health  services.  The  advisory  committee  also  reported 
that  the  needs  of  the  country  are  considerably  in  excess  of  the  addi- 
tional expenditures  suggested  but  expressed  the  view  that  a  larger 
amount  cannot  be  efficiently  spent  until  necessary  additional  per- 
sonnel has  been  trained  and  further  tests  of  practical  procedures 
have  been  made  through  which  certain  diseases  can  be  more  effec- 
tively controlled.  It  is  not  within  our  province  to  say  whether  the 
precise  amount  suggested  should  be  appropriated,  but  we  strongly 
endorse  the  recommendation  for  increased  Federal  participation  in 
the  prevention  of  ill  health. 

It  has  long  been  recognized  that  the  Federal,  State,  and  local 
Governments  all  have  responsibilities  for  the  protection  of  all  of 
the  population  against  disease.  The  Federal  Government  has  rec- 
ognized its  responsibility  in  this  respect  in  the  public-health  activi- 
ties of  several  of  its  departments.  There  also  are  well-established 
precedents  for  Federal  aid  for  State  health  administration  and  for 
local  public  facilities,  and  for  the  loan  of  technical  personnel  to 
States  and  localities.  What  we  recommend  involves  no  departure 
from  previous  practices,  but  an  extension  of  policies  that  have  long 
been  followed  and  are  of  proven  worth.   What  is  contemplated  is  a 
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Nation-wide  public-health  program,  financially  and  technically  aided 
by  the  Federal  Government,  but  supported  and  administered  by  the 
State  and  local  health  departments. 

HEALTH  INSURANCE 

The  development  of  more  adequate  public-health  services  is  the 
first  and  most  inexpensive  step  in  furnishing  economic  security 
against  illness.  There  remains  the  problem  of  enabling  self-sup- 
porting families  of  small  and  moderate  means  to  budget  against  the 
loss  of  wages  on  account  of  illness  and  against  the  costs  of  medical 
services  needed  by  their  members.  The  nature  of  this  problem  and 
the  nature  of  the  risks  which  it  involves  calls  for  an  application  of 
the  insurance  principle  to  replace  the  variable  and  uncertain  costs 
for  individuals  by  the  fixed  and  predictable  costs  for  large  groups 
of  individuals. 

Insurance  against  the  costs  of  sickness  is  neither  new  nor  novel. 
In  the  United  States  we  have  had  a  long  experience  with  sickness  in- 
surance both  on  a  nonprofit  and  commercial  basis.  Both  forms  have 
been  inadequate  in  respect  to  the  protection  they  furnish,  and  the 
latter" — commercial  insurance — has  in  addition  been  too  expensive  for 
people  of  smaD  means.  Voluntary  insurance  holds  no  promise  of 
being  much  more  effective  in  the  near  future  than  it  has  been  in 
the  past.  Our  only  form  of  compulsory  insurance  has  been  that 
which  is  provided  against  industrial  accidents  and  occupational 
diseases  under  the  workmen's  compensation  laws.  In  contrast  other 
countries  of  the  world  have  had  experience  with  compulsory  health 
or  sickness  insurance  applied  to  over  a  hundred  million  persons  and 
running  over  a  period  of  more  than  50  years.  Nearly  every  large 
and  industrial  country  of  the  world  except  the  United  States  has 
applied  the  principle  of  insurance  to  the  economic  risks  of  illness. 

The  committee's  staff  has  made  an  extensive  review  of  insurance 
against  the  risks  of  illness,  including  the  experience  which  has 
accumulated  in  the  United  States  and  in  other  countries  of  the  world. 
Based  upon  these  studies  the  staff  has  prepared  a  tentative  plan  of 
insurance  believed  adequate  for  the  needs  of  American  citizens  with 
small  means  and  appropriate  to  existing  conditions  in  the  United 
States.  From  the  very  outset,  however,  our  committee  and  its  staff 
have  recognized  that  the  successful  operation  of  any  such  plan  will 
depend  in  large  measure  upon  the  provision  of  sound  relations 
between  the  insured  population  and  the  professional  practitioners  or 
institutions  furnishing  medical  services  under  the  insurance  plan. 
We  have  accordingly  submitted  this  tentative  plan  to  our  several 
professional  advisory  groups  organized  for  this  purpose.  These 
advisory  groups  have  requested  an  extension  of  time  for  the  further 
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consideration  of  these  tentative  proposals,  and  such  an  extension  has 
been  granted  until  March  1,  1935.  In  addition,  arrangements  have 
been  effected  for  close  cooperative  study  between  the  committee's 
technical  staff  and  the  technical  experts  of  the  American  Medical 
Association. 

Until  the  results  of  these  further  studies  are  available,  we  cannot 
present  a  specific  plan  of  health  insurance.  It  seems  desirable,  how- 
ever, to  advise  the  professions  concerned  and  the  general  public  of 
the  main  lines  along  which  the  studies  are  proceeding.  These  may 
be  indicated  by  the  following  broad  principles  and  general  observa- 
tions which  appear  to  be  fundamental  to  the  design  of  a  sound  plan 
of  health  insurance. 

1.  The  fundamental  goals  of  health  insurance  are:  (a)  The  pro- 
vision of  adequate  health  and  medical  services  to  the  insured  popu- 
lation and  their  families;  (b)  the  development  of  a  system  whereby 
people  are  enabled  to  budget  the  costs  of  wage  loss  and  of  medical 
costs;  (c)  the  assurance  of  reasonably  adequate  remuneration  to  med- 
ical practitioners  and  institutions;  (d)  the  development  under  pro- 
fessional auspices  of  new  incentives  for  improvement  in  the  quality 
of  medical  services. 

2.  In  the  administration  of  the  services  the  medical  professions 
should  be  accorded  responsibility  for  the  control  of  professional  per- 
sonnel and  procedures  and  for  the  maintenance  and  improvement  of 
the  quality  of  service;  practitioners  should  have  broad  freedom  to 
engage  in  insurance  practice,  to  accept  or  reject  patients,  and  to 
choose  the  procedure  of  remuneration  for  their  services;  insured 
persons  should  have  freedom  to  choose  their  physicians  and  insti- 
tutions; and  the  insurance  plan  shall  recognize  the  continuance  of 
the  private  practice  of  medicine  and  of  the  allied  professions. 

3.  Health  insurance  should  exclude  commercial  or  other  interme- 
diary agents  between  the  insured  population  and  the  professional 
agencies  which  serve  them. 

4.  The  insurance  benefits  must  be  considered  in  two  broad  classes: 
(a)  Cash  payments  in  partial  replacement  of  wage-loss  due  to  sick- 
ness and  for  maternity  cases,  and  (5)  health  and  medical  services. 

5.  The  administration  of  cash  payments  should  be  designed  along 
the  same  general  lines  as  for  unemployment  insurance  and,  so  far  as 
may  be  practical,  should  be  linked  with  the  administration  of  unem- 
ployment benefits. 

6.  The  administration  of  health  and  medical  services  should  be 
designed  on  a  State-wide  basis,  under  a  Federal  law  of  a  permissive 
character.  The  administrative  provisions  should  be  adapted  to 
agricultural  and  sparsely  settled  areas  as  well  as  to  industrial  sec- 
tions, through  the  use  of  alternative  procedures  in  raising  the  funds 
and  furnishing  the  services. 
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7.  The  costs  of  cash  payments  to  serve  in  partial  replacement  of 
wage  loss  are  estimated  as  from  1  to  ly^  percent  of  pay  roll. 

8.  The  costs  of  health  and  medical  services,  under  health  insur- 
ance, for  the  employed  population  with  family  earnings  up  to  $3,000 
a  year,  is  not  primarily  a  problem  of  finding  new  funds,  but  of 
budgeting  present  expenditures  so  that  each  family  or  worker  car- 
ries an  average  risk  rather  than  an  uncertain  risk.  The  population 
to  be  covered  is  accustomed  to  expend,  on  the  average,  about  4%  per- 
cent of  its  income  for  medical  care. 

9.  Existing  health  and  medical  services  provided  by  public  funds 
for  certain  diseases  or  for  entire  populations  should  be  correlated 
with  the  services  required  under  the  contributory  plan  of  health 
insurance. 

10.  Health  and  medical  services  for  persons  without  income,  now 
mainly  provided  by  public  funds,  could  be  absorbed  into  a  contribu- 
tory insurance  system  through  the  payment  by  relief  or  other  pubiic 
agencies  of  adjusted  contributions  for  these  classes. 

11.  The  role  of  the  Federal  Government  is  conceived  to  be  prin- 
cipally (a)  to  establish  minimum  standards  for  health  insurance 
practice,  and  (&)  to  provide  subsidies,  grants,  or  other  financial  aids 
or  incentives  to  States  which  undertake  the  development  of  health 
insurance  systems  which  meet  the  Federal  standards. 

RESIDUAL  RELIEF 

Unemployment  has  become  an  agglomeration  of  many  problems. 
In  the  measures  here  proposed  we  are  attempting  to  segregate  and 
provide  for  distinguishable  groups  in  practical  ways. 

One  of  these  large  groups  is  often  referred  to  as  the  "  unemploy- 
ables."  This  a  vague  term,  the  exact  meaning  of  which  varies  with 
the  person  making  the  classification.  Employability  is  a  matter  of 
degree;  it  involves  not  merely  willingness  and  ability  to  work  but 
also  the  capacity  to  secure  and  hold  a  job  suited  to  the  individual. 
Relatively  few  people  regard  themselves  as  unemployables,  and, 
outside  of  the  oldest  age  groups,  the  sick,  the  widowed,  and  deserted 
mothers,  most  adults  would,  in  highly  prosperous  times,  have  some 
employment. 

The  fact  remains  that  even  before  the  depression  there  were  large 
numbers  of  people  who  worked  only  intermittently,  who  might  be 
described  as  being  on  the  verge  of  unemployability — many  of  them 
practically  dependent  on  private  or  public  charity.  These  people 
are  now  all  on  relief  lists,  plus  many  others  who,  before  the  depres- 
sion, were  steady  workers  but  who  have  now  been  unemployed  so 
long  that  they  are  considered  substandard  from  the  point  of  view  oi 
employability. 
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There  are  also  large  numbers  of  young  people  who  have  not  worked 
or  have  worked  but  little  in  private  employment  since  they  left 
school,  primarily  because  they  came  into  the  industrial  group  during 
the  years  of  depression.  Then  there  are  the  physically  handicapped, 
among  whom  unemployment  has  been  particularly  severe.  Included 
on  the  relief  lists  also  are  an  estimated  total  of  100,000  families  in 
"  stranded  industrial  communities,"  where  they  have  little  liklihood 
of  ever  again  having  steady  employment.  There  are  300,000  im- 
poverished farm  families  whose  entire  background  is  rural  and  whose 
best  chance  of  again  becoming  self-supporting  lies  on  the  farm. 

Policies  which  we  believe  well  calculated  to  rehabilitate  many  of 
these  groups  are  now  being  pursued  by  the  Government.  These 
clearly  need  to  be  carried  through  and  will  require  considerable  time 
for  fruition.  This  is  especially  true  of  the  program  for  rural  reha- 
oilitation  and  the  special  work  and  educational  programs  for  the 
unemployed  young  people.  There  are  other  serious  problems,  among 
them  those  of  populations  attacned  to  declining  overmanned  indus- 
tries. Only  through  the  active  participation  of  the  Federal  Govern- 
ment can  these  problems  be  solved  and  the  many  hundreds  of  thou- 
sands of  individuals  involved  be  salvaged. 

As  for  the  genuine  unemployables — or  near  unemployables — we 
believe  the  sound  policy  is  to  return  the  responsibility  for  their 
care  and  guidance  to  the  States.  In  making  this  recommendation 
we  are  not  unmindful  of  the  fact  that  the  States  differ  greatly  as 
regards  wealth  and  income.  We  recognize  that  it  would  impose 
an  impossible  financial  burden  on  many  State  and  local  govern- 
ments if  they  were  forced  to  assume  the  entire  present  relief  costs. 
That,  however,  is  not  what  we  propose.  We  suggest  that  the  Fed- 
eral Government  shall  assume  primary  responsibility  for  providing 
work  for  those  able  and  willing  to  work ;  also  that  it  aid  the  States 
in  giving  pensions  to  the  dependent  aged  and  to  families  without 
breadwinners.  We,  likewise,  contemplate  the  continued  interest  of 
the  Federal  Government  for  a  considerable  time  to  come  in  rural 
rehabilitation  and  other  special  problems  beyond  the  capacity  of 
any  single  State.  With  the  Federal  Government  carrying  so  much 
of  the  burden  for  pure  unemployment,  the  State  and  local  govern- 
ments we  believe  should  resume  responsibility  for  relief.  The  fam- 
ilies that  have  always  been  partially  or  wholly  dependent  on  others 
for  support  can  best  be  assisted  through  the  tried  procedures  of 
social  case  work,  with  its  individualized  treatment. 

We  are  anxious,  however,  that  the  people  who  will  continue  to 
need  relief  shall  be  given  humane  and  intelligent  care.  Under  the 
stimulus  of  Federal  grants,  the  administration  of  relief  has  been 
modernized  throughout  the  country.  In  this  worst  depression  of  all 
time,  human  suffering  has  been  alleviated  much  more  adequately 
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than  ever  before.  It  is  not  too  much  to  say  that  this  is  the  only 
great  depression  in  which  a  majority  of  the  people  in  need  have 
really  received  relief.  It  would  be  tragic  if  these  gains  were  to  be 
lost. 

There  is  some  danger  that  this  may  occur.  While  the  standards 
of  relief  and  administration  have  been  so  greatly  improved  in 
these  last  years  of  stress  and  strain,  the  old  poor  laws  remain  on  the 
statute  books  of  nearly  all  States.  When  relief  is  turned  back  to 
the  States  it  should  be  administered  on  a  much  higher  plane  than 
that  of  the  old  poor  laws. 

The  States  should  substitute  modernized  public  assistance  laws 
for  the  ancient,  outmoded  poor  laws.  They  should  replace  uncen- 
tralized  poor-law  administrations  with  unified,  efficient  State  and 
local  public-welfare  departments  such  as  already  exist  in  some 
States  and  for  which  all  States  have  a  nucleus  in  their  State  Emer- 
gency Relief  Administrations.  The  Federal  Government  should  in- 
sist as  a  condition  of  any  grants  in  aid  that  standard  relief  prac- 
tice shall  be  used  and  that  the  States  who  receive  Federal  moneys 
preserve  the  gains  that  have  been  made,  in  the  care  and  treatment 
of  the  "unemploj'ables."  Informed  public  opinion  can  also  do  much 
and  we  rely  upon  it  to  thus  safeguard  the  welfare  of  these  unfor- 
tunate human  beings  and  fellow  citizens. 

ADMINISTRATION 

The  Federal  Government  has  long  had  important  functions  in  re- 
lation to  social  welfare.  In  the  depression  these  activities  have 
grown  apace,  particularly  in  connection  with  relief.  For  some  time 
the  Government  has  had  the  major  responsibility  for  the  assistance 
to  above  one-sixth  of  the  entire  population  of  the  country.  Here- 
after, the  Federal  Government  will  still  have  large  and  continuing 
responsibility  for  many  parts  of  the  heretofore  undifferentiated 
relief  problem  and  some  of  our  recommendations  contemplate  ex- 
pansion in  Federal  social-welfare  activities. 

The  importance  which  the  social-welfare  activities  of  the  Federal 
Government  have  assumed  is  such  that  they  should  clearly  all  be 
administratively  coordinated  and  related.  The  detailed  working 
out  of  such  coordination  does  not  fall  within  the  scope  of  this  com- 
mittee, but  we  deem  it  important  to  direct  attention  to  the  desirabil- 
ity of  early  action  in  this  matter. 

ACCIDENT  COMPENSATION 

Industrial  accidents  were  the  first  of  the  major  hazards  of  the 
modern  economic  system  against  which  safeguards  were  provided 
in  this  country.    These  are  represented  on  the  one  hand  by  safety 
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laws  and  orders  and  the  voluntary  efforts  of  employers  to  reduce 
accidents,  and,  on  the  other,  by  the  workmen's  accident  compensation 
laws  now  in  force  in  all  but  four  States. 

These  safeguards  have,  on  the  whole,  worked  quite  beneficially, 
but  we  still  have  far  too  many  industrial  accidents,  and  the  accident 
compensation  laws  are  sadly  lacking  in  uniformity  and  many  of  them 
are  very  inadequate.  In  view  of  the  start  we  have  made,  substitu- 
tion of  the  continental  European  form  of  contributory  accident  insur- 
ance for  our  noncontributory  accident  compensation  laws,  national- 
ization of  accident  compensation,  or  any  other  fundamental  change 
is  unwarranted.  There  should  be  no  complacency,  however,  regard- 
ing either  the  progress  we  have  made  toward  the  prevention  of 
industrial  accidents  or  the  adequacy  of  our  compensation  laws. 

In  outlining  a  long-time  program  for  economic  security,  we  make 
the  following  recommendations  looking  toward  more  adequately 
meeting  the  hazard  of  industrial  accidents. 

(1)  The  Department  of  Labor  should  further  extend  its  services 
in  promoting  uniformity  and  raising  the  standards  of  both  the 
safety  laws  and  the  accident  compensation  laws  of  the  several  States 
and  their  administration. 

(2)  The  four  States  which  do  not  now  have  accident  compensa- 
tion laws  are  urged  to  enact  such  laws,  and  passage  of  accident  com- 
pensation acts  for  railroad  employees  and  maritime  workers  is 
recommended. 

EMPLOYMENT  SERVICE 

Great  progress  has  been  made  in  the  last  18  months  in  the  de- 
velopment of  a  more  efficient  employment  service  in  this  country. 
The  National  Reemployment  Service,  set  up  to  facilitate  enrolling 
labor  for  Public  Works  projects,  has  been  extended  into  every  State. 
Under  the  Wagner-Peyser  Act,  cooperative  arrangements  have  been 
developed  in  the  majority  of  the  leading  industrial  States  for  the 
joint  conduct  of  employment  offices  connected  with  the  United  States 
Employment  Service.  Through  insistence  upon  a  merit  basis  for 
selection,  an  efficient  personnel  is  being  developed  within  the  Em- 
ployment Service. 

The  Employment  Service,  however,  will  have  to  be  still  further 
expanded  and  improved  if  the  measures  for  economic  security  we 
have  suggested  are  to  be  put  into  efficient  operation.  It  is  through 
the  employment  offices  that  the  unemployment  compensation  bene- 
fits and  also  the  old-age  annuities  are  to  be  paid.  These  offices  must 
function  as  efficient  placement  agencies  if  the  "willingness-to-work  " 
test  of  eligibility  for  benefits  in  unemployment  compensation  is  to 
be  made  effective.  They  now  function  to  select  the  employees  on 
Public  Works  projects  and  should  have  a  similar  relation  to  any 
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expanded  public-employment  program.  Above  all,  the  employment 
offices  should  strive  to  become  genuine  clearing  houses  for  all  labor, 
at  which  all  unemployed  workers  will  be  registered  and  to  which 
employers  will  naturally  turn  when  seeking  employees. 

To  perform  these  important  functions,  a  Nation-wide  system  of 
employment  offices  is  vital.  The  nucleus  for  such  a  system  exists  in 
the  United  States  Employment  Service  and  the  National  Reemploy- 
ment Service,  which  have  always  been  combined  "  at  headquarters  " 
and  are  now  being  consolidated  in  States  where  both  have  existed. 
No  fundamental  change  in  the  relation  of  the  Federal  and  State 
Governments  to  the  employment  offices  is  deemed  necessary,  but  soma 
amendment  of  the  Wagner-Peyser  Act  is  needed  to  enable  the 
employment  offices  to  perform  all  the  functions  our  program  contem 
plates.  The  larger  funds  required  will  come  from  the  portion  of 
the  Federal  pay-roll  tax  retained  for  administrative  purposes. 

Closely  related  to  the  development  of  a  more  efficient  Employment 
Service  is  the  Federal  regulation  of  private  employment  agencies 
doing  an  interstate  business.  The  interstate  business  of  such  private 
agencies  cannot  be  regulated  by  the  States,  and,  for  the  protection 
no  less  of  the  reputable  agencies  than  of  the  workers,  should  be 
strictly  regulated  by  the  Federal  Government. 

EDUCATIONAL  AND  REHABILITATION  SERVICES 

Education,  training,  and  vocational  guidance  are  of  major  im- 
portance in  obtaining  economic  security  for  the  individual  and  the 
Nation.  And  we  have  at  various  points  in  this  report  made  brief 
references  to  the  importance  of  vocational  guidance  and  training  in 
the  readjustments  which  are  necessary  in  a  coordinated  attack  on 
the  problem  of  individual  economic  security.  We  here  wish  to  fur- 
ther emphasize  that  the  educational  and  vocational  equipment  of 
individuals  is  a  major  factor  in  their  economic  security. 

At  this  time  it  is  tragically  evident  that  education  and  training 
are  not  a  guarantee  against  dependency  and  destitution.  Yet  there 
is  no  reason  for  losing  faith  in  our  democratic  system  of  education ; 
the  existing  situation  merely  has  brought  into  bold  relief  the  fact  that 
education,  to  fulfill  its  purposes,  must  be  related  much  more  than  it 
has  been  to  the  economic  needs  of  individuals.  It  has  become  ap- 
parent particularly  that  education  cannot  be  regarded  as  completed 
upon  leaving  school.  It  has  brought  out  poignantly  the  difference 
between  schooling  and  education.  In  a  day  and  age  of  rapidly 
changing  techniques  and  market  demands,  many  people  will  find  it 
necessary  to  make  readjustments  long  after  they  have  first  entered 
industry.  Adjustment  of  our  educational  content  and  technique  to 
this  situation  is  a  vital  need  in  a  long-range  program  for  economic 
security. 
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In  the  years  immediately  ahead,  when  there  is  certain  to  be  a 
large  problem  in  the  economic  rehabilitation  of  so  many  individuals, 
there  is  a  peculiar  need  for  educational  and  training  programs 
which  will  help  these  worst  victims  of  the  depression  to  regain  self- 
respect  and  self-support.  While  men  have  so  much  leisure  time, 
those  who  can  profit  from  further  education  and  training  should 
be  afforded  an  opportunity  to  make  such  use  of  their  leisure.  Par- 
ticularly for  the  young  workers  and  those  who  have  little  hope  of 
returning  to  their  old  occupations,  the  need  for  educational  and 
vocational  training  and  retraining  programs  is  clearly  indicated. 

Education  has  been  regarded  in  this  country  as  a  responsibility 
of  the  State  and  local  governments  and  should  remain  so.  In  the 
joint  attack  on  economic  security  which  we  suggest,  Federal  par- 
ticipation, however,  is  most  desirable.  To  a  considerable  extent 
the  Federal  Government  is  already  participating  in  this  endeavor, 
and  we  believe  that  it  should  continue  to  do  so,  if  possible,  on  an 
extended  scale. 

What  to  do  with  regard  to  the  army  of  unemployed  youths  con- 
tinues to  be  one  of  the  gravest  problems  of  this  Nation.  Obviously 
what  the  great  majority  need  is  a  chance  to  work  at  some  job,  a 
chance  to  develop  skills  and  techniques.  In  any  program  of  em- 
ployment they  must  be  given  their  fair  share  of  available  jobs.  For 
many,  however,  a  training  program  would  be  of  great  benefit.  This 
can  be  developed  satisfactorily  only  with  the  assistance  of  the  Fed- 
eral Government.  The  local  school  facilities  are  not  able  to  take 
care  of  their  normal  tasks,  and  find  it  impossible  to  develop  needed 
vocational-training  programs  at  all  commensurate  with  this  problem. 

At  this  point,  we  desire  to  call  special  attention  to  the  importance 
of  special  programs  for  the  physically  handicapped,  of  whom  there 
are  many  millions  in  this  country.  Since  the  passage  in  1920  of  the 
Federal  Vocational  Rehabilitation  Act,  the  Government  has  been 
assisting  the  States  in  a  service  of  individual  preparation  for  and 
placement  in  employment  of  persons  vocationally  handicapped 
through  industrial  or  public  accident,  disease,  or  congenital  causes. 

Forty-five  States  are  now  participating  in  this  program  and,  since 
it  was  launched,  approximately  68,000  permanently  disabled  per- 
sons have  benefited  from  this  service.  The  work  done  has  shown 
gratifying  annual  increases,  even  in  the  depression,  but  is  still  small 
in  comparison  with  the  need.  The  desirability  of  continuing  this 
program  and  correlating  it  with  existing  and  contemplated  services 
to  workers  in  the  general  program  of  economic  security  we  believe 
to  be  most  evident. 
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OTHER  MEASURES  FOR  ECONOMIC  SECURITY 

We  have  expressed  our  views  upon  many  different  measures  and 
policies  which  we  deem  essential  in  a  program  to  protect  individuals 
against  the  many  hazards  which  lead  to  destitution  and  dependency, 
but  we  have  by  no  means  exhausted  the  subject.  We  have  dealt 
with  the  hazards  which  afflict  the  largest  numbers — unemployment, 
old  age,  ill  health,  premature  loss  of  the  family  breadwinner,  indus- 
trial accidents,  lack  of  training — but  we  have  not  dealt  with  other 
hazards  equally  serious  for  some  individuals,  such  as  invalidity, 
nonindustrial  accidents,  and  other  afflictions. 

Parts  of  the  program  we  suggest  apply  to  practically  the  entire 
population,  particularly  the  grants-in-aid  to  the  noncontributory 
old-age  pensions,  the  expansion  of  preventive  public-health  serv- 
ices, the  aid  to  mothers'  pensions,  the  maternal  and  child-health 
services  for  rural  areas,  the  services  for  crippled  children,  the  ex- 
pansion of  the  Employment  Service,  and  the  policy  of  employment 
assurance.  Two  of  the  major  measures  suggested — old-age  insur- 
ance and  unemployment  compensation — have  more  limited  applica- 
tion. The  former  will  apply  to  all  employed  persons,  but  will  not 
include  in  its  compulsory  provisions  proprietors,  tenants,  or  the  self- 
employed.  Unemployment  compensation  will  have  slightly  nar- 
rower scope,  excluding  those  in  small  establishments. 

Agricultural  workers,  domestic  servants,  home  workers,  and  the 
many  self-employed  people  constitute  large  groups  in  the  population 
who  have  generally  received  little  attention.  In  these  groups  are 
many  who  are  at  the  very  bottom  of  the  economic  scale.  We  believe 
that  more  attention  will  have  to  be  given  to  these  groups  than  they 
have  received  heretofore.  We  cannot  be  satisfied  that  we  have  a 
reasonably  complete  program  for  economic  security  unless  some  de- 
gree of  protection  is  given  these  groups  now  generally  neglected. 

While  in  the  short  space  of  a  few  months  we  have  made  a  quite 
comprehensive  survey  of  the  entire  problem  of  economic  security 
for  the  individual,  much  further  thought  needs  to  be  given  to  many 
aspects  of  this  problem. 

Study  of  the  suggested  problems  not  dealt  with  in  this  report  and 
still  other  aspects  of  a  comprehensive  economic  security  program  be- 
long logically  among  the  duties  of  the  social  insurance  board,  if  one 
is  established.  So  do  problems  of  extending  the  coverage  of  unem- 
ployment compensation  and  old-age  insurance,  and  the  task  of  cor- 
relating the  experience  gained  under  these  measures  to  make  them 
better  instruments  for  the  accomplishment  of  the  purposes  for  which 
they  are  designed. 
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CONCLUSION 

The  program  for  economic  security  we  suggest  follows  no  single 
pattern.  It  is  broader  than  social  insurance  and  does  not  attempt 
merely  to  copy  European  methods.  In  placing  primary  emphasis 
on  employment,  rather  than  unemployment  compensation,  we  differ 
fundamentally  from  those  who  see  social  insurance  as  an  all-sufficient 
program  for  economic  security.  We  recommend  wide  application 
of  the  principles  of  social  insurance,  but  not  without  deviation  from 
European  models.  Where  other  measures  seemed  more  appropriate 
to  our  background  or  present  situation,  we  have  not  hesitated  to 
recommend  them  in  preference  to  the  European  practices.  In  doing 
so  we  have  recommended  the  measures  at  this  time  which  seemed 
best  calculated  under  our  American  conditions  to  protect  individuals 
in  the  years  immediately  ahead  from  hazards  which  plunge  them  into 
destitution  and  dependency.  This,  we  believe,  is  in  accord  with  the 
method  of  attaining  the  definite  goal  of  the  Government,  social 
justice,  which  was  outlined  in  the  message  of  January  4,  1935.  "  We 
seek  it  through  tested  liberal  traditions,  through  processes  which 
retain  all  of  the  deep  essentials  of  that  republican  form  of  govern- 
ment first  given  to  a  troubled  world  by  the  United  States." 

We  realize  that  these  measures  we  recommend  will  not  give  com- 
plete economic  security.  As  outlined  in  the  messages  of  June  8,  1934, 
and  January  4,  1935,  the  safeguards  to  which  this  report  relates 
represent  but  one  of  three  major  aspects  of  economic  security  for 
men,  women,  and  children.  Nor  do  we  regard  this  report  and  our 
recommendations  as  exhaustive  of  the  particular  aspect  which  this 
committee  was  directed  to  study — "the  major  hazards  and  vicissi- 
tudes of  life."  A  complete  program  of  economic  security  "  because 
of  many  lost  years,  will  take  many  future  years  to  fulfill." 

The  initial  steps  to  bring  this  program  into  operation  should  be 
taken  now.  This  program  will  involve  considerable  cost,  but  this  is 
small  as  compared  with  the  enormous  cost  of  insecurity.  The  meas- 
ures we  suggest  should  result  in  the  long  run  in  material  reduction 
in  the  cost  to  society  of  destitution  and  dependency,  and  we  believe, 
will  immediately  be  helpful  in  allaying  those  fears  which  open  the 
door  to  unsound  proposals.  The  program  will  promote  social  and 
industrial  stability  and  will  operate  to  enlarge  and  make  steady  a 
widely  diffused  purchasing  power  upon  which  depends  the  high 
American  standard  of  living  and  the  internal  market  for  our  mass 
production,  industry,  and  agriculture. 
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Table  2. — Families  and  persons  receiving  emergency  relief,  continental  United 

States 


Months 

Resident  families  and  persons  receiving  relief  under  the 
general  relief  and  special  programs 

Number 
of  tran- 
sients 
receiving 
relief  • 

Families 

Single 
persons 

_ 

1  otal 
families 
and  single 
persons 

Total 
persons 

Percent 
of  total 
popula- 
tion 1 

1933 

January    

•  3, 850, 000 

<) 

(0 

ft 

(«) 

(4 

1 

February  

'  4, 140, 000 

(4) 

v) 

(« 

March   

»  4,  560,  000 

3 

(*) 

(«) 
('} 

(!) 

April    

4. 475,  322 

•) 

May   

fiS 

a\ 
(*) 

June   

3,  789,  026 

(«) 

(«) 

((: 

July    

3,451,874 

«  455.  000 

3,  906,  874 

«  15,  282,000 

12 

August..  

3,351,810 

»  412.  000 

3,  763,  810 

»  15,  077,  000 

12 

September  

2.  984,  975 

•  403.  000 

3.  387.  975 

•  13,  338,000 

11 

October  

3,  010.  516 

»  436,  000 

3.446,  516 

«  13.618.000 

11 

(* 

November    

3,  365,  114 

461,315 

3,  826,  429 

15,  080,  465 

12 

December   

2,  631,  020 

438,  431 

3,  069,  451 

11,664,  860 

10 

s 

1934 

January  

2,  486.  274 

456,  469 

2,  942,  743 

11,086,598 

9 

(«) 

February    

2,  599,  975 

532,  036 

3,  132.011 

11.627,416 

9 

126,  871 

March    

3,  070,  855 

563, 138 

3,  633.  993 

13,  494,  282 

11 

145.  119 

April   

3,  847,  235 

690,007 

4,  437,  242 

16,  840,  389 

14 

164.244 

May     

3,815,  926 

617,  735 

4,  433,661 

17,  228,458 

14 

174,  138 

June   

3,  757,  971 

659,  502 

4,317,  473 

16,  833,  294 

14 

187.  282 

July    

3.  867,  047 

642,  362 

4,  409.  409 

17,301,734 

14 

195.  051 

August    

4,  059,  605 

56 

9,  877 

4.  629.  482 

18.  187,  193 

15 

206.  173 

September    

4.  096,  725 

656,  215 

4,  752,  940 

18,  410,  334 

15 

22 

,  734 

October.   

'  4,  106,681 

720.  853 

»  4.  827.  534 

1  18,  450,  567 

15 

235.  758 

November  •    

4,  225,  000 

750,  000 

4,  975.  000 

18. 900.  000 

15 

266,000 

'  Based  on  1930  Census  of  Population. 

'  Middle  of  month  figures,  excluding  local  homeless  which  are  included  under  general  relief  program. 

•  Partially  estimated. 
4  Not  available. 

»  Partially  estimated  to  cover  the  rural  rehabilitation  program  on  which  reports  are  not  yet  complete. 

•  Preliminary. 

Source:  Division  of  Research,  Statistics,  and  Finance,  Federal  Emergency  Relief  Administration. 
Table  3. — Cases  1  receiving  emergency  relief — direct,  work,  special  programs 


Grand 
total 


General  relief 


Work  pro- 
grams 


Direct 
relief  only 


Special 

pro- 
grams • 


April  

May  

June  

July  

August  

September- 
October  

November  • 


4,  437,  242 
4,  433,  661 
4,317,473 
4,  409,  409 
4,  629,  482 
4,  752,  940 
4,  827,  534 
4,975,000 


4,  437,  242 
4,  320,  187 
4,  237,  425 
4,  368,  195 
4,  582,  434 
4,619,  496 
4.  654,  402 
4.  785,  000 


1, 176,  818 
1,  343,  214 
1,  477,  753 

1,  723,  295 
1,922,  029 

1,  950,  728 
1,998,  167 

2,  150,  000 


8,  260,  424 
2, 976, 973 
2,  759,  672 
2,  644,  900 
2,  660,  405 
2,  6S8,  768 
2,  656,  235 
2,635,000 


(') 

113,  474 
80,048 
41.  214 
47,  048 
133,  444 
173, 132 
190,000 


1  Oases  Include  each  family  or  single  person  on  relief,  not  counting  transient  single  persons. 

•  Rural  rehabilitation  program,  emergency  education  program,  student  aid;  excludes  transients. 

•  Cases  aided  under  special  programs  in  April  were  Included  in  the  general  relief  program. 
'Preliminary. 


Source:  Diviston  of  Research,  Statistics,  and  Finance,  Federal  Emergency  Relief  Administration. 
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Table  4. — Obligations  incurred  for  emergency  relief  from  all  public  funds  by  source 
of  funds,  January  1933  through  November  1934,  by  months  and  by  quarters  1 


Obligations  incurred  for  emergency  relief 


Total 

Federal  funds 

State  funds 

Local  funds 

Amount 

Per- 
cent 

Amount 

Per- 
cent 

Amount 

Per- 
cent 

34.1 
32  1 
30.4 

1933 

January ...   

February  

First  quarter. 

April  

May  

June   

$60. 827, 160. E« 
67,  37S,  423.  32 
81,205,  631.61 

$31,  175,  001.46 
39,  850,  235.  88 
61.355,  220.  07 

61.3 
59.  1 
63.2 

$8.  898,  288.  71 
5,921,376.42 
5,212,394.33 

14.6 

8.8 
6.4 

$20,  753,  870. 69 
21,  603,  811.02 
24,638,017.21 

209,  408,215.79 

122,380,  457.41 

58.4 

20, 032,  059.  46 

9.  6 

66.  995,  698.  92 

32.0 

73, 010, 800. 68 
70, 806,  338. 08 
66,  339,  206.  68 

45,  373, 968.  80 
48.  803,  456.  80 
42,  523,714.87 

62.  1 
68.9 
64. 1 

8, 182,  877.70 
5,017,248.  11 
8, 038,  872.  89 

11.2 
7.  1 
12.1 

19,  453,  954.  18 
16,  985,  633.  17 
15,  776,  618.  92 

26.7 
24.0 
23.  8 

Second  quar- 
ter  

210, 156,  346.  44 

136, 701, 140. 47 

65.0 

21.238,998.70 

10.  1 

52,  216,  206.  27 

24. 9 

July  

August  

September   . 

Third  quarter. 

October..  

November  

December  

Fourth  quar- 
ter  

Total,  1933... 

1934 

January.  

February  

March  

First  quarter . 

April   

June  >  

Second  quar- 
ter 1  

July  >.  

August  1   

September  '  

Third  quar- 
ter*  

October  '   

November  *  

Total,  1934 «... 

Total,  23 
months  •  

60, 155,  873.87 
61,470,496.37 
59.  346,  338.  14 

37, 482,  328. 17 
39,  781,831.27 
36,  289,  188.  33 

62.3 
64.  7 
61.  1 

7,  576,  554.  71 

8,  726,  266.  40 
11,093,  954.69 

12.6 
14.2 
18.7 

15,096,  990.99 

12. 962,  398.  70 

11.963,  195.  12 

25. 1 
21  1 
20.2 

180,  972,  708.  38 

113,653,  347.  77 

62.8 

27,  396,  775.  80 

15. 1 

40, 022,  584.  81 

22. 1 

64,  888,  913.  42 
70,810,514.27 
56.  526,  330.  37 

40,415,353.15 
39,  796,  429. 13 
27,  755,  055.  43 

62.3 
56.  2 
49.  1 

10,  186,  795.  60 
18,  633,  766. 17 
18,  768, 833. 14 

15.7 
26.3 
33.  2 

14,  286,  764.  77 
12,380,318.  97 
10,  002,  441.  80 

22.0 
17.5 
17. 7 

192,  225,  758.  06 

107,  966, 837. 71 

66.  2 

47,  589,  394.  81 

24.7 

36,  669,  625.  54 

19. 1 

792,  763, 027.  67 

480,601,783.  36 

60.  6 

116,  257,228.  77 

14.7 

195,  904,015.54 

24.7 

63, 880, 834.  01 
57,668,212.60 
69,  794,  802.  92 

29,  065,  736.  61 
26,  462,  858.  11 
32,  522,  395.  84 

64.  0 

45.  9 
46.6 

16, 124,  460.  00 
21,  832,  729.  56 
25,  615,  747.  44 

29.  9 
37.9 
36.7 

8,  690,  637.  50 

9,  372,  624.  93 
11,G5G.  659.64 

16.  1 

16.  2 
16.7 

181.343,849.  63 

kx  n^n  Qua  46 

48.  5 

35.  1 

99  719  Wy>  07 

16  4 

113,  134,  286.  74 
129,  222.  770.  62 
125,  198,  649.  88 

82,  299,  551.  45 
96,  741, 145.  12 
92,  084, 137.  06 

72.7 
74.9 
73.6 

17,  642, 023.  89 
12,  647,  639.  02 
11.777,  402.31 

15.  6 
9.8 
9.4 

13,  192,711.40 
19,  833,986.48 
21,337,  110.51 

11.7 
15.3 
17.0 

367,  555,  707.  24 

271, 124,  833.63 

73.8 

72.6 
75.8 
75.8 

42,  067,  065.  22 

11.4 

54,  363,  808.  39 

14.8 

130,953,215.  11 
149,  424,  555.  07 
143,  227, 846.  44 

95,146.  288.68 
113,  308.  571.80 
108,  550,  186.  27 

13,061,941.  23 
12,226,  882.  75 
11,406,614. 12 

10.0 

8.2 
8.0 

22,  744,  985.  20 
23,889,  100.  52 

23,  262, 046.  05 

17.4 
16.0 
16.2 

423,  605,  616.  62 

317,  014,046.  75 

74.8 

36,  695,  438.  10 

8.7 

69,  896, 131.  77 

16.8 

156,  747,  867.  63 
172,750,  000.00 

121,949,  841.00 
139,  430,  000.  00 

77.8 
80.7 

13, 950,  560.  23 
10,  670.  000.  00 

8.9 

6.2 

20,  847,  466.  40 
22,  650, 000.  00 

13.3 
13.  1 

1,302.  003,041.02 

937,  569,711.84 

72.0 

166, 950, 000.  55 

12.8 

197,  477,  328.  63 

15.2 

2, 094,  766,  068.  69 

1,418,  171,495.  20 

67.7 

283,  213,  229.  32 

13.6 

393,  381,  344. 17 

18.8 

1  Includes  obligations  incurred  for  relief  eitended  under  the  general  relief  program,  under  all  special 
programs,  and  for  administration;  beginning  April  1934  these  figures  also  include  purchases  of  materials, 
supplies,  and  equipment,  rentals  of  equipment  (such  as  team  and  truck  hire),  earnings  of  nonrelief  persons 
employed,  and  other  expense  incident  to  the  work  program.  Does  not  include  about  $990,000,000  expended 
for  the  C.  W.  A.,  of  which  $840,000,000  was  derived  from  Federal  funds  and  $150,000,000  from  State  and  local 
funds. 

•  Break-down  partially  estimated. 
»  Preliminary. 

Source:  Division  of  Research,  Statistics,  and  Finance,  Federal  Emergency  Relief  Administration,  Jan. 
7, 1935.   Table  based  on  reports  from  State  and  local  relief  administrations. 
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Table  5. — Estimate  of  unemployment  in  employments  which  are  customarily 
covered  by  unemploy mem-insurance  plans 

Estimated 
percent  of 

Year:  unemployment  i  Year — Continued.  unemployment 

  8.  5 


1922. 
1923. 
1924. 
1925. 
1926. 
1927. 


Estimated  \ 
percent  of 

unemployment  i  Year — Continued. 

 13.  1  ]  1928  

7.  3  1929  

1930  

1931  

1932  

1933  


9.  4 
7.  8 

7.  4 

8.  3 


6.  1 
15.  3 
26.  6 
39.  0 
39.  2 


Source:  Estimates  of  the  Committee  on  Econom.c  Security.  It  should  be  noted  that  these  unemploy- 
ment rates  are  Indicative  only  of  the  unemployment  occurring  in  the  group  of  gainful  workers  which  are 
customarily  covered  by  unemployment-insurance  plans,  and  that  they  do  not  represent  the  unemploy- 
ment for  the  entire  working  population.  These  rates  are  higher  than  those  for  all  gainful  workers,  because 
the  inrldence  of  unemployment  borne  by  the  group  covered  is  greater  than  for  the  working  population 
as  a  w  hole. 
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Ratio  to 
average  of 
all  States 

Percent 
100.  0 

132.9 
114.7 
111.  6 
110. 1 
109.7 

108.5 
107.9 
107.9 
107.4 
105.0 

104.7 
104.3 
103. 1 
102.3 
101.6 

99.6 
99.2 
97.3 
94  6 
93.8 

93.8 
93.8 
93.4 
93.4 
03.0 

Ten  ent  of 
gainful 
workers 
unem- 
ployed 

26.8 

34.3 
29.  6 
28.8 
28.4 
28.3 

28.0 
27.8 
27.8 
27.7 
27.1 

27.0 
26.9 
26.  6 
26.  4 
28.2 

?3  e3  c3  S 

24.  2 
24.  2 
24. 1 
24.  1 
24.0 
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Table  7. — Countries  in  which  compulsory  unemployment-insurance  laws  have  been 
enacted  and  number  of  workers  covered  in  each 


Country  1 

Date  of  law  > 

Number 
Insured  1 

Australia  (Queensland)  

Oct.    18, 1922 
Mar.  24, 1920 
Apr.  12,  1925 
July  16, 1927 
Dec.  16,  1911 
Aug.    9,  1920 
Oct.   19,  1919 
July  18. 1924 
(') 

Jan.   29, 1932 

176,000 
969,000 
280,000 
•  17,  920,  000 
12,  960,000 
359,000 
4,  000,000 
954,000 
•  325,000 
330,000 

Germany  .  .  .  

Great  Britain  and  Northern  Ireland  .   

Italy  

Poland  

Switzerland  (13  cantons)     

United  States  (Wisconsin)    

Total  number  insured      

38,  272,  000 

1  A  compulsory  law  was  passed  In  Russia  in  1922,  but  benefit  payments  were  suspended  in  1930. 

•  These  are  the  dates  upon  which  the  laws  were  enacted,  not  the  dates  upon  which  they  went  Into  effect. 

•  These  are  the  most  recent  figures  available. 

•  This  figure  represents  the  number  covered  previous  to  the  beginning  of  the  depression  in  1929.  The 
official  figure  is  much  smaller  (12,603,000  at  end  of  August  1933);  the  difference  is  due  not  to  any  limitation 
of  coverage  but  to  the  fact  that  those  unemployed  workers  who  had  exhausted  their  right  to  Insurance  bene- 
fits and  had  thus  come  within  the  scope  of  the  communal  relief  were  not  Included  in  the  figures  for  the 
members  covered  by  unemployment  Insurance. 

'  The  first  of  the  cantonal  measures  was  passed  In  1926. 

'  This  figure  Includes  persons  compulsorily  insured  In  certain  communes  In  cantons  having  voluntary 
Insurance. 

Source:  Compiled  by  the  Committee  on  Economic  Security. 


Table  8. — Countries  in  which  voluntary  unemployment  insurance  laws  have  been 
enacted  and  number  of  workers  covered  in  each 


Country 

Date  of  law  ' 

Number 
Insured  • 

Dec.  30, 1920 
July  19,1921' 
Apr.  9.1907 
Nov.   2,  1917 
Sept.   9,  1905 
Dec.    2,  1916 
Aug.    6,  1915 
May  25.  1931 
Jan.     1,  1935 
Oct.  17,1924' 

1,  038, 000 
1,500,000 
337,000 
15,000 
192,  000 
602,000 
47,000 
'  50,000 
(•) 

195,000 

Finland  

Netherlands  

Switzerland  (11  cantons)  •  

Total  number  Insured      

3,  876,  000 

'  These  are  the  dates  for  the  enactment  of  the  national  laws,  not  the  dates  upon  which  they  took  effect 
1  These  are  the  most  recent  figures  available. 
>  This  act  came  into  effect  on  Apr.  1, 1925. 

•  The  number  of  persons  belonging  to  funds  which  may  be  subject  to  the  insurance  law  is  60,000.  It  is 
not  definitely  known  whether  all  these  persons  come  under  the  law  but  it  is  probable  that  the  majority  of 
them  do. 

» It  is  estimated  that  23  unions  with  320,000  members  have  funds  which  may  be  used  for  the  Insurance 
provided  In  the  law.  The  law  became  effective  Jan.  1,  1936.  It  is  likely  that  320,000  can  be  taken  as  a 
rough  estimate  of  the  number  who  will  come  under  the  law  in  its  early  stages. 

•  7  of  these  cantons  specify  that  communes  may  enforce  compulsory  insurance  within  their  borders;  the 
population  of  communes  that  have  compulsory  insurance  is  given  in  table  1. 

r  This  is  the  date  of  the  national  measure.   The  first  of  the  cantonal  acts  was  passed  in  1926. 

Source:  Complied  by  the  Committee  on  Economic  Security. 
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Table  11. — Number  of  older  persons  gainfully  occupied  by  age  and  occupation  for 

United  States,  1930  1 


45  and 

50  and 

55  and 

60  and 

65  and 

70  and 

75  and 

over 

over 

over 

over 

over 

over 

over 

Total  population  

28.  048,  786 

21.006,  507 

15,  030,  703 

10, 385. 026 

6, 633, 805 

3. 863.  200 

1.913, 199 

Total  gainfully  occupied  

14,  620,  620 

10,  350.  550 

6,  795,  459 

4, 155,  395 

2,  204.  967 

977,  925 

335, 023 

Agriculture  - 

3.  891,  109 

2,  979,  047 

2,115,  609 

1,  407,  129 

829,  825 

417,  734 

159.  809 

Forestry  and  fishing  

84,013 

58,250 

36.865 

21,  627 

11,100 

4,  678 

1,493 

Extraction  of  minerals  

286,  039 

181,594 

104,  957 

64,  796 

24,  553 

8.572 

2,  347 

Manufacturing    and  me- 

chanical Industries  

4, 165,  502 

2,  837,  582 

1.  794, 848 

1,047, 104 

618. 525 

205. 130 

61,048 

Transportation  and  com- 

munication  

984,996 

656,832 

400,231 

222,808 

100.  297 

33, 141 

9,073 

Trade  

1, 889.  026 

1,  307.  044 

831,557 

488,  493 

247,  726 

105,367 

33,  616 

Public  service  

351,075 

270.  775 

192,  679 

126.  097 

69,441 

29,701 

8,  891 

Professional  service  

85z,  491 

596,  732 

380, 186 

223,031 

113,284 

51, 190 

18,  496 

Domestic  and  personal  serv- 

ice   

1.  866,  011 

1, 107,  365 

723,  292 

443,768 

232,989 

99,963 

33,500 

Clerical  occupations  

546,358 

355,329 

215,  235 

120,642 

57,227 

22.  449 

6,  750 

i  Less  unknown. 


Source:  Fifteenth  Census  oJ  the  U.  8.,  1930,  vol.  II,  Population,  table  3,  p.  567,  and  vol.  IV,  Occupation*, 
table  31,  p.  42. 
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Table  13. — Actual  and  estimated  number  of  persons  aged  65  and  over  compared  to 
total  population,  1860  to  2000 


Year 

Number 
aired  65 
and  over 

Total  pop- 
ulation 

Percent 
aged  65 
and  over 

Year 

Number 
aged  65 
and  over 

Total  pop- 
ulation 

Percent 
aged  65 
and  over 

1860  

849,000 
1, 154,000 
1.723,000 
2, 424,  000 
3, 089,  000 

3,  958,  000 

4.  940,  000 
6,  634,  000 

31,443,000 
38,  558,  000 
50,  156,  000 
62,  622,  000 
75, 995,  000 
91,972,000 
105,711,000 
122,  775,  000 

2.7 
3.0 
3.4 
3.9 
4.  1 
4.3 
4.7 
5.4 

1940  

8.311,000 
10. 863, 000 
13,  590. 000 
15,  066,  000 
17,001,000 
19,  102,  000 
19, 338,  000 

132, 000. 000 
141,000,000 
146,  000,  000 

149,  000,000 

150,  000.  000 
151.000,000 
151,000,000 

6.3 
7.7 
9.3 
10.1 
11.3 
12.6 
12.7 

1870  

1880..  

1950  

1960  

1890...  

1900  

1970  

1980  

1910..  

1920  

1990..  

2000  

1930.  

Source:  Data  for  years  1860  to  1930  from  the  U.  8.  Censuses.  Estimates  for  subsequent  years  by  the 
actuarial  stall  of  the  Committee  on  Economic  Security.  These  forecasts  are  made  on  tee  assumption  of  a 
net  immigration  of  100,000  annually  in  years  1935-39,  and  200,000  annually  In  1940  and  thereafter. 

Table  14. — Operation  of  old-age  pension  laws  of  the  United  Slates,  1934 


Btate 


Alaska  

Arizona  

California  

Colorado  

Delaware..  

Hawaii  

Idaho   

Indiana  

Iowa   

Kentucky  

Maine   

Maryland.  

Massachusetts... 

Michigan  

Minnesota  

Montana  

Nebraska  

Nevada   

New  Hampshire. 

New  Jersey  

New  York  

North  Dakota  

Ohio....  

Oregon   

Pennsylvania  

Utah  

Washington..  

West  Virginia  

Wisconsin  

Wyoming  


Total. 


Type  of  law 


Mandatory 

 do  


 do  

....do  

..-.do  

Optional  

Mandatory. 
....do  


....do  

Optional  

Mandatory 

Optional  

Mandatory. 

....do  

Optional  

do. 


Mandatory. 

Optional  

Mandatory. 

do. 


.do. 
.do. 
.do. 


.do. 
.do. 

....do  

....do  

Optional  

....do  

Mandatory. 


Number 
of  pen- 
sioners 1 


'446 

•  1,974 
•  19.300 

8.705 
»  1,610 

(•) 

1,  275 
'  23,  418 
•3,000 

a 

"  141 

"  20, 023 
"2,660 
2,655 
1.781 
('•) 

23 

«  1,423 
'«  10,  560 
61,228 
(II) 

'»  24, 000 

(") 
(") 

930 
'2,239 
(■•) 
1,969 

643 

180,003 


Number 
of  eligi- 
ble age  ' 


3,437 
9,118 
210. 379 
61,787 
16,678 
(•) 

22,310 
138,  426 
184,239 


92, 972 
156,590 
148,853 
94.  401 
14,377 
(») 
4.814 
25,714 
11-2,594 
373. 878 

('•) 
414,836 


22,665 
101,503 

('«) 
112,112 
8.707 


Percent- 
age of 

pension- 
ers to 

number 

of  eligi- 
ble age 


Percent 
11. 1 
21.6 

9.2 
14. 1 

9.7 

(•) 

6.7 
16.9 
1.6 

.2 
12.8 
1.8 
2.8 
12.4 

.6 

8.5 
9.4 
13.7 

('•) 
5.8 

(") 

<>') 
4.1 
2.2 

('•) 
1.8 
7.4 


Average 
pension  1 


$20.82 
9. 01 
21. 16 
8.59 
9.79 
(•) 

8.85 
'6.13 
•13.60 

ft 
29.90 
24.35 
"9.59 
13.20 
7.28 
0') 
15.00 
'» 19. 06 
1Z72 
22. 16 
('•) 

•13.99 
(>') 
('«) 
8.66 

(•) 
(I.) 

16.  75 
10.79 


I  Where  no  special  reference  Is  given,  the  figures  are  as  of  Dec.  31,  1933. 
'  1930  Census  figures. 

•  Where  no  special  reference  Is  given,  the  figures  represent  actual  cost  for  the  year  1933. 

•  As  of  December  1934. 
» As  of  Oct.  1,  1934. 

•  No  Information  available  or  not  computed. 
'  As  of  August  1934. 

'  Appropriation  for  1934. 

'  Estimated  from  expenditures  of  April  through  November  1934,  $317,000. 
10  No  pensions  being  paid. 

II  Not  yet  In  effect. 

"  As  of  November  1934. 

"  Estimated  from  monthly  figures. 

"  Not  much  being  done  due  to  lack  of  funds. 

'«  As  of  September  1934. 

'•  No  pensions  being  paid  now. 

"  Administered  by  counties;  no  information  available  for  Stat*. 
a  Law  Just  being  put  into  effect. 

Source.-  Data  collected  by  the  Committee  on  Economic  Security. 


etau 


Alaska  

Arizona  

California. 
Colorado.. 


Dataware.. 
Hawaii.  


Idaho... 
Indiana. 


Iowa. 


Kentucky. 
Maine..... 


Maryland  

Massachusetts-. 

Michigan.  

Minnesota  


Montana. 
Nebraska. 
Nevada.  __ 


New  Hampshire  

New  Jersey  


New  York.  

North  Dakota. 
Ohio   


Oregon. 


Pennsylvania.  


Utah. 


Washington... 
West  Virginia. 


Wisconsin.. 
Wyoming.. 


Date 
en- 
acted 


1915 
1933 

1929 

1927 

1931 

1933 

1931 
1933 

1934 

1928 
1933 

1927 

1930 

1933 

1929 

1923 
1933 
1925 

1931 

1931 

1930 
1933 
1933 

1933 


1934 


1929 


1933 
1931 


1926 
1929 


Date 
amended 


1917,  1919, 
.1925,  1929 


1931,  1933 
1931,  1933 


193- 
18J- 

191- 


1933. 
1933. 


1931  

1932, 1933. 


1931, 1933. . 


1932,1933.. 
1934  


1929,  1931, 

1933. 
1931.  


elJ< 


195- 


193- 


193- 


193- 

19;- 


Property 
limit 


Annual 
Income 
limit 


[Insufficient  means  of 
I  support. 

(!)  $3C0 

365 


365 

300 

300 

SOO 
180 

'365 

400 
365 

366 


None  specified. 


»  3,500 

'365 

»  3,  000 

365 

(') 

300 

(3) 

300 

'3,000 

390 

2,000 

360 

3,000 

(') 

Unable  to  support 
self. 

(') 

»  3,000; 
couple 
•4,000 


f  »  3,  000;  1 
•J  couple  } 
I      »4,000  J 


•3,000 


Indigent  


360 


o 

(s) 

No  proper 
come. 
»$3,000 

(') 


300 

360 
y  or  in- 

365 

360 


Disqualifica- 
tions (see 

explanatory 
footnotes) 


>d,  n  

a,  f.  

a,  f,  n,  o. 


a,  b,  o,  d,  f,n. 


a,  d,  f,  I,  n. 
e,  i,  f  


a,b,c,d,e,f,I,  m_ 
a,  b,  c,  d,  e,  t, 

i,  n. 
a,b,  c,  d,  f,  1,J- 

a,  d,  f,  h,  1,  J,  n. 
a,  b,  c,  e,  f,  1,  k. 

a,  c,  d,  e,  f,  1,  n. 

d,  "Deserving 

citizens." 
a,  b,  c,  d,  f,  1.. 

a,  o,  d,  e,  f,  1,  n. 

b,  c,  d,  e,  f,  1.. 
b,  c,  d,  e,  f,  1. 
a,  b,  c,  d,  e,  f,  I. 

a,  o,  d,  e,  f,  1,  n. 

d,  e,  f,  g  


a,  d,  f,  g  

a,  f,  1,  m,  n,  p 
a,  b,  c,  d,  f  

a,  b,  c,  d,  f,  1, 1. 
a,  b,  c,  d,  I  

a,  b,  o,  d,  e  f,  1. 

a,  b,  c,  d,  e,  f . .  . 
a,  d,  e,  f,  g,  h, 
1,  n. 

a,  c,  d,  e,  f,  1,  n . 

b,  c.d.H,f,l.... 


Other  pro- 
vlslons(see 
explanatory 
footnotes) 


B.... 
B,  C. 


A,  B,  0_. 


O  

A,  B,  O... 

A.B.C.D. 
A,  B,  0... 

A,  B,  C, 

D. 

B  

A,  B.  O... 


A.B.O.D 

A,  B,  0— 

A,  B,  O... 
A,  B,  C... 
A.B.O.D. 

A,  B,  O... 

A,  O  


A,  B  

A.B,  C,D. 

A,  B,  C,D. 


A,  B,  O.. 

A,  B,  0... 

B  


A,  B,  0... 
A.  B,  O  


Maximum 
amount  of 
pension 


fM  $35  a  month.. 
\W  $45  a  month.. 
$30  a  month  


$1  a  day  

 do  

$25  a  month. 

$16  a  month. 

$25  a  month. 
$15  a  month. 

$25  a  month. 


$250  a  year. 
$1  a  day  


.do. 


Adequate  assist- 
ance. 
$30  a  month  


$1  a  day  

$25  a  month. 
$20  a  month. 
$1  a  day  


$7.60  a  week. 
$1  a  day  


Determined  by 

official. 
$150  a  year  


$25  a  month. 
$30  a  month. 


.do. 


$25  a  month. 


$30  a  month. 
$1  a  day  


....do   

$30  a  month  


Period  of  pay- 
ments 


•Quarterly. 
Monthly. 

Do. 

Monthly  or  quar 
terly. 

Monthly. 

Do. 

Do. 
Do. 

Monthly  or  quar- 
terly. 
Do. 
Not  specified. 

Do. 

Do. 

Monthly. 

Monthly  or  quar- 
terly. 
Monthly. 
Do. 

Monthly  or  quar- 
terly. 

Weekly  or  month- 
ly. 

Monthly. 

Not  specified. 
Monthly. 
Do. 


Monthly  or  quar- 
terly. 


Monthly. 


Do. 

Do. 
Do. 

Monthly  or  quar- 
terly. 
Monthly. 


•Since  1908. 

*  Annual  Income  of  any  property  to  be  comp| 

*  Annual  Income  of  any  property  to  be  compj 

*  Required  residence  in  United  States  15  yea) 

*  When  Governor  can  raise  funds. 

*  House  in  which  applicant  lives  not  to  be  co 
»  Earnings  and  gifts  up  to  $100  exempt. 

*  Unable  to  maintain  self. 

*  Mandatory  from  July  1,  1935,  on. 

£ouro*t  Compiled  by  Committee  on  Econom 


Other  provisions: 

A.  Transfer  of  applicant's  property  to  pension  authority  may  be  demanded  before 

pension  Is  granted. 

B.  Amount  of  payments  to  be  collected  from  estate  on  death  of  pensioner  or  the  sur- 

vivor of  a  married  couple. 

C.  Allowances  for  funeral  expenses. 

D.  Payments  may  be  made  to  charitable  or  benevolent  Institution  If  pensioner  Is 

Inmate. 
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Table  16. — Principal  features  of  the  old-age  pension  laws  of  the  United  Stales 


Administration 


Degree  of  State  supervision 


Allocation  of  expenses 


Fond  provided  by— 


Qualifications  for  recipients 


Annual 
Income 
limit 


Disqualifica- 
tions (see 

explanatory 
footnotes) 


Other  pro- 
vlslonsfsee 
explanatory 
footnotes) 


Maximum 
amount  of 
pension 


1931.  , 

1932, 1933. 


....do  

....do  

Optional... 

Mandatory 
 do_... 

 do  


Optional... 

Mandatory. 

.—do  

Optional... 

....do  

Mandatory . 
Optional... 

Mandatory . 


..do  

..do  


....do  

....do... 
Optional.. 

(0 

Mandatory. 


Alaska  Pioneers  Home.. 
State  auditor..   


Department  of  social  welfare. 
Division  of  State  aid  for  the 
aged. 

Right  of  appeal  to  district 
court  and  supreme  court. 

State  old-age  welfare  commis- 
sion. 

Territorial  auditor  


No  local  administration  

County  old-age  pension  com- 
mission. 

County  board  of  supervisors, 
local  department  of  public 
welfare. 

County  court ;  board  of  county 
commissioners,  trustees. 


Territory  administration  , 

Dupllcato  certificate  to  audi- 
tor; annual  report 
Complete  supervision;  month- 
ly reports. 

Annua]  report  to  Secretary  of 
State. 

State  administration  


67  percent. 
One-half.. 


None  

33  percent. 
One-half.. 


None  

None  


Territory  

State  and  county  


Old-age  pension  commission... 


Old-age  assistance  boards  


Annual  report  to  Territorial 

auditor. 

Annual  report  only  

Annual  report;  duplicate  cer- 
tificate to  auditor. 

Complete  supervision  


Department  of  health  and  wel- 
fare. 

None    .  .  


State  department  of  publlo 

welfare- 
State  welfare  department,  old- 

ane  pension  bureau. 
None.   


None  , 

Auditor  of  publlo  accounts.. 
None   


None.   

Department  of  Institutions 
and  agencies,  division  of  old- 
age  relief. 

State  department  of  social  wel- 
fare. 

Secretary  of  agriculture  and 
labor. 

Department  of  publlo  wel- 
fare, division  of  aid  for  the 

aged. 

State  board  of  control  


Department  of  welfare.. 


State  board  of  control. . 
None  .  


County  commissioners 

Bureau  of  old-age  assistance... 

Old-age  pension  board  

Board  of  county  commissioners 

Old-age  pension  commission. 

 do   _ 

Board  of  county  commissioners. 

County  commissioners  

County  welfare  board  

Public  welfare  district  official. 

Board  of  county  commis- 
sioners. 

Board  of  aid  for  the  aged  

Old-age  pension  commission  


Board    of   county  commis- 
sioners. 

Board  of  county  commissioners. 
County  court  


Annual  report  to  Governor  

Complete  supervision  

None —  

Annual  report  to  State  auditor. 

 do..  

Annual  report  to  Governor— 

None —    - 

Complete  supervision  — 


None  

One- third 


None— 
Ngne.. 
None- 


 do  

.do   


One-half. 
AIL  


None  I  None  

Shared  by  county  and 
city. 

None  

None  

None  


One-half.. 
None  


None  

One-half  cities,  towns, 
i  lan  tat  loos 
 I  None  


All.... 
All.— 
Ail.... 

AH  

One-fourth 


None. . 

Reimburse 
county. 

None.  

None... . 
None.—. 


Reimburse 

county. 
None  


One-half  publlo  wel- 
fare district. 
None. 


Complete  supervision.. 


County  judge  

Old-age  pension  commission 


None  

Annual  audit  by  tax  c 

Blouer. 
Annual  report  


Annual  report  to  State  auditor 


Port  of  State  liquor  tax 
distributed  to  coun- 
ties, balance  paid  by 
count  lee. 

State  fun  allocated  to 
counties  according  to 


Ail  

All  


One-third. 
None  


Btoee  1900. 

unable  to  maintain  aell. 
"•Dilatory  Irom  July  1,  1935.  on. 
*"»••  CompUad  D,  CramiIUM  M  Eoonon](i  ^  s^  ^ 


None— 
...do  


Reimburse 
county. 
None  


State  current  revenues  

Counties  end  cities  


County  

State  poll  tax;  liquor  tax  

State  poll  tax  

County,  city,  town,  village— 


County  poor  fund.. 

County  poll  tax  

County   


State,  county,  city   

State  special  tax —   

State   — 


County  

....do    

State,  county,  local  -- 

County  poor  fund  __.—.— 


Required  

.... do- 


Not  i 
quired.* 
30  years.. 


 do  

....do- 
Required  

16  years.. 

Required 

16  years.. 

 do  

...do  

.-.do  

...do  


Required.... 

.—do  

....do  

16  years  


...do  

...do  

...  do— 

... do— 

...do  


None  

Required.. 


P) 
2,500 


None.. 
None.. 


a,  f,  n,  o..— 

a,  b,  0,  d,  f,n. 

a,  d,  f,  I,  n„. 
e,  Ut-  


B,  C  

A  


M  $35  a  month 
W  S*5  a  month-. 
$30  a  month  


$1  a  day„_. 
.—do  


Jouar  terry. 
Monthly. 


$25  a  month-. 
$16  a  month.. 


,  b,cd,f,U. 
,  d,  f,  n,  I,  I, 


A,  B,  C. 

D. 

B  

A.  B,  O- 


None— 
None.. 
None— 


?! 

•3,000 
2,000 
3,000 


m  1 

300 

a,  b,  o,  d,  o  f,  L 

TO 

300 

a,  b,  c  d,  e,  f-  -  - 

No  propert 

r  or  lu- 

a. d,  6,  f,  g,  h. 

I,  n. 

'S3, 000  1 

sts 

a.  c.  d.  o.  1,1.  n. 

(') 

360 

b.o.d.e.11— - 

|,  "Deserving 
citizens." 
a,  b,  c,  d,  f.  1.. 

a,  o,  d,  e,  f,  1,  n. 

b,  c,  d,  e,  f,  I-. 
b,  c,  d,  e,  f,  L. 
a,  b,  c,  d.  e,  f.  I 

a,  o,  d,  e,  f,  1,  n 

d,  e.  f,  g.  


A.B.O.D 

A,  B,  O  — 

A,  B,  O 
A,  B,  C.„ 
A.B.O.D. 

A,  B,  O.. 

A*  O  


a,  d,  f,  g  

a,  f,  1,  m.  n,  p 
a,  b,  c,  d,  f — 

a,  b,  c  d,  t,  1. 1. 


A,  B  

A*  B,  C,  D. 


..do- 


Adequate  assist- 
ed a  month  

$1  a  day_  


$26  a  month  

$20  a  month  

$1  a  day  


$7.60  a  week  

$1  a  day  


Determined  by 

official. 
$150  a  year. 


a,  b,  o,  d,  1   O.. 


A,  B,  0_. 

A,  B.  0— 

B  

A,  B,  0.. 
A.  B.  0  


 do  

$30  a  month.. 


Monthly  or  quar* 

terly. 
Monthly. 
Do. 

Monthly  or  quar- 
terly. 

Weekly  or  month- 
ly. 

Monthly. 


Not  specified. 
Monthly. 


Monthly  or  quar- 
terly. 
Monthly. 


Disqualifications: 

e.  Inmate  of  any  prison,  JaQ,  Insane  asylum,  or  correctional  Institution. 

b.  Desertion  of  spouse.  .    ,  .... 

o.  To  have  failed  without  Just  cause  to  provide  support  for  wife  and  minor  obJldren. 

d.  Relatives  legally  liable  and  able  to  support. 

e.  Sentence  for  crime. 

f.  Disposed  of  or  deprived  oneself  of  property  to  qualify  for  pension- 
8.  Need  of  Institutional  care. 

n.  Recipient  of  pension  from  Federal,  Bute,  or  foreign  government. 


1.  Habitual  tramp,  vagrant,  or  beggar. 

J.  Unable  to  earn  at  least  $l  per  day. 

k.  Spouse  and  children  able  to  furnish  support. 

1.  Convicted  of  crime  involving  moral  turpitude, 
m.  To  have  failed  to  work  according  to  ability, 
n.  Inmate  of  benevolent,  charitable,  or  fraternal  Institution, 
o.  Husband,  wife,  parent,  or  child  ablo  and  responsible  for  support, 
p.  Children  liable  and  able  to  support. 


Other  provisions:  ,  .  .  , 

A.  Transfer  of  applicant's  property  to  pension  authority  may  be  demanded  berore 

pension  Is  granted. 

B.  Amount  of  payments  to  be  collected  from  estate  on  death  of  pensioner  or  the  sur- 

vivor of  a  married  couple. 

C.  Allowances  for  funeral  expenses. 

D.  Payments  may  be  made  to  charitable  or  benevolent  Institution  If  pensioner  ■ 

Inmate. 
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Table  16. — Old-age  insurance  and  pension  legislation  in  foreign  countries  through 

1983 

A.  COMPULSORY    CONTRIBUTORY    OLD-AGE    INSURANCE    LAWS    OF  GENERAL 

COVERAGE 


Country 


Austria  1  •  

Belgium  •  

Bulgaria  1  '  

Chile  '.  

Crechoslovakia  1  * 


France  1  •  (see  also  sec. 
C). 


Germany  1 


Great  Britain  '  '  ( 
also  section  C). 

Greece  1  1  

Hungary  •  •  

Italy  i  

Luxemburg  1  •  

Netherlands  '  •  


Poland  i  >  

Portugal  i  

Rumania  1  

Spain    

Sweden  1  

Union  of  Soviet  Socialist 
Republics.1  1 


Yugoslavia  '  «. 


Year 
when 
passed 


1927 
1924 

1924 
1924 
1924 

1910 
1889 


1922 
1928 


1919 
1911 
1913 


1933 
1919 

1912 

1919 
1913 
1922 

1922 

1924 
1907 


Coverage 


Workers  in  industry  and  commerce,  including  domestic  workers, 
except  casual  domestics.  Special  schemes  for  agricultural  workers, 
salaried  employees,  and  miners. 

All  wage  earners,  including  agricultural  workers  and  domestics  (except 
casual  domestics);  and  independent  workers  with  incomes  below 
18,000  francs  a  year.  Special  schemes  for  salaried  employees  and 
miners. 

Employed  persons,  including  agricultural  workers  and  domestics. 
Special  scheme  for  public  officials. 

Wage  earners  under  65  earning  less  than  8,000  pesos  a  year;  independ- 
ent workers  with  annual  incomes  below  8,000  pesos  a  year. 

Employed  workers  over  6chool  age  and  under  60,  including  agricul- 
tural, domestic,  and  home  workers.  Special  schemes  for  salaried 
employees,  miners,  state  employees,  employees  of  statutory  corpor- 
ations, such  as  railways.  Special  act  fer  independent  workers, 
passed  in  1925,  not  yet  enforced. 

All  employed  persons  under  60  whose  annual  earnings  do  not  exceed 
18,000  francs  a  year  in  cities  with  over  200,000  inhabitants  or  indus- 
trial areas,  15,000  francs  elsewhere.  (Income  limit  raised  by  2,000 
francs  in  respect  of  each  child.)  Persons  employed  in  agriculture 
Eubject  to  insurance  aganist  old  age  and  death  only.  Special  scheme 
for  miners. 

All  workers.  Including  agricultural,  domestic,  and  home  workers. 

Special  scheme  for  salaried  employees  with  annual  earnings  below 

8,400  reichsmarks.  Special  scheme  for  miners. 
All  workers,  including  agricultural  workers  and  domestics;  salaried 

employees  with  incomes  below  £250  a  year. 
All  persons  employed  in  industry  and  commerce. 
All  persons  employed  in  specified  employments.  Employments 

may  be  added  by  Minister's  order.   Salaried  employees  with  In 

comes  below  6,000  pengo  a  year.   Special  scheme  for  miners. 
All  employed  persons.  Including  agricultural  and  domestic  workers. 

Salaried  employees  with  Incomes  below  800  lire  a  month. 
Workers  in  industry  and  commerce.   Special  scheme  for  salaried  em 

ployees  In  Industry  and  commerce. 
All  employed  persons,  including  agricultural  and  domestic  workers, 

whose  annual  remuneration  does  not  exceed  2,000  florins.  Insured 

persons  whose  remuneration  rises  above  2,000  florins  remain  liable 

to  insurance.    If  their  remuneration  has  been  above  3,000  florins 

for  some  time,  they  are  exempted  at  their  request.  Special  schemes 

for  railway  workers  and  miners. 
All  workers  in  commerce  and  industry.   Insurable  wage  limit. 
All  employed  persons  over  15  years  earning  less  than  900  escudos 

annually. 

All  persons  employed  in  industry  and  commerce,  and  craftsmen 
Special  scheme  for  miners  In  Ardeal,  which  includes  survivors' 
insurance. 

All  employed  persons  whose  annual  earnings  do  not  exceed  4,000 
pesetas.   Domestic  servants  excluded. 

All  citizens  between  16  and  66  years  unless  already  guaranteed  pen- 
sion under  army,  navy,  etc. 

All  manual  workers;  engineers  and  skilled  technical  workers;  navi- 
gating star!  in  civil  aviation;  various  categories  of  salaried  em- 
ployees. 

AD  wage  earners  except  household  casuals,  farm  labor,  and  sea  fisher- 
men.  (Not  yet  enforced.) 

All  workers  and  other  persons  employed  under  mining  act. 

Salaried  employees  in  Slovenia  and  Dalmatia  who  have  reached 
age  18  and  whose  annual  earnings  are  not  less  than  150  dinars. 


1  Old-age  insurance  combined  with  invalidity  Insurance. 
•  Old-age  insurance  combined  with  survivors'  insurance. 

Source:  Compiled  from  Compultmy  Petition  Insurance,  International  Labour  Office,  Studies  and 
Reports,  Series  M,  No.  10,  Geneva,  1933;  Noncontributory  Pemions,  International  Labour  Office,  Studies 
and  Reports,  Series  M,  No.  9,  Geneva,  1933;  InsurxuQ  the  Etsentiali,  Barbara  Nachtrieb  Armstrong,  1932. 


70 


ECONOMIC  SECURITY  ACT 


Table  1C. — Old-age  insurance  and  pension  legislation  in  foreign  countries  through 

19SS — Continued 

B.  COMPULSORY  CONTRIBUTORY  OLD-AGE  INSURANCE   LAWS  OF  LIMITED 

COVERAGE 


Year 

Country 

when 

Coverage 

passed 

Argentina  '  •  

1921 

Public  utility  employees. 

1U24 

Bank  staffs. 

Brazil  i  >  

1923 

Railway  workers. 

1926 

Dock  workers. 

1931 

Staffs  of  pubiic  utility  undertakings. 

Cuba  > »  

1927 

Seamen  and  harbor  workers. 

Ecuador  1   

1928 

Staffs  of  banks. 

Switzerland: 

Canton  Glarus  1  

1916 

Legal  residents  between  ages  17  and  50. 

Appenzell  

1925 

All  legal  residents  between  ages  18  and  64. 

Basle  Town  >  

1931 

All  persons  between  ages  to  and  65  who  have  been  resident  In  the 

Canton  for  2  years. 

Uruguay  1 '  (see  also  sec- 

1919 

Staffs  of  public  utility  undertakings. 

tion  C)  

1925 

Staffs  of  banks  and  stock  exchange. 

C.  NONCONTRIBUTORY  OLD-AGE  PENSION  LAWS 


Australia  1  

Canada  

Denmark   

France  1  (see  also  section 
A). 

Great  Britain  (see  also 
section  A). 

Greenland  

Iceland   

Irish  Free'  State  

Newfoundland  

New  Zealand  

Norway  (will  not  go  Into 
effect  until  announced 
by  Royal  decree). 
South  Africa  


Uruguay  1  (see  also  sec- 
tion B.) 


All  citizens  with  insufficient  income,  resident  20  years. 

All  citizens  with  insufficient  income;  resident  in  Canada  20  years,  in 

Province  5  years. 
Citizens  with  insufficient  means,  resident  5  years. 
All  citizens  with  insufficient  means. 

Citizens  with  insufficient  means;  12  years'  residence  since  age  50  for 
natural-born  citizens;  20  years'  residence  in  all  for  naturalized  sub- 
jects. 

All  Greenlanders  without  subsistence  income. 
Citizens  with  insufficient  means. 
Citizens  with  insufficient  means,  resident  30  years. 
All  citizens  with  insufficient  means. 

Citizens  with  insufficient  means  and  25  years'  continuous  residence. 
All  citizens  with  insufficient  income. 


All  citizens  (of  5  years'  standing)  with  15  years'  residence  out  of  pre- 
ceding 20  years;  other  persons  with  25  years'  residence  out  of  pre- 
ceding 30  years;  insufficient  income. 

All  persons  with  insufficient  means.  (For  naturalized  subjects  or 
aliens  15  years'  residence  is  required.) 


1  Old-age  pension  legislation  combined  with  Invalidity  pension  legislation. 
*  Old-age  insurance  combined  with  survivors'  insurance. 


Country 


Year 
when 
passed 


nsioD 


Age 


Source  of  fund 


Administrative  res  pos- 
sibility 


Australia 


Men63ar.'  Reduced 
Wo  m-jroperty  except 
e  n  GO.  i 


Commonwealth. 


Canada.  Effective  In 
8  provinces:  Alberta, 
British  Columbia, 
Manitoba,  New 
Brunswick,  Nova 
Scotia,  Ontario, 
Prince  Edward  Is- 
land. Saskatchewan. 

Denmark  


1927 


70... 


France  •  '   


Great  Britain 


Greenland  

Iceland  

Irish  Free  Slate. 


Newfoundland. 
New  Zetland... 


Norway   

South  Africa. 


1926 
1909 
19U8 


1911 
1898 


1923 
1928 


Uruguay  :- 


.«  reduced  by 
s  Income  (less 


65  »  pm  600  to  1,008 

knura  402  to  678 
maximum  378 
»d  to  means. 

70  rancs  (varying 


H  dominion;  W  province. 


7/12  state:  J/12  communes. 


State  pays  240  (race*  on  each 
pension;  commune  pays 
balance. 


70  Reduced  in  pro- 
income. 


;t  council  

maximum  200 


Federal  Government 


Shared  by  dominion 
and  provinces. 


8hared  by  central  gov- 
ernment and  local- 
ities. 


Do. 


Central  government. 


70  k;  reduced  in 

lex's  Income. 


District  partly  reimbursed 
by  State. 

Poll  tax  oa  all  persons  be- 
tween 18  and  fiO  years. 

State  


Central  government. 


11  •_. 
Men 
w  o 


<jar;< 


,*  reduced  in 
increased  for 
en  G|iore  dependent 

70  knt  or  amount 
f  life. 

65  for  white  por- 
ta year  for  col- 
l  in  proportion 


60  fear;  reduced  in 

ier'8  means. 


State... 
....do. 


Central  government. 


50  percent  Stute;  5(1  percent 

com  vj  una. 
State  


A  number  of  special  national 
taxes. 


Centrcl  government. 


Do 


'  Old-age  pensionilmprisonment  (or  dishonorable  action. 

•  Reduced  by  5  y|Habttua)  drunkenness. 

•  Pension  authorlReceipt  of  poor  relief  within  3  years  of  claiming. 
<  If  authority  accRelatives  liable  and  able  to  support. 

means  and  pensioniAboriglnal  Dative*. 

•  Reduced  by  3  y 

•  Pension  is  variej 
application  for  pen 


11*794*   44.    (Face  p.  7© 


Table  17- — Principal  provision*  of  foreign  noncontributory  old-age-pension  Unci  through 


Qualifications  (or  r 


Other 
qualifi- 
cations 


al-income  limit 


Source  of  fund 


Canada.  Eflectlv 
6  provinces:  Alberta, 
British  Columbia, 
Manitoba,      N  e 
Brunswick,  Nov 
Scotia,    On  tart 
Prince  Edward  Is- 
land. Sastatcbew 

Denmark   


Greenland  

Iceland  

Irlah  Free  Suia.. 


British  subject.... 


20  years  Id  union  


British  subject  


6  yean  In  Slate.. 


British  subject.. 


12  year?  since  age  60  (or  nat- 
ural-horn citizens.  20  years 
Lu  till  (or  naturalised  sub- 
jects. 


30  years  In  all;  6  years  since 
age  50  (or  eitirons,  id  years 
(or  others. 


1023 
lU2s 


Required  

Not  required. . 


16  years  cut  of  20  Just  before 
claiming  for  persons  who 
hav«  been  British  subjects 
(or  5  years;  25  years  out  of 
30  (or  others. 

None  required  for  natural- 
born  subjects;  15  years  for 
naturalized  subjects  or 
aliens, 


which  pensioner  resides. 


Annual  Income  of  real  property  taken 
at  6  percent  of  Its  value,'  income  of 
personal  property -government  an- 
nuity purchasable  with  It. 


See  property  limit.. 


£32  10  a.;  benefits 
from  friendly  socie- 
ties and  trade  un- 
ions; allowances 
from  childreo;  war 
pensions. 

J125  


Maximum  £45 10s.  a  year.*  Reduced 
by  £1  for  each  £10  of  property  except 
exempt  property. 


Maximum  $240  a  year;1  reduced  by 
amount  of  pensioner's  Income  (la 
exemption). 


275  to  375  kr.  (vary- 
ing with  locality) 
plus  maximum  pen- 
sion applicable. 


Married  couple,  marl  rr 
kr.»;  single  man,  maxi 
kr.';  single  woman,  maxjn 
10  642  krone;*  adjusttd  to  c 


Annual  Income  from  first  £375  property 
(other  than  property  personally 
enjoyed  by  pensioner)  computed  at 
6  percent  balance;  at  10  percent. 

In  necessitous  circumstances  


Earnings  of  pensioner, 
400  francs  from  sav- 
ings (GOO  francs  if 
pensioner  has  ml^ed 
3chlldren  to  a^e  10). 
Income  from  £25  of  property;  £39  annual  Income  derived  from 
sources  otter  Ihan  earnings;  £*8  5s.  annual  income  derived 
from  any  source;  furniture  and  personal  eUecls;  sickness 
benetit  fron.  ineuuly  society  or  trade  union. 


In  necessitous  circumstances.. 


>  900  francs  (varying 


Amount  died  by  district  council. 
Minimum  20  kr.  a  year;  maximum  200 


Annual  Income  Irom  first  £375  prop- 
erty (other  than  property  person- 
ally eDjoyed  by  pensioner)  com- 
puted at  6  percent;  balance  at  10 


Tn  ueed"    *-■ 

'i>AJ  annual  Income  of  [Ton^rty 
Hied  at  10  percent  lor  all  property 
except  exempt  property  (£60). 


Annual  income  from 
come;  furniture  ar 
friendly  society  or 


£50."..  I  £39  

Funeral  benefit  from  friendly  society;  bouse  ^including  furniture 
and  persona!  ette-.'ts)  in  which  pensioner  lives  provided  own- 
ership is  transferred  to  pension  authority.) 


Inadequate  income  ---  — 

Annual  Income  from  any  property 
owned  and  occupied  by  pensioner 
and  from  all  other  uninvested  assets 
computed  at  10  percent. 

Property  must  be  expressed  in  terms 


Annual  Income  from  property  owned 
and  occupied  by  pensioner  and 
from  other  uninvested  assets  com- 
puted at  10  percent. 


$50  a  year  

Maximum  £40  10s. 

proportion  to  mi 

pensioners  with  2 

children. 
Fiied  eo  that  60  perfect  of 

will  buy  necessaries  of  life. 
Maximum  £30  a  year  for  wl 


per- 

im  ais  a  year  mr  col- 
reduced  In  proportion 


Federal  Government 


H  dominion;  H  province 


7/12  state:  6/12  < 


State  pays  240  frm 
Knee.'  t0Q,a 


Shared  by  central  gov- 
ernment and  local- 
ities. 


Central  government. 


District  partly  reimbursed 

by  Stale 
Poll  lax  on  al!  persons 

tween  IS  and  CO  years. 


Ceniral  eovcrcment. 


year;1  reduced  In 
na;  Increased  for 
more  dependent 


50  percent 
Statu  


Central  ^overnmenL 


Centre!  government. 


nberof  special  narlonal 


1  Old-age  pensions  combinoa  with  invalidity  pensions. 
»  Reduced  by  5  years  in  case  o(  incapacity  for  work. 

'  Pension  authority  recovers  amount  of  penMon  on  death  of  pensioner  or  of  survivor  of  married  couple. 

•  If  authority  accepts  transfer  of  bouse  in  which  pensioner  resides,  value  Is  disregarded  In  assessing 
means  and  pensioner  lives  in  it  rent-free. 

•  Reduced  by  3  years  In  case  o(  Incapacity  for  work. 

•  Pension  Is  varied  in  accordance  with  locality  In  which  pensioner  lives  and  Is  Increased  11  sending  In  of 
application  for  pension  Is  deferred  beyond  age  66 


Bo-™:  CompUrf  Irem  ATffraUrltalorf  PnXn..  lotMMllona  L.bour  offio.  SMdla,  uul  ffcporu.  S«t»  M, 


r  Nonconiributory  pensions  being  replaced  by  contributory  pensions. 

•  C6  lor  widow  of  beneficiary.  ....  , 

i  Reduced  by  5  years  for  claimants  having  2  or  more  dependent  children  under  16. 

t*  Will  not  go  Into  eflect  until  announced  Dy  royal  decree. 

e.  Good  character. 

A  Persons  of  non-European  extraction. 

B.  Aboriginal  natives  living  under  tribal  conditions 

O.  Desertion  of  spouse. 

No  o.  Geneva,  1033;  Iwrint  IU  BuentUU,  Barber*  Naohtrleb  I 


D.  Imprisonment  for  dishonorable  action. 

E.  Habitual  drunkenness. 

F.  Receipt  of  poor  relief  within  3  years  of  claiming. 

G.  Relatives  liable  and  able  to  support. 

H.  Aboriginal  natives. 


11S7M'    s*.    (rees  p.  78) 
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Table  18. — Estimated  number  of  families  and  children  receiving  mothers'  aid  and 
estimated  expenditures  for  this  purpose 

[Based  on  figures  available  Nov.  15,  1934] 


State 


Number  of 
families 
receiving 
mothers' 
aid 


Number  of 
children 
benefiting 
from  moth- 
ers' aid 


Estimated  present  annual  expenditures  for 
mothers'  aid,  local  and  State 


Total 


Local 


Total. 


Alabama  

Arlrona  

Arkansas  •  

California  

Colorado  

Connecticut  

Delaware...  

District  of  Columbia. 

Florida  

Oeorgia  •  

Idaho 1  

Illinois  

Indiana  

Iowa  

Kansas  

Kentucky  

Louisiana  

Maine  

Maryland  

Massachusetts  

Michigan  

Minnesota  

Mississippi5  

Missouri  

Montana '..  

Nebraska  

Nevada'  

New  Hampshire  

New  Jersey  

New  Mexico*  

New  York  

North  Carolina  

North  Dakota  '  

Ohio  

Oklahoma  •   

Oregon  

Pennsylvania  

Rhode  Island  

South  Carolina '  

South  Dakota »  

Tennessee  

Texas  

Utah.  

Vermont  

Virginia.  

Washington  •  

West  Virginia  

Wisconsin  ... 

Wyoming  •  


109, 036 


280,  565 


'$37,487,479 


'$31.  821, 957 


106 


379 


20,  940 


7, 050 
552 

1,271 
348 
209 

2,  564 


17,  642 
«  1,435 
3,  276 
855 
720 
6,  164 


2,  133,  999 
149,  688 
734,  627 
93,000 
143,  997 
222,286 


224,  252 
149.  688 
489,  752 
46.  500 
143,  997 
222,  286 


230 
6,217 
1,332 
3,  527 
768 
137 
88 
817 
267 
3,  939 
6,938 
3,597 


619 
14,  802 
3.856 
'9,  170 
•1,997 
•356 
«  229 
•2,124 
'  694 
11,817 
»  18,039 
9, 152 


36,315 
1,837,012 
352,  224 
719, 772 
75,  721 
62,  889 
9,312 
310,000 
117,459 
2,  450,  000 
2,  448,  962 
1, 138,  176 


36,315 

1,  633,  217 
352,  224 
719. 772 

75,  721 
62,  889 
9.312 
155.  (KW 
117,459 
1,400.000 

2,  448.  962 
1, 138,  176 


336 
839 

1,654 
200 
260 

7,711 


•874 
1,969 
•4.300 
•520 
761 
18,  789 


93,440 
213,  623 
272, 036 

44.  035 
$82.  440 
2.  445,  564 


93, 440 
213,  623 
272. 036 

44,  035 


$2,  445,  564 


23,  493 
314 
978 
8.923 
1,896 
1,040 
7,  700 
613 


56,  524 
947 

2,  644 
24,  470 

6, 168 

2.  259 
22,  587 

1.666 


11.731.  176 
58,  706 
238,314 
2.116,908 
123,314 
247.  140 
8, 197,  640 
267,  252 


11,  731.  176 
29,  353 
238.  314 
2,  116.908 
123.314 
247. 140 
1,  698.  820 
133.  628 


1,290 
241 
332 
622 
206 
136 

3,013 
108 

7, 173 
96 


3,  324 

•  627 

•  883 

•  1,617 

461 
545 

•  7,  834 

•  281 
17,932 

279 


285.  986 
71,328 
43, 987 
78.  651 
46, 976 
33,  876 

619,  538 
16.086 
2, 180,  790 
22,  294 


286.  986 
71.328 
43,  987 
78,  651 
23.  488 
16,  938 
519,  538 
16,  086 
1. 930,  790 
22,294 


•  Includes  revised  figures  for  Illinois. 

•  No  mothers'  aid  law. 

•  Mothers'  aid  discontinued. 

•  Estimated  on  basis  of  2.6  children  per  family,  the  average  rate  for  20  States  reporting  in  Decembe.  1933. 
1  Estimated  on  basis  of  trends  in  comparable  States  from  which  reports  have  been  received. 

•  Law  not  in  operation. 

Source:  The  U.  S.  Children's  Bureau. 
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Table  19. — Funds  for  State  maternal  and  child-health  work 


State 


1928 


Total  funds  Federal 


State 


1934 


Percent 
increase 
1934 
over 
1928 


Percent 
decrease 

1934 
under 

1928 


Delaware  

Pennsylvania... 

Maine  

Massachusetts.. 
New  Hampshire 

Rhode  Island  

Illinois  

Connecticut  

New  Jersey  

Wisconsin  

Maryland  

Minnesota  

South  Dakota. 

Arizona  

New  York  

Virginia..  

Kentucky  

Michigan  

Missouri  

Texas  

Montana  

Georgia  

North  Dakota... 
North  Carolina. 

Washington  

Mississippi  

Wyoming  

Louisiana  

Kansas  

West  Virginia... 

Hawaii  

California  

Florida  

Ohio..  

Oregon   

Iowa  

Idaho  

South  Carolina- 
Tennessee  

Alabama*.  

Arkansas..  

Colorado  

Indiana  

Nebraska  

Nevada  

New  Mexico  

Oklahoma  

Utah  

Vermont  


$18, 

132, 
25, 
78, 
20, 
24, 
70, 

1  32, 

118, 
60, 
33, 
47, 
7, 
19, 

210, 
75, 
47, 

■  64, 
49, 
77, 
24, 
64, 
8, 
49, 
8, 
49, 

1  10, 
30, 
35, 
40, 
18, 

1  67, 
37, 
53, 
27, 
42, 
12, 
37, 
65, 
64, 
38, 
15, 
53, 
17, 
16, 
19, 
42, 
20, 
5, 


008.02 
621.  98 
000.00 
275.00 
976.  62 
276.28 
000.00 
760.00 
163.  55 
752.00 
554.00 
000.00 
500.00 
507.  42 
041.78 
574.00 
597.  48 
741.  11 
186.  81 
902.  52 
400.00 
438.  89 
000.00 
519.  60 
387.  00 
076.58 
000  00 
042.00 
000.  00 
443.  48 
451.  92 
580.00 
906.00 
334.00 
533.  46 
298.  91 
500.00 
711.  30 
767.00 
173.90 
635.02 
000.00 
897.00 
000.00 
044.00 
860.  66 
358.96 
500.00 
000.00 


$11,  504.  01 
68,  810.  99 
15,  000.  00 


12,  988.  31 
14,  076.  28 


31,  284.  55 
27,  751.  62 
19,  277.  00 
26,  099.  65 
7,  500.  00 

12,  253.  71 
80,  041.  78 

25,  574.  00 

26,  298.  64 

34,  741. 11 
24,186.  81 
41,  450.  52 

13,  700.  00 

35,  451.  10 

6,  500.  00 

27,  259.  56 
6,000.00 

22,  076.  58 

7,  500.  00 
7,  521.00 

20, 000.  00 
19,  571.  74 

11,  725.  96 
31.  290.  00 
16,  531.  72 

23,  685.  57 
16,  283.  48 
21,  085.  31 

7,500.00 
21,  355.  65 
25,  767. 00 
25,  836.  95 
21,  817.  51 
10,  000. 00 
31,  927.  00 
11,000.00 
10,  522.  00 

12,  430.  33 
23,  679.  48 
12,  500.  00 

5,  000.00 


$3,  504.  01 
63,810.99 
10,  000.  00 
78,  275.  00 
7,  988.  31 
10,  200.  00 
70,  000.  00 
32,  760.  00 
86, 879.  00 
23,  000.  38 
14, 277.  00 
20,  900.  35 


7,  253.  71 
130,  000.  00 
50,  000.  00 

21,  298.  84 
30,  000.  00 
25,000.00 
36, 452.  00 
10,  700.  00 

28,  987.  79 
1,  500.  00 

22,  260.  00 
3,  387.  00 

27,  000.00 
2,500.00 
22,  521. 00 

15,  000.  00 
20,  871.74 

6,  725.  96 
26,  290.  00 
21,374.28 

29,  748.  43 
12,  250.  00 
21,213.  60 

5,000.00 

16,  355.  65 

30,  000.  00 
33, 336.  95 
16, 817.  51 

5,000.00 
21, 970.  00 
6,000.  00 
6,  522.  00 
7, 430.  33 
18,  679  48 
8, 000.  00 


$33,  000. 
197,  539. 

26,  300. 

80,  850. 

21,  620. 

24, 065. 

69,  070. 

29,  392. 
103,  872. 

43, 350. 

26, 844. 

36,000. 
5,000. 

12,  890. 
134,  500. 

40,  372. 

25,  200. 
31,  940. 
23,  799. 
34, 840. 
10,  500. 

26,  000. 
3,  056. 

18,  500. 

3,  000. 
15, 15a 

2,500. 

7,  000. 

8,  000 
9, 140. 
4, 100. 

12,  225. 
7,  330. 
10,  048 

4,  701. 
6,  600 

1,  430 

2.  0-16. 
2,  912. 
2.  520. 


83.3 
48.9 
5.2 
3.3 
3. 1 


0.9 
1.3 
in.  3 
12. 1 
14.6 
20.0 
23.4 
33.3 
33.9 
36.0 
46.6 
47. 1 
50.7 
51.6 
55.3 
57.0 
59.7 
61.8 
62.6 
64.2 
09.1 
75.0 
76.7 
77.1 
77.4 
77.8 
78.8 
80.7 
81.2 
82.9 
84.4 
88.6 
94.6 
94.8 
96. 1 


1  For  four  States  (California,  Connecticut,  Michigan,  and  Wyoming),  1929  figures  are  given. 
Source:  The  U.  S.  Children's  Bureau. 


Table  20. — General  economic  statistics 

INDICES  OF  BUSINESS  CONDITIONS* 
[1923-25  =  100] 


1929 

1932 

1934  (first  10 
months) 

1. 

Index  of  industrial  production  1    

110 

64 

80 

2. 

Index  of  factory  pay  rolls  !    

108 

45 

62 

3. 

Index  of  factory  employment !   

101 

62 

79 

4. 

100 

56 

63 

5. 

Index  of  department  store  sales  (value)  '    

111 

69 

68 

6. 

117 

28 

33 

Index  of  exports  (value)  J_   

115 

35 

49 

B. 

Index  of  bank  debits  outside  New  York  City    

140 

65 

68 

'Survey  of  Current  Business,  February  1934,  p.  3,  and  Decem- 

ber 1934,  p.  3. 

1  Unadjusted  for  seasonal  variation;  adjusted  for  number  of  working  'lays. 
•  Unadjusted  for  seasonal  variation. 
'  Adjusted  for  seasonal  variation. 
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Table  20. — General  economic  statistics — Continued 

OTHER  ECONOMIC  DATA 

8.  Number  of  gainful  workers,  September   -     1934..  50,277,000 

Estimate  of  Committee  on  Economic  Security. 

10.  Per  capita  full-time  income,  wage,  and  salaried  employees  £  J'  ?™ 

National  Income,  1929-32,  Letter  from  Acting  Secretary  of  Commerce,  S.  Doc.  124, 

731  Cong.,  2d  MS.'..,  p.  19. 

11.  Average  weekly  factory  earnings  pur  wage  earner     ...1929..  $28. 54 

1934."  $20. 08 

Survey  Current  Business,  February  1931,  p.  7,  and  December  1934,  p.  7.   Data  for 
1934  for  iirst  10  months. 

12.  Index  of  cost  of  living  (1913=100)  -  ....December  1929..  171 

December  1932..  132 
June  1934..  136 

Monthly  Labor  Renew,  August  1934,  p.  526. 

OLD-ACS  E  DATA 

13   l'opulation  1930    60  years  of  age  and  over..  10,385,026 

65  years  of  age  and  over..  6,633,805 
70  years  of  age  and  over..  3,863,200 
Fifteenth  Census  of  tho  tT.  S.,  1930,  vol.  II,  Population,  p.  576. 

14.  Number  of  old-age  pensioners  -  1931-.  76,339 

1934..  180,003 
Data  for  1931  from  Monthly  Labor  Review,  June  1932,  p.  1261.    Data  for  1934  com- 
piled by  Committee  on  Economic  Security  from  latest  available  information. 

15  Amount  paid  in  old-age  pensions    -  1931..  $16,173,207 

1934..  31,192,492 
Data  for  1931  from  Monthly  Labor  Review,  June  1932,  p.  1261.    Data  for  1931  com- 
piled by  l  ommiticc  nn  Economic  Security  from  latest  available  information. 

NATIONAL  INCOME  STATISTICS 

16.  National  income  paid  out   ..1929  .$82, 300,  000, 000 

1933..  46,800.000,000 
The  National  Income,  1933,  release  Jan.  14,  1935,  p.  6,  Department  of  Commerce. 

17.  National  income  paid  out...      1933.. $46, 800, 000, 000 

Wages  and  salaries      29,300,000.000 

Dividends  and  interest    -   7,300,000,000 

Net  rents  and  royalties    2,300,000,000 

Entreprenurial  withdrawals     7,900, 000,  000 

The  National  Income,  1931,  release  Jan.  14,  1915,  p.  6,  Depirtraent  of  Commerce. 

18.  National  income  paid  out...  -  ....1932. .$18,  884, 000, 000 

Business  savings  or  losses          9,  528,000,  000 

Income  produced      -          39,  365, 000,  000 

National  Income,  1929-32,  letter  from  Acting  Secretary  of  Commerce,  S.  Doc.  124, 
73d  Cong.,  2d  ress.,  p.  10. 

WHOLESALE,  RETAIL,  AND  MANUFACTURING  SALES 

19.  Net  wholesale  sales   1929  .$58,950, 108,000 

1933..  32,030,504,000 
Final  United  Slates  Summary  of  Wholesale  Trade  in  1933,  Department  of  Commerce, 
Bureau  of  the  Census,  p.  7.    The  19J9  figures  have  been  revised. 

20.  Net  retail  sales      ...1929..$49, 114, 653, 000 

1933..  25,037,225,000 
United  States  Summary  of  the  Retail  Census  for  1933,  Department  of  Commerce, 
Bureau  of  the  Census,  p.  3. 

21.  Gross  value  of  manufactured  products    .1929.  $69,  960,  909,  712 

1933..  31,358,840,392 
Census  of  Manufactures:  1931,  Department  of  Commerce,  Bureau  of  the  Census,  p.  1. 
The  1929  figures  have  been  revised. 

LIFE-INSURANCE  STATISTICS 

22  Aggregate  life  insurance  in  force   _.     1933.  .$97, 985, 043,  747 

Ordinary       71,918,829, 182 

Industrial        17,154,472,848 

Croup...      _.   8,911,741,717 

Spectator  Co.,  Year-Book — Life  Insurance,  1931. 

23  Average  size  of  life  insurance  policy  in  force,  1933: 

Ordinary         $2,252 

Industrial...    _   210 

Computed  from  Spectator  Co.    Year-Book—Life  Insurance,  1934. 

24.  Surrendered  policies  and  loans,  life  insurance  _   1933..  $4,394,948,987 

Spectator  Co.,  Year-Book—Life  Insurance,  1934 
Also  letter  from  Spectator  Coi 
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Table  20. — General  economic  statistics — Continued 

BAVINGS  ESTIMATES 

2B.  Annual  savings  through  life  insurance  —1933..  $2, 950, 465,  K99 

New  premium  payments    _   234, 954,  196 

Renewal  premium  payments.    —   2, 715,  511,  703 

Spectator  Co.,  Year- Book— Lilt  Insurance,  1934. 

26.  Savings  and  other  time  deposits  ..1929.. $28,  218,000,000 

1932..  24,281,000.000 

Data  for  all  reporting  banks  in  United  States. 
Statistical  Abstract  of  the  United  Slates,  1933,  p  242,  table  252. 

o 


Supplemental  Statements  to  the  Report  of  the  Advisory  Council  to 
the  Committee  on  Economic  Security 

Washington,  D.  C, 

December  15,  1934. 

Hon.  Frances  Perkins, 

Secretary  of  Labor,  Washington,  D.  C. 

Dear  Madam  Secretary:  In  accordance  with  your  invitation  given  at  the 
opening  of  the  Advisory  Council  on  Economic  Security,  indicating  that  you 
would  be  glad  to  consider  views  expressed  by  a  minority  or  individuals,  we 
desire  to  submit  the  following: 

Our  sympathy  for  the  objective  expressed  by  the  President  concerning  greater 
social  security  and  the  removal  of  fear  of  unemployment  from  the  worker's  mind 
moves  us  to  the  belief  that  certain  of  the  recommendations  of  the  Advisory 
Council  should  be  emphasized: 

1 .  The  first  objective  that  should  be  encouraged  is  stabilization  of  employment, 
or  assurance  of  employment,  and  this  is  along  the  line  of  the  President's  pro- 
nouncement that,  if  this  could  be  accomplished,  the  worker  would  b  able  to  look 
forward  to  at  least  a  minimum  amount  for  an  annual  wage  on  which  to  plan  his 
family's  support.    This  should  produce  better  work  at  lower  cost,  reflected  in 
lower  selling  prices  and  a  consequent  increase  in  consumption  on  the  part  of  the 
community.    No  one  knows  how  much  can  be  done  along  the  line  of  stabilization 
of  employment,  and  therefore  every  effort  should  be  made  to  encourage  experi- 
ments in  this  direction  by  individual  companies,  who  will  give  adequate  indem- 
nities in  the  shape  of  Government  bonds  or  otherwise  to  see  that  their  guarantees 
of  minimum  annual  employment  will  be  carried  out.    To  show  that  much  more 
can  be  done  along  this  line,  we  quote  from  an  article  in  the  New  Republic  of 
December  5,  entitled  "Security  for  Americans",  by  Elizabeth  Brandeis: 

"Although  benefits  do  not  begin  generally  under  the  law  until  reserves  have 
been  built  up  for  1  year,  70  companies  have  already  guaranteed  their  3,000 
Wisconsin  worker  two-thirds  of  full-time  work  and  wages  for  at  least  42  weeks  of 
the  current  year.  Many  other  workers  are  now  employed  on  a  year's  salary 
contract,  as  a  direct  result  of  the  act,  even  before  it  is  fully  operative." 

The  assurance  given  to  these  3,000  Wisconsin  workers  is  equivalent  to  almost 
54  percent  of  normal  annual  work  or  pay.  If  this  is  the  result  after  the  Wisconsin 
law  has  been  in  effect  for  only  r.  few  months  and  in  one  State,  surely  there  must 
be  a  great  opportunity  for  stabilization  of  employment  and  assurance  of  a  large 
part  of  an  annual  wage  throughout  the  United  States.  The  law  that  should  be 
enacted  should  recognize  this  as  a  desirable  result  of  tne  legislation  and  should 
stimulate  to  the  greatest  extent  such  efforts  of  individual  companies. 

2.  We  would  call  your  attention  to  the  second  principal  objective  mentioned 
on  the  first  page  of  the  Council's  report: 

"The  plan  should  serve  as  an  incentive  to  employers  to  provide  steady  work 
and  to  prevent  unemployment." 

We  feel  that  considerable  progress  can  be  made  toward  this  objective  if  com- 
panies or  industries  are  permitted  to  set  up  separate  accounts,  with  the  safeguard 
provided  in  the  Council's  report. 

If  a  plant  or  industry  can  reduce  unemployment,  after  a  certain  reserve  has 
been  built  up,  their  contribution  to  the  reserve  becomes  less,  which  means  their 
cost  of  production  is  less  and  that  the  selling  price  to  the  public  may  be  reduced. 
Management  will  be  encouraged  to  strive  for  greater  efficiency  in  plant  operation, 
and  the  cost  of  the  less  regular  industries  will  be  borne  by  such.industries,  which 
is  in  line  with  the  philosophy  of  the  workmen's  compensation  acts  generally 
adopted  in  this  country;  i.  e.,  that  the  cost  of  the  more  hazardous  or  less  efficiently 
managed  industries  is  reflected  in  the  cost  of  production  and  therefore  in  higher 
selling  prices  to  the  public,  and  these  increased  costs  are  not  borne  by  the  indus- 
tries which  are  less  hazardous  or  more  efficiently  managed.  If  the  community 
needs  the  products  of  6uch  more  hazardous  or  less  efficiently  managed  industries, 
the  increased  cost  thereof  should  be  borne  by  the  community.  Miss  Brandeis.. 
in  the  article  previously  referred  to,  says: 


"Under  a  pooled  unemployment-insurance  fund  (as  in  Europe)  this  subsidy 
comes  in  large  part  from  competitors  who  operate  more  steadily;  namely,  other 
concerns  in  the  same  industry  or  other  industries  that  compete  for  the  consumer's 
dollar.  For  instance,  coal  mices  run  irregularly,  while  oil  refineries  or  water- 
power  plants  employ  their  workers  more  nearly  the  year  round.  Now,  if  idle 
coal  miners  were  supported  in  part  by  insurance  contributions  from  oil  refineries 
and  water-power  plant.?,  could  anyone  tell  which  is  really  the  cheapest  fuel? 
If  the  shoe  factory  or  automobile  plant  which  runs  the  year  round  had  to  subsidize 
the  competing  factory  or  plant  which  does  not,  there  would  arise  a  species  of 
unfair  competition  that  might  even  force  out  of  business  the  truly  low-cost 
concern." 

In  Ohio,  where  a  pooled  plan  has  been  recommended,  differences  in  hazards 
are  recognized  and  varying  rates  may  iu  time  be  determined  for  the  different 
industries. 

3.  Because  there  is  such  a  wide  difference  of  opinion  and  60  little  actual  ex- 
perience, we  cordially  endorse  the  President's  view  that  there  should  be  the  wie'est 
opportunity  for  experimentation  and  encouragement  should  be  given  to  companies 
and  industries,  .vhtther  intrastate  or  interstate,  to  experiment  with  standards 
not  less  favorable  than  those  approved  by  a  governmental  administrative  body. 
Respectfully  yours, 

M.  B.  Folsom. 
M.  E.  Leeds. 
S.  Lewisobn. 
Raymond  Molet. 
Gerard  Swope. 
W.  C.  Teagle. 


Washington,  D.  C,  December  16,  1984. 

Hon.  Frances  Perkins, 

Secretary  of  Labor,  Washington,  D.  C. 
Dear  Madam  Secretary:  The  Advisory  Council  has  gone  on  record  as  not 
approving  in  principle  employee  contributions.    We  feel  very  strongly  on  this 
subject,  and  therefore  beg  leave  to  submit  this,  our  position,  to  you  for  your 
consideration. 

Employee  contributions  are  in  effect  in  every  system  of  unemployment  insur- 
ance in  Europe,  with  the  single  exception  of  Russia.  Experts  and  actuaries 
have  worked  on  this  problem  and  many  have  made  recommendations  through 
various  State  commissions  for  employee  contributions.  To  mention  only  a  few, 
the  Minnesota  commission  recommended  50  percent  from  the  employee  and  50 
percent  from  the  employer;  in  Ohio,  two-thirds  from  the  employer  and  one-third 
from  the  employee  (total  3  percent,  although  in  this  instance  the  actuary  recom- 
mended 50  percent  from  the  employer  and  50  percent  from  the  employee,  2  per- 
cent each);  and  in  New  Hampshire,  2%  percent  from  the  employer  and  1  percent 
from  the  employee.  With  employee  contributions,  the  total  fund  can  be  in- 
creased over  that  provided  merely  by  employer  contributions,  which  therefore 
increases  the  amount  and  lengthens  the  period  of  benefits;  and,  even  more  im- 
portant, employee  contributions  provide  more  effective  administration  and  a 
clearer  conception  on  the  part  of  workei  i  of  their  responsibilities  as  self-respect- 
ing citizens,  the  worker  then  regarding  the  plan  as  partly  his  own  to  which  he  has 
contributed,  and  not  looking  upon  it  as  something  given  to  him  as  a  gratuity. 

In  the  discussion  in  the  Council,  many  held  that,  while  unemployment  insur- 
ance was  a  burden  that  should  be  rightly  carried  by  the  employer  alone,  old-age 
pensions  were  not  properly  a  burden  on  industry,  but  that  old  age  is  an  incident 
in  everyone's  life.  The  Council  voted,  however,  that  the  burden  of  old-age 
pensions  should  be  borne  equally  by  employer  and  employee,  not  because  it 
was  either  scientifically  correct  or  just,  but  principally  because  this  was  the 
simplest  way  of  accomplishing  the  results.  Therefore,  possibly  by  .combining 
unemployment  insurance  and  old-age  pensions  something  can  be  done  to  meet 
these  divergent  views  and  which  will  give  a  larger  fund  for  unemployment  insur- 
ance than  that  recommended  by  the  Council  and  make  both  plans  effective  at 
an  earlier  date  than  the  recommendations  of  the  Council  call  for.  In  the  recom- 
mendations of  the  Council,  both  plans  will  be  in  full  force  and  effect  in  1956 
Enclosed  is  a  table  and  a  chart  which  will  bring  both  plans  into  full  force  and 
effect  in  1952,  will  give  a  larger  amount  for  unemployment  insurance,  and  will 
make  the  imposition  of  the  burden  on  the  employer  more  gradual  and  easier  to 
bear  without  unduly  increasing  the  burden  on  the  employee.  In  considering 
this  table  and  chart,  we  appreciate,  of  course,  that  different  combinations  can 
be  made  as  to  rates  and  time  when  such  rates  become  effective. 
Respectfully  yours, 

M.  B.  Folsom. 
8.  Lewisohn. 
Raymond  Moley. 
Gerard  Swope. 
W.  C.  Teagle. 

UNEMPLOYMENT  INSURANCE 
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Preliminary  RziORT  of  the  Technical  Board  to  the  Committee  ox 

Economic  Security 

We  have  devoted  considerable  time  to  a  detailed  study  of  the  preliminary 
report  of  the  staff  and  find  this  report  very  illuminating.  We  congratulate 
Mr.  Witte  and  the  staff  upon  the  progress  of  the  studies.  We  feel,  however, 
that  further  study  by  the  staff  and  ourselves  i6  required  before  we  can  make  any 
definite  or  final  recommendations. 

As  preliminary  recommendations  we  submit  the  following  observations: 

1.  The  final  scope  of  the  program,  as  well  as  the  rate  at  which  it  can  be 
adopted,  must  be  formulated  in  the  light  of  business  and  fiscal  conditions.  The 
comprehensive  program  for  economic  security  outlined  in  the  preliminary  report, 
would  cost  between  3  and  4  billion  dollars  per  year  and  even  more,  depending  on 
the  scope  of  the  public  employment  provided.  The  parts  of  the  program  financed 
exclusively  or  mainly  by  contributions  of  (taxes  on")  the  employers  and  employee* 
will  involve  approximately  the  following  percentages  of  the- included  pay  rolls 
(assuming  as  liberal  benefits  as  outlined  in  the  preliminary  report):  Unemploy- 
ment insurance,  4)$  percent;  contributory  old-age  insurance,  4  percent;  health 
insurance,  3  to  5  percent  (depending  upon  the  scope).  The  parts  involving  sub- 
sidies from  the  Treasury  would  cost  the  following  annual  estimated  totals  per 
vear:  Noncontributorv  old-age  pensions,  $100,000,000;  mothers'  pensions,  $50,- 
000,000-575,000.000;  contributory  old-age  insurance,  $500,000,000,  for  G5  to  40 
years  (with  some  offset,  however,  for  the  first  two  of  these  subsidies,  in  reduced 
relief  costs).  These  costs  must  be  borne  in  mind  in  all  considerations  of  this 
program,  particularly  its  timing. 

2.  With  in  the  neighborhood  of  9,000,000  persons  unemployed,  and  above  SO 
percent  of  the  4.000,000  families  and  700,000  individuals  who  are  dependent  upon 
the  public  for  support  on  relief  list  because  of  unemployment,  unemployment 
now  constitutes  the  most  acute  economic  insecurity  and  it  must  be  recognized 
that  it  is  likely  to  remain  a  serious  problem  for  some  time  to  come.  Under 
these  circumstances,  the  most  necessary  measure  for  economic  security  is  the 
continuance  of  provision  for  relief  to  the  full  extent  that  is  financially  possible. 

3.  A  comprehensive  program  affording  economic  security  to  the  individual  in 
all  major  hazards  contains  many  features  which  cannct  possibly  be  put  into 
effect  for  several  years,  but  the  place  of  each  in  the  complete  program  and  the 
important  matter  of  priorities  should  be  set  forth  in  the  final  report  of  the  com- 
mittee and,  if  possible,  also  in  the  legislation  to  be  recommended  to  the  next 
Congress.  The  legislation  recommended  should  include  an  administrative  set-up 
under  which  not  only  will  there  be  a  continuing  study  of  all  phases  of  the  prob- 
lem but  the  several  parts  of  a  unified  economic  security  program  may  be  brought 
into  operation  when  conditions  permit,  without  necessity  of  extensive  further 
legislation. 

4.  A  comprehensive,  long-time  program  for  economic  security  should  probably 
include  as  its  major  element*: 


A.   COMPULSORY  UNEMPLOYMENT  INSURANCE 


On  this  subject  the  present  trend  of  thought  (subject  to  change)  of  the  Board 
runs  along  the  following  lines: 

(n)  Unemployment  insurance  is  an  essential  measure  for  the  economic  secur- 
ity of  the  most  stable  part  of  our  industrial  populations,  but  if  not  a  complete, 
all-sufficient  solution  of  the  problem. 
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(6)  Unemployment  insurance  should  l>e  strictly  contractual,  divorced  from  anv 
means  test.  Unemployment  insurance  funds  should  not  be  used  for  relief  or  any 
other  purposes  other  than  the  payment  of  ordinary  benefits. 

(c)  Unemployment  insurance  should  be  supported  by  contributions  from  the 
employers  and  probably  also  from  the  employees.  There  should  be  no  public 
contributions. 

(t/)  All  contributions  should  at  the  outset  be  pooled  in  a  single  fund  but  there 
should  be  further  exploration  of  the  advisability  of  permitting  "contracting  out" 
by  separate  industrial  and  house  funds  under  restrictions  adequately  safeguarding 
the  employees. 

(p)  Benefits  should  oe  paid  in  cash  for  a  limited  period  only,  in  proportion  to 
the  claimant's  period  of  employment,  and  should  be  sufficient  to  support  the 
family  while  being  paid. 

(J)  If  constitutional,  a  nationally  administered  system  of  unemployment 
insurance  is  to  be  preferred  to  a  State  system,  but  the  committee  should  be 
satisfied  that  a  nationally  daministered  system  is  constitutional  before  commit- 
ments in  favor  of  such  a  system  are  made  to  the  public. 

(g)  If  unemployment  insurance  is  to  be  developed  under  a  system  of  State 
administration  or  if  industrial  or  house  funds  are  permitted,  a  portion  of  all 
contributions  should  be  set  aside  in  a  national  reinsurance  fund  to  guarantee 
payment  of  the  contractual  benefits  from  the  separate  funds. 

C.   OLD-AOE  SECURITY 

As  we  now  see  the  problem  of  the  aged,  a  long-time  program  for  economic 
security  should  include: 

(a)  State-administered  noncontributory  old-age  pensions  based  on  a  revised 
means  test,  with  Federal  subsidies  conditioned  upon  compliance  with  standards 
which  will  liberalize  the  restrictive-resident  and  other  provisions  of  the  existing 
State  laws. 

(ft)  A  contributory  old-age  insurance  system  which  should,  if  at  all  possible, 
be  administered  by  the  Federal  Government.  This  system  should  be  based  on 
reserve  principles,  but  should  grant  a  limited  credit  for  workers  who  reach  retire- 
ment age  before  enough  of  a  reserve  has  been  created  to  give  them  a  reasonable 
pension.  The  Federal  Government  should  assume  the  liability  for  this  credit, 
but  the  cost  should  be  spread  over  a  considerable  period  of  time.  No  pensions 
should  be  paid  until  after  the  system  has  been  in  operation  for  at  least  five  years. 
The  system  should  be  compulsory  for  all  employed  workers  (with  some  exceptions) 
and  optional  for  other  classes  of  fhe  population.  The  benefits  should  be  computed 
on  a  basis  which  will  be  self-sustaining  from  the  contributions  of  employers  and 
employees  aside  from  the  accrued  credits  to  present  employees  now  of  middle 
age  or  older. 

D.   MEDICAL  CARE 

To  provide  completely  for  the  loss  resulting  through  sickness  among  the  people 
in  the  lowest  income  groups,  there  should  be,  as  we  now  see  it: 

(a)  Improved  provisions  for  public-health  services,  stimulated  through  Federal 
subsidies. 

(6)  A  State-administered  system  of  health  insurance  which  should  be  compul- 
sory for  people  in  the  lowest  income  groups  and  optional  for  people  of  somewhat 
higher  income  level.  Ideally  such  health  insurance  system  should  cover  the  costs 
of  general  practitioners'  and  special  medical  services,  hospital,  clinical,  nursing, 
and  dental  care,  and  should  apply  not  merely  to  the  wage  earners  but  to  all 
members  of  their  families  as  well. 

(c)  A  system  of  insurance  against  loss  of  wages  resulting  from  illness.  This 
should  be  administered  through  the  same  agencies  as  unemployment  insurance, 
but  the  fund  should  be  kept  distinct  from  unemployment  insurance. 

E.  SECURITY  FOR  CHILDREN 

There  is  need  for  special  measures  for  the  security  of  children  along  the  two 
following  lines: 

(a)  Federal  subsidies  should  be  given  to  strengthen  the  existing  State  mothers' 
pension  laws,  for  the  support  of  widowed  and  deserted  young  families. 

(ft)  Federal  subsidies  should  be  given  for  health  work  for  mothers  and  children, 
particularly  in  rural  areas,  along  the  general  lines  of  the  former  Sheppard-Towner 
Act. 
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F.  ACCIDENT  INSURANCE 


On  accident  insurance  it  is  the  present  thought: 

(a)  Workmen's  compensation  should  remain  a  State  function,  but  the  Federal 
Government  should  actively  interest  itself  in  securing  greater  uniformity  in  the 
State  laws  and  raising  their  standards. 

(b)  Economic  loss  resulting  from  nonindustrial  accidents  can  best  be  met  as  a 
part  of  heaith  and  invalidity  insurance. 

G.  SURVIVOR8  INSURANCE 

Some  provision  must  necessarily  be  made  in  connection  with  old-age  insurance 
for  surviving  widows  in  the  older  age  groups  of  pensioners  who  die  after  their 
insurance  rights  have  matured.  A  more  general  form  of  survivors  insurance  may 
be  desirable,  but  cannot  be  considered  immediately  feasible. 

H.  INVALIDITY  INSURANCE 

Ideally  the  risks  of  invalidity  should  be  covered  through  a  social  insurance 
system.  Statistics  should  be  gathered  for  the  computation  of  costs  but  it  now 
seems  that  this  should  be  the  last  part  of  a  complete  social  insurance  system  to  be 
put  into  operation. 

I.  RELIEF 

There  will  always  be  a  residual  group  for  whom  relief  must  be  provided,  on  a 
means  test  basis.  Plus  this,  there  is  a  large  problem  in  the  care  of  the  tradi- 
tionally "dependent  and  defective"  classes.  Care  of  these  classes  should  be  re- 
garded as  a  State  and  local  responsibility,  as  should  be  relief,  except  in  periods  of 
great  emergencies. 


Report  of  the  Technical  Board  on  the  Major  Alternative  Plans  for  the 
Administration  of  Unemployment  Insurance 

(Presented  to  the  Committee  on  Economic  Security,  Nov.  9,  1934) 

I.  Three  major  alternative  plans  for  the  administration  of  unemployment 
insurance  are  worthy  of  consideration: 

(1)  An  exclusively  Federal  system. — Under  such  a  system  the  Federal  Govern- 
ment would  levy  a  tax  on  employers  and  possibly  also  on  employees,  the  proceeds 
of  which  would  be  appropriated  for  unemployment  insurance  purposes.  In  this 
act  it  would  set  up  a  complete  system  for  the  administration  of  unemployment 
insurance  specifying  all  conditions  for  benefits.  The  Federal  Government  would 
directly  administer  these  benefits  through  the  Employment  Service  and  Federal 
record  offices,  which  would  probably  be  set  up  on  a  regional  basis. 

(2)  A  cooperative  Federal-State  system  on  the  sbusidy  plan. — Under  such  a 
system  the  Federal  Government  would,  likewise,  levy  and  collect  a  pay-roll  tax 
on  employers  and  possibly  also  on  employees.  It  would  provide  further  for 
subsidies  to  States  which  enact  unemployment  insurance  laws  satisfying  stand- 
ards specified  in  the  Fe  leral  act.  These  subsidies  would  be  a  stated  percentage 
of  the  tax  actuallv  collected  from  the  respective  States,  which  would  be  set  up 
as  a  credit  in  the  Federal  Reserve  banks  to  the  account  of  the  State.  A  specified 
percentage  (say,  20  percent)  might  be  appropriated  to  the  supervisory  Federal 
department  and  used  to  finance  the  Employment  Service,  to  create  a  reinsurance 
fund  and/or  a  fund  for  payment  of  benefits  to  employees  who  lose  their  jobs  soon 
after  thev  have  migrated  into  a  new  State  after  stOl  having  unused  credits  in 
another  State.  Under  this  system  the  States  would  likewise  have  to  pass  unem- 
ployment insurance  laws  which  would  have  to  satisfy  the  standards  prescribed  by 
Federal  law,  but  might  vary  in  other  respects  from  the  laws  of  other  States. 
All  funds  would  be  held  at  ail  times  by  the  Federal  Government  but  the  benefits 
would  be  administered  by  the  States,  presumably  through  the  employment  offices 
and  central  record  offices. 

(3)  A  cooperative  Federal-State  system  on  the  Wagner-Levrit  principle. — Under 
this  system  the  Federal  Government  would  impose  su  excise  tax  on  employers 
against  which  there  would  be  allowed  as  a  credit  (up  to  the  full  amount  of  the 
tax  or  any  stated  percentage  thereof)  the  amounts  paid  by  such  employers  into 
unemployment  insurance  or  reserve  funds  established  pursuant  to  State  laws 
meeting  standards  prescribed  in  the  Federal  law.  The  cooperating  States  would 
collect  the  contributions  from  employers  (and,  if  they  so  determined  also  from 
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employees)  and  deposit  these  in  the  Federal  Reserve  banks  to  be  held  to  their 
credit  and  to  be  invested  and  liquidated  under  regulations  to  be  made  by  the 
Federal  Reserve  Board.  Under  this  plan,  as  well  as  under  the  subsidy  plan,  a 
percentage  of  the  amounts  collected  by  the  States  might  be  withheld  by  the 
Federal  Government  to  be  used  as  a  reinsurance  fund.  The  administration  of 
benefits  under  this  plan  would  be  a  State  responsibility,  but  could  be  controlled 
to  some  (probably  a  limited)  extent  by  Federal  legislation. 

II.  Which  of  these  three  plans  should  be  adopted  should  be  decided  primarily 
on  practical  and  fundamental  policy  considerations,  rather  than  on  the  issue  of 
constitutionality.  All  three  of  these  proposals  are  new  and  some  arguments  can 
be  made  both  in  favor  and  opposed  to  the  constitutionality  of  each  of  them. 
What  the  Supreme  Court  might  hold  is  largely  conjecture  and  is  likely  to  depend 
upon  the  detailed  development  of  these  respective  plans.  Among  the  people 
consulted  there  seems  to  be  a  quite  general  impression  that  the  Federal-State 
subsidy  plan  is  the  least  likely  to  be  overthrown  on  constitutional  grounds,  but 
there  are  some  uncertainties  even  as  to  this  plan,  depending  upon  how  it  is  worked 
out  in  detail. 

Fundamental  in  a  decision  betwen  these  plans  is  the  question  of  the  desirable 
extent  of  national  control  in  this  field.  The  exclusively  national  system  would 
insure  uniformity  throughout  the  country,  not  only  with  regard  to  contributions 
but  also  benefits.  It  would  ignore  State  lines  and,  thus,  make  it  a  relatively 
simple  matter  to  protect  the  benefit  rights  of  employees  when  they  move  from 
State  to  State.  It  would  also  make  possible  a  pooled  fund  for  the  entire  country 
and  thereby  automatically  meet  the  problem  presented  by  unusual  unemploy- 
ment in  particular  industries  and  States,  without  ilecessity  for  any  reinsurance 
fund.  It  would  also  have  the  advantage  of  whatever  degree  of  increased  efficiency 
there  may  be  in  Federal  as  compared  with  State  administration.  It  would  be  put 
into  operation  more  quickly  than  any  Federal-State  plan  and  would  come  into 
effect  at  one  and  the  same  time  throughout  the  entire  country. 

The  major  considerations  on  the  other  side  concern  the  same  fundamental 
question  of  the  desirable  extent  of  national  control.  An  exclusively  national 
system  would  necessitate  decisions  at  the  very  outset  on  all  points  which  could 
not  be  left  to  administrative  discretion,  such  as  employee  contributions,  indus- 
trial and  plant  funds,  incentives  to  regularization,  etc.  Even  among  the  people 
who  strongly  believe  in  unemployment  insurance  and  who  have  gi\en  the  most 
thought  to  this  subject  there  are  wide  differences  of  opinion  on  many  of  the  most 
fundamental  questions  arising  in  the  preparation  of  an  actual  bill.  Under  a 
national  system  no  experimentation  on  a  relatively  small  scale  would  be  possible 
and  mistakes  made  initially  would  have  much  more  serious  consequences  than 
under  State  system.  Moreover,  "all  the  eggs  would  be  in  one  basket",  with  the 
result  that  if  the  national  law  should  be  held  unconstitutional,  there  would  be  no 
State  unemployment  insurance  laws  which  remained  intact. 

III.  As  between  a  Federal-State  system  on  a  subsidy  plan  and  a  Federal-State 
system  along  the  lines  of  the  Wagner-Lewis  bill,  the  only  absolutely  necessary 
difference  is  that  under  the  former  all  taxes  (contributions)  levied  on  industry 
would  be  collected  by  the  Federal  Government,  while  under  the  latter  the  con- 
tributions under  the  State  unemployment  insurance  laws  would  be  collected  by 
the  States.  In  practice,  however,  it  seems  almost  certain  that  a  greater  degree  of 
national  control  will  be  developed  under  the  former  than  in  the  latter  system. 

The  subsidy  system  provides  a  simpler  method  for  the  collection  of  contribu- 
tions (pay-roll  taxes)  than  the  Wagner- Lewis  device.  It  would  have  at  least  some 
tendency  toward  higher  standards  of  administration — a  most  important  matter. 
It  probably  would  facilitate  the  setting  up  of  reinsurance  and  transfer  funds. 
From  the  point  of  view  of  expediency  it  has  the  advantage  of  being  a  brand-new 
proposal.  Clearly  it  is  superior  to  the  Wagner-Lewis  plan  if  extensive  national 
control  is  desired  at  this  time  in  unemployment  insurance. 

The  Wagner-Lewis  plan  has  the  advantage  over  the  subsidy  plan  that  it  will 
make  it  unnecessary  to  reach  decisions  under  the  Federal  act  on  the  most  contro- 
versial questions  in  connection  with  unemployment  insurance:  Whether  plant 
funds  shall  be  permitted  and  whether  employees  shall  be  required  to  contribute. 
It  may  be  that  these  questions  could  be  left  to  the  decisions  of  the  States  even 
under  the  subsidy  plan  but  certainly  not  as  easily  as  under  the  Wagner-Lewis 
device.  Another  important  consideration  is  that  under  this  plan  there  would  be 
no  pressure  on  Congress  to  use  sources  of  revenue  other  than  contributions  for 
unemployment  insurance  purposes,  which  is  likely  to  become  very  strong  under 
both  the  straight  national  and  (Federal-State)  subsidy  plans.  Finally,  under  the 
Wagner-Lewis  bill,  many  States  would  doubtless  pass  unemployment  insurance 
laws  before  the  Federal  tax  became  effective  and  could  be  litigtaed.*  In  the  event 
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that  the  Federal  law  should  then  be  held  unconstitutional,  the  State  laws  would 
continue  to  operate.  Under  the  subsidy  plan,  in  contrast,  while  the  States  would 
also  be  required  to  pass  legislation,  their  law9  would  include  no  revenue-raising 
features,  so  that  they  would  become  inoperative  if  the  Federal  act  should  for  any 
reason  be  held  invalid  dr  if  the  Federal  appropriation  is  discontinued. 

IV.  After  extended  consideration  of  these  three  major  alternative  plans  for 
the  administration  of  unemployment  insurance,  the  executive  committee  board 
finds  that  it  is  divided  regarding  which  of  these  systems  is  to  be  preferred-  The 
unemployment  insurance  committee  of  the  technical  board,  as  well  as  the  execu- 
tive director,  believe  that  the  exclusively  national  system  should  be  definitely 
rejected.  Many  of  the  members  of  the  staff,  on  the  other  hand,  favor  a  national 
system. 

The  unemployment  insurance  committee  also  holds  the  view  that  of  the  two 
alternative  cooperative  Federal-State  systems  the  Wagner-Lewis  plan  is  distinctly 
preferable  to  the  subsidy  system. 

In  view  of  the  differences  of  opinion  on  the  respective  merits  of  the  three  major 
alternative  3ystems  of  administration,  a  decision  between  these  systems  must  be 
made  by  the  Committee  on  Economic  Security.  An  early  decision  is  not  only 
vital  to  the  work  of  the  staff  but  to  the  entire  development  of  unemployment 
insurance  legislation  in  this  country.  At  this  time  unemployment  insurance 
study  commissions  are  functioning  in  nine  states,  charged  with  the  duty  of  making 
recommendations  on  this  subject  to  the  incoming  legislatures.  In  several  other 
States  unemployment  insurance  legislation  was  pledged  in  the  platform  of  the 
party  which  won  the  recent  election  or  has  been  promised  by  the  successful 
candidate  for  Governor.  And  not  only  in  these  but  many  other  States  there  is 
wide-spread  interest  in  unemployment  insurance  legislation  with  good  prospects 
for  its  enactment  in  the  coming  winter,  when  43  State  legislatures  will  be  in  ses- 
sion. In  all  States,  however,  there  is  at  present  great  uncertainty  as  to  what 
the  Federal  Government  is  going  to  do,  which  is  holding  up  all  plans  for  State 
legislation. 

Whether  the  Committee  on  Economic  Security  believes  that  an  exclusively 
national  system  is  or  is  not  desirable,  announcement  of  its -decision  upon  this 
point  at  the  forthcoming  national  conference  on  economic  security  would  be 
most  appropriate  and  valuable.  The  States  would  then  know  whether  they  are 
to  be  in  the  picture  and  could  make  their  plans  accordingly.  In  view  of  the  near 
approach  of  the  sessions  of  Congress  and  the  State  legislatures,  an  early  decision 
on  the  issue  of  an  exclusively  national  versus  a  cooperative  State-Federal  system 
would  seem  imperative. 

A  decision  regarding  the  type  of  a  cooperative  Federal-State  system  which  is 
desired  (if  such  a  system  is  preferred  over  an  exclusively  national  system)  is  less 
urgent.  If  the  committee,  however,  has  decided  preferences  as  between  the 
subsidy  plan  and  the  Wagner-Lewis  plan,  it  will  facilitate  the  work  of  the  staff 
and  the  technical  board  if  this  question  also  is  promptly  decided. 

Submitted  in  behalf  of  the  executive  committee. 

EnwiN  E.  Witte,  Executive  Director. 


Supplementary  Statement  of  the  Advisory  Council  on  Economic  Security 

To  the  Honorable  Frances  Perkins, 

Chairman  President's  Committee  on  Economic  Security, 

Washington,  D.  C. 

We  voted  with  the  majority  of  the  Advisory  Council  for  a  3-percent  pay-roll 
tax  on  employers;  but  we  regard  the  revenue  therefrom  to  be  thoroughly  inade- 
quate as  the  foundation  for  benefits  under  the  proposed  Federal-State  system  of 
unemployment  compensation.  The  actuaries  of  your  Committee  on  Economic 
Security  set  before  us  the  standards  which  they  estimated  as  possible  under  such 
a  3-percent  pay-roll  tax.  These  are:  First,  after  a  worker  is  laid  off,  a  4  weeks, 
waiting  period  without  benefit;  then  15  weeks'  benefits  at  50  percent  of  normal 
wages  (but  in  no  case  more  than  $15) ;  thereafter,  except  for  long-time  employees, 
nothing.  Our  vote  should  not  be  regarded  as  recommending  such  meagre  cover- 
age. 

Rather,  to  increase  the  benefits,  a  considerable  minority  of  the  Advisory  Council 
voted  for  a  5-percent  tax  on  pay  rolls;  and  a  larger  group  tied  the  vote  at  4  per- 
cent. As  no  benefits,  under  the  proposed  scheme,  are  to  accrue  until  3  yean* 
from  now,  they  do  not,  of  course,  bear  on  the  present  mass  unemployment.  Our 
contention  is  that  these  standards  fall  short  of  any  reasonable  protection  of  un- 
116807—35  21 


6 


employed  wage  earners  in  normal  times,  which  in  the  limited  objective  of  the 
proposed  legislation. 

The  simplest  test  of  coverage  is  the  length  of  time  for  wliich  benefits  run,  com- 
pared with  the  length  of  time  experience  shows  men  and  women  seek  work  before 
they  can  find  it.  At  our  request  the  technical  staff  of  the  Committee  on  Economic 
Security  drew  up  calculations  on  this  point  from  duration  tables  for  1922-30 
prepared  by  the  Committee's  actuaries  as  a  basis  for  projecting  a  system  of  un- 
employment compensation.  These  went  to  show  that  even  in  "good  times" 
54  percent  of  the  unemployed  wage-earners  would  fall  outside  the  benefit  period 
provided  by  a  3-percent  base;  26  percent  Ijecause  they  would  fall  in  the  prolonged 
waiting  period,  and  28  percent  because  they  would  have  been  out  of  a  job  for 
more  than  4  months.  In  "bad  times"  the  proportion  who  would  fall  outside 
the  benefit  period  would  be  as  high  as  80  percent;  in  average  times,  60  percent. 

These  statistical  estimates,  with  their  known  limitations,  were  brought  down  to 
everyday  realities,  when  the  results  of  a  field  survey  were  cited,  carried  out  in 
1028  for  the  Senate  Committee  on  Labor,  Senator  Couzens  chairman.  This  was 
a  unique  case  study  of  750  workers  let  go  the  12  months  preceding  from  20 
groups  of  industries  in  Cliicago,  Baltimore,  and  Worcester,  Mass.  It  was 
directed  by  Dr.  Isador  Lubin,  now  Chief  of  the  Bureau  of  Labor  Statistics  of  the 
United  States  Department  of  Labor.  With  prosperity  at  its  height,  42  percent 
of  those  who  had  secured  jobs,  and  55  percent  of  those  who  hadn't  at  the  time 
they  were  interviewed,  were  unemployed  for  more  than  4  months. 

From  another  angle,  the  adequacy  of  the  majority  proposal  was  challenged,  by 
offering  tables  prepared  by  the  technical  staff  of  the  Committee  on  Economic 
Security.  These  compared  the  protection  proposed  under  a  3-percent  plan  for 
the  United  States  and  that  afforded  throughout  recent  years  by  the  standard 
benefits  of  the  British  system  of  unemployment  insurance  which  has  a  combined 
4^-percent  base.  Earning  $2  a  day  or  its  equivalent,  either  American  or  British 
worker  would  lose  $208  in  wages  if  out  of  work  for  4  months.  It  was  pointed  out 
that,  if  eligible,  under  the  proposed  Federal  act  the  American  worker  would  be 
assured  a  total  of  $80  in  unemployment  compensation.  The  British  worker,  if 
single,  would  fare  about  as  well;  but  if  married,  with  3  cluldren,  the  family  man 
would  get  3130  in  the  same  period;  and  if  allowance  were  made  for  relative  pur- 
chasing power,  he  would  get  $156  against  the  American  $80.  In  the  higher  wage 
brackets,  the  American  would  come  off  favorable  with  the  British  as  long  es  his 
compensation  lasts,  but  in  any  case  that  is  only  part  of  the  picture.  The  general 
run  of  American  benefits  would  be  cut  short  at  14  qr  15  weeks,  while  the  British 
standard  benefits  begin  after  1  week's  waiting  period  (against  the  4  proposed  for 
the  U.  S.  A.)  and  run  up  to  26  weeks  (against  15). 

An  employee  with  a  long  work  record  in  America  might  qualify  for  half  a  year; 
in  England,  for  a  full  year. 

We  contend  that  if  the  British  people  could  swing  such  a  coverage  throughout 
the  post-war  depression,  and  are  now  liberalizing  it,  the  people  of  the  United 
States  might  at  least  do  as  well  in  setting  up  a  system  of  security  in  this  period  of 
anticipated  recoverv,  when  no  benefits  are  to  accrue  to  unemployed  workers 
until  1938—3  years  off . 

According  to  actuarial  estimates  submitted  by  the  technical  staff  of  the  Com- 
mittee on  Economic  Security,  if  1  percent  were  added  to  the  3  percent  proposed, 
it  would  double  the  length  of  the  benefits.  Most  of  us  who  advocated  longer 
benefits  were  for  finding  this  1  j>ercent  bv  bringing  the  pay-roll  tax  on  employers 
up  to  4  percent  (in  the  original  Wagner  Lewis  bill  it  was  5  percent).  Some  of  us 
were  for  calling  on  the  Federal  Government  to  contribute  it.  All  of  us  broke  with 
the  proposition  that  a  worker,  who  qualifies  under  our  new  system  and  whose 
savings  are  exhausted,  shall  find  himself  thrown  upon  public  relief  at  the  end  of 
14  or  15  weeks  of  unemployment  compensation. 

We  feel  so  strongly  that  such  benefits  cover  too  short  a  period  that,  while  we 
signed  the  report  as  a  whole,  we  wish  to  make  our  position  altogether  clear  to  the 
Committee  on  Economic  Security.  Moreover,  we  believe  it  a  disservice  to  the 
President  for  us  not  to  point  out  their  inadequacy. 

Paul  Kellogg. 
Frank  P.  Graham.1 
William  Green.1 
Helen  Hall.1 
Henry  Ohl,  Jr.1 

1  Signatures  received  by  wire  and  maSL 
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T  able  I. — Calculations  as  to  percent  of  unemployed  falling  within  4  weeks'  waiting 
period  and  15  weeks'  benefit  period 

|The  duration  tables— with  their  known  limitations— yet  show  some  data] 

DISTRIBUTION  OF  THE  UNEMPLOYED.  1922-90 


3-7  per- 
cent un- 
employ- 
ment 

A 

7-11  tor- 
rent un- 
employ- 
ment 

H 

11-20  per- 
cent un- 
employ- 
ment 

C 

20-30  per- 
cent un- 
employ- 
ment 

D 

30-43  per- 
cent un- 
employ- 
ment 

E 

Comr*. 
F 

Under  4  weeks  

Percent 
27 
45 
28 

Percent 
26 
46 
28 

Percent 
21 
47 
32 

Percent 
21 
34 
46 

Percent 
17 
22 
61 

Percent 
21 
40 
39 

4  to  19  weeks  _  

Over  19  weeks  

In  "good  times"  (.V  and  B)  roughly  half  of  unemployed  within  benefit  period:  one-fourth  within  waiting 
I<eriod;  one-fourth  beyond  benefit  period. 

In  "bad  times"  (E)  22  percent  within  benefit  |>eriod:  17  percent  within  waiting  period;  fl  percent  be- 
yond benefit  period. 

In  all  studies  40  percent  within  benefit  period;  20  percent  within  waiting  period;  40  percent  beyond 
benefit  period. 

Corrections  for  cumulative  periods  for  e3ch  individual  would  probably  reduce  percentage  In  waiting 
l>eriod,  increase  percentage  beyond  benefits,  and  not  much  change  in  benefit  percentage. 
Source:  Supplied  by  members  of  the  technical  staff,  committee  on  Economic  Security. 

Table  II. — Unemployment  history  of  754  discharged  workers 

(From  the  Absorption  of  the  Unemployed  by  American  Industry  by  Isador  Lubin;  Brookings  InsMtution 
Pamphlet  Series,  vol.  1,  no.  3,  p.  5;  published  July  1,  1929] 

1.  THOSE  WHO  FOUND  JOBS 


Length  of  time  unemployed 


Classified  by  period 
of  unemployment 


Number 


Percent- 
age 


Cumulated 


Number 


Percent- 
age 


Under  I  month.. 

1  to  2  months  

2  to  3  months  

3  to  4  months  

4  to  5  months  

5  to  6  months  

6  to  7  m oaths  

7  to  8  months  

8  to  9  months  

9  to  10  months  

10  to  11  months.. 

11  to  12  months.. 

12  months  or  over 
Not  stated  ... 

Total.  


11.5 
16.1 
16.1 
14.6 
10.5 
7.3 
6.9 
5.6 
4.4 
2.4 
1.7 
.7 
1.5 
.7 


410 


ioao 


47 
113 
179 
239 
282 
312 
340 
363 
381 
391 
398 
401 
407 
410 


11.5 
27.6 
43.7 

311 

76.1 
83.0 
88.6 
93.0 
95.4 
97.1 
97.8 
99.3 

ioao 


2.  THOSE  STILL  UNEMPLOYED  WHEN  INTERVIEWED 


43 

12.5 

43 

1X5 

40 

11.6 

83 

24.1 

37 

10.8 

120 

34.9 

34 

9.9 

15* 

44.8 

26 

7.6 

180 

52.4 

22 

6.4 

202 

58.8 

27 

7.9 

229 

66.7 

18 

5.2 

247 

71.9 

31 

9.0 

278 

80.9 

19 

5.6 

297 

86.4 

7 

ZO 

304 

88.4 

8 

2.3 

312 

90.7 

29 

8.4 

341 

99.1 

3 

.9 

344 

ioao 

344 

100.0 

Under  1  month.. 

1  to  2  months  

2  to  3  months  

3  to  4  months  

4  to  5  months  

5  to  6  months  

6  to  7  months  

7  to  8  months  

8  to  9  months  

9  to  10  months... 

10  to  II  months.. 

11  to  12 months.. 

12  months  or  over 
Not  stated  

Tots!  
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Table  III. — Comparisons  of  $2  and  $4  wage  levels  of  benefits  under  standard 
British  unemployment  insurance  and  the  proposed  American  scheme,  based  on 
3-percent  pay-roll  lax,  4  weeks'  wailing  period  and  11  weeks'  benefit  period 

[Drawn  from  tables  prepared  by  the  technical  staff  of  tbe  Committee  on  Economic  Security.   AD  benefit 

stated  In  dollars] 

1.  MARRIED  MAN  WITH  THREE  CHILDREN 

A.  Assuming  that  £1  equals  $5 


Unemployed 


British 


Wages 
lost 


Bene- 
fits 


Net 
loss 


Precent 
net  loss 


Proposed  American 


Wages 
lost 


Bene- 
fits 


Net 
loss 


Per- 
cent 


06 
62 
73 

00 

et 

Ti 


$2  wage  per  day: 

1  morth  

4  months  

6  months  

$4  wages  per  day 

1  month  

4  months  

6  months  


$52 
208 
312 

104 
418 

624 


t&.  67 
130. 67 
200.00 

26.67 
130. 67 
200.00 


$25. 33 
77.33 
112.00 

77.33 
285.33 
424.00 


$52 
208 
312 

104 
416 
624 


$2 
80 
81 

4 

100 
163 


$50 
128 
228 

100 
256 
456 


2.  SINGLE  MAN 


$2  wage  per  day: 

1  month  

4  months  

6  months  

$4  wages  per  day: 

1  month  

4  months  

6  months  


$52 

$14. 17 

$37.83 

73 

$52 

$2 

$50 

06 

208 

69.43 

138.  57 

67 

208 

80 

128 

62 

312 

106.27 

205.73 

66 

312 

84 

228 

73 

104 

14.17 

89.83 

86 

104 

4 

100 

06 

416 

69. 43 

346. 67 

83 

416 

160 

256 

62 

624 

106.27 

517.73 

83 

624 

168 

456 

73 

1.  MARRIED  MAN  WITH  THREE  CHILDREN 
B.  Assuming  tbe  £  to  be  equivalent  to  $6  on  basis  of  living  costs,  using  wholesale  price  Indices 


$2  wages  per  day 

1  month  

4  months  

6  months  

$4  wage  per  day: 

1  month  

4  months  

6  months  


$52 

$32.00 

$20.00 

38 

$52 

$2 

$50 

06 

208 

156.80 

51.20 

25 

208 

80 

128 

62 

312 

240.00 

72.00 

23 

312 

84 

228 

73 

104 

32.00 

72.00 

69 

104 

4 

100 

06 

416 

156  80 

259.  20 

62 

416 

160 

256 

62 

624 

24a  00 

284.00 

62 

624 

168 

456 

73 

2.  SINGLE  MAN 


$52 

$17.00 

$35.00 

67 

$52 

$2 

$50 

$96. 

208 

83. 30 

124.70 

60 

208 

80 

128 

62 

312 

127.60 

184.60 

60 

312 

84 

228 

73 

104 

17.00 

87.00 

84 

104 

4 

100 

06 

416 

83. 30 

332.70 

80 

416 

160 

256 

02 

624 

127.50 

496.60 

80 

624 

168 

456 

73 

$2  wage  per  day: 

1  month  

4  months  

6  months  

$4  wage  per  day: 

1  month  

4  months  

6  months  
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ACTUARIAL  ESTIMATES  OP  THE  PERIODS  FOR  WHICH  UNEMPLOYMENT  INSURANCE 
BENEFITS  CAN  BE  PAID  AT  VARYING  CONTRIBUTION  RATES 

(From  p.  16,  Memorandum  4176,  "Major  Issues  in  Unemployment  Compensation",  by  Edwin  E.  WltU , 
Executive  Director,  Committee  on  Economic  Secutlry] 

All  estimates  are  based  on  the  assumption  that  benefits  will  be  one-Iialf  the 
weekly  wage  but  not  exceeding  $25  per  week  and  that  the  unemployment  insur- 
ance fund  shculd  be  entirely  self-sustaining.  All  calculations,  further,  are  based 
on  a  Nation-wide  insurance  system,  with  1  year  of  contribution  before  benefits 
become  payable.  The  estimates  on  the  left-hand  side  of  the  table  given  below 
are  based  on  the  experience  of  1922-30  and  those  on  the  right-hand  side  on  the 
experience  of  1922-33,  the  assumption  being  that  by  the  end  of  these  periods  the 
entire  fund  would  be  exhausted. 


Table  IV. 


-Varying  periods  of  benefit  based  upon  using  J  additional  year  of 
contribution 


Experience  1923-30 


Experience  1922-33 


Waiting  period 


weeks. 


woeks. 


Benefit 
period, 
week* 


Contribu- 
tion rate, 
percent 


15 

3 

11 

30 

4 

16 

62 

4M 

10 

62 

5 

23 

13 

3 

10 

23 

4 

16 

37 

4H 

18 

62 

6 

21 

12 

3 

9 

10 

4 

14 

28 

*H 

16 

43 

6 

19 

Benefit 
period, 
weeks 


The  Grants-in-Aid  Type  of  Federal-State  Cooperative  Plan  fob 
Unemployment  Compensation 

By  President  Frank  P.  Graham,  chairman,  Advisory  Council 

(Not  an  analysis  or  comparison,  but  a  summary  of  some  of  the  larger  aspects 
of  the  grant-in-aid  plan  supported  by  the  majority  as  interpreted  by  one  of 
them.) 

The  majority  of  the  Advisory  Council  on  Economic  Security  by  a  vote  of  9 
to  7  favor  the  grant-in-aid  type  of  Federal-State  cooperative  plan  for  unemploy- 
ment compensation.  A  number  of  the  majority  are  for  an  outright  national 
plan.  All  would  strongly  favor  the  Wagner-Lewis  type  as  against  any  less  meri- 
torious plan.  All  would  present  a  united  front  against  those  who  would  oppose 
or  delay  legislation  this  winter.  Yet  the  majority  are  clearly  for  the  grant-in-aid 
plan. 

The  fundamental  position  upheld  by  the  majority  is  that  the  grants-in-aid 
plan  is  more  adaptable  to  our  economic  life  and  to  the  needs  of  both  industry 
and  the  workers.  American  economic  society  is  national  in  nature.  It  is  not 
organized  according  to  geographical  or  political  subdivisions.  Industries  reach 
across  States,  sections,  and  even  the  continent.  In  this  economic  society  labor 
is  mobile.  Workers  move  from  industry  to  industry,  from  State  to  State,  from 
an  industry  in  one  State  to  the  same  industry  in  another  State,  and  from  an 
industry  in  one  State  to  a  different  industry  in  another  State.  In  a  society  of 
fluid  capital,  migratory  industries,  shifting  labor  markets,  seasonal,  technological, 
and  cyclical  forces,  unemployment  is  a  social  hazard  of  our  dynamic  industrial  life. 

Unemployment  is,  thus,  a  problem  of  industry  and  the  Nation.  Its  economie 
and  other  causes  and  its  social  and  other  incidence  involve  our  whole  industrial 
order.  Any  Federal-State  cooperative  plan  for  unemployment  compensation 
should,  therefore,  recognize,  as  far  as  practicable  and  wise,  our  naticu&l  economic 
structure.  Cooperative  Federal-Statejegislation  and  administration  should  rec- 
ognize the  spheres  and  values  of  the  Federal  and  State  governments,  but  the 
States  should  not  be  required  to  attempt  to  meet  situations  and  serve  purpose* 
not  in  accordance  with  their  situation  and  nature. 
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The  purpose  of  the  Federal-State  cooperation  is  to  stimulate  a  more  intelligent 
stabilization  of  industry  and  to  provide  more  security  for  the  workers.  The 
Wagner-Lewis  plan  and  the  grant-in-aid  plan  are  both  Federal-State  plans 
directed  toward  these  two  ends,  with  more  emphasis  on  the  State  approach  in 
the  former  and  with  more  emphasis  on  the  national  nature  of  unemployment  in 
the  latter.  The  majority  hold  that  the  grant-in-aid  plan  can  more  adequately 
meet  the  needs  of  American  industries  and  workers  with  their  unemployment 
problems  created  by  (1)  national  and  interstate  industries  (2)  mobile  labor, 
interstate  transfers,  and  employment  records,  (3)  the  need  for  Federal  reinsur- 
ance, (4)  for  national  minimum  standards.  Under  the  grant-in-aid  plan  the 
Federal-State  administration  can  more  effectively  guard  the  integrity  of  the 
fund,  the  stabilization  of  industry,  and  the  best  interests  of  the  workers  as  parts 
of  our  national  dynamic  society. 

The  collection  of  the  tax  by  the  Federal  Government  required  by  the  grant-in- 
aid  plan  affords  a  clearer  basis  for  the  deposit  of  the  money  in  the  Federal  Re- 
serve banks.  There  can,  under  this  plan,  be  no  basis  for  pressure  on  Congress 
to  allow  the  money  to  be  deposited  in  local  (and  in  some  States  political)  banks. 
The  value  of  the  nationally  wise  use  of  the  funds  by  the  Federal  Reserve  as  an 
aid  to  stabilization  cannot  then  be  jeopardized  by  either  financial  short  circuits 
or  political  misuses. 

Furthermore  the  grant-in-aid  would  be  separate  from  the  tax  law.  Congress 
has  power  to  levy  this  geographically  uniform  excise  tax  on  pay  rolls.  Congress 
also  has  power  to  appropriate  money  as  grants-in-aid  to  States  for  a  public 
purpose  on  terms  laid  down  by  Congress.  Unemployment  compensation  and  the 
promotion  of  industrial  stabilization  and  social  security  constitute  a  clear  public 
purpose.  In  the  Wagner-Lewis  plan  the  tax  and  the  appropriation  are  joined 
in  the  same  act.  Under  the  strain  of  carrying  sufficient  national  minimum 
standards  and  other  regulations  required  by  the  interstate  and  national  nature 
of  industry  and  unemployment,  such  a  joint  act  more  seriously  raises  the  question 
of  constitutionality. 

The  grant-in-aid  plan  appears  not  only  the  stronger  constitutionally,  but  is 
also  a  variation  and  development  of  Federal  grants-in-aid  which  are  an  historically 
established  part  of  our  Federal-State  structure.  This  plan  also  more  nearly 
fits  in  with  some  other  proposed  plans  to  promote  insurance  against  destitution 
and  could  more  readily  help  to  unify  the  collection  of  the  funds  involved  in  a  more 
comprehensive  program  of  social  security. 

For  the  purpose  of  securing  early  legislation  by  the  States  for  this  progress, 
Congress  could  fix  a  time  limit  as  a  condition  for  a  valid  acceptance  by  the  States. 
Moreover,  with  the  interests  of  industry  and  16  million  workers  involved,  it  is 
inconceivable  that  Congress  would  ever  fail  to  continue  the  appropriations. 

The  grant-in-aid  plan,  it  seems  to  us,  can  provide  for  Federal-State  cooperation, 
and  is  yet  more  adaptable.  The  needs  of  industry  and  the  workers  in  our  national 
economic  society  can  secure  and  maintain  Nation-wide  minimum  standards 
without  as  validly  raising  the  question  of  constitutionality,  and  provides  for 
experimentation  in  the  interests  of  stabilization.  It  leaves  open  to  the  States 
experimentation  along  the  lines  of  pooled  insurance,  plant  accounts,  or  a  combi- 
nation of  the  two.  The  plan  can  also  provide  a  clearer  basis  for  experimentation 
along  interstate  and  even  national  lines.  On  the  basis  of  all  these  experiments, 
we  may  develop  toward  the  best  plan,  whether  mainly  State,  mainly  Federal,  or 
wholly  national. 

Finally,  we  believe  that  the  grant-in-aid  plan  can  better  provide  for  essential 
minimum  standards  in  the  interests  of  the  fund,  the  employers,  and  the  employees. 
Minimum  standards  for  all  the  States  in  such  a  Federal-cooperative  plan  would 
furnish  the  bottom  below  which  there  must  be  no  chiseling  or  exploitation  and 
above  which  there  can  be  wide  experimentation  by  the  States  and  industries  for 
the  purpose  of  stabilization,  increased  employment,  and  more  security  for  the 
workers  of  America. 
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REPORT  OF  THE  ADVISORY  COUNCIL  TO  THE  COMMITTEE  ON 
ECONOMIC  SECURITY,  DECEMBER  18,  1934 

Part     T.  Unemployment  Compensation. 

II.  Old-Age  Security. 

III.  Security  for  Children. 

IV.  Employment  and  Relief. 

V.  Risks  to  Economic  Security  Arising  Out  of  111  Health. 
Members  of  the  advisory  council:  Frank  P.  Graham,  chairman;  Paul  Kellogg, 
vice  chairman;  Grace  Abbott;  George  Berry;  Mary  Dewson;  Marion  B.  Folsom; 
Will. am  Green;  Helen  Hall;  George  M.  Harrison;  Joel  D.  Hunter;  Morris  E. 
Leeds;  Sam  Lewisohn;  Raymond  Moley;  Elizabeth  Morriss}';  George  H.  Nordlin; 
Henry  Ohl,  Jr.;  Right  Reverend  John  A.  Ryan;  Paul  Scharrenberg ["Belle  Sherwin; 
Gerard  Swope;  Louis  J.  Taber;  Walter  C.  Teagle;  Gov.  John  G.  Winant. 

Part  I.  Unemployment  Compensation 

All  members  of  the  Advisory  Council  join  with  the  President  in  holding  that 
legislation  for  unemployment  compensation,  on  as  nearly  a  Nation-wide  basis  as 
possible,  should  be  enacted  this  winter. 

We  support  his  statement  to  the  National  Conference  on  Economic  Security 
that  "unemployment  insurance  must  be  set  up  with  the  purpose  of  decreasing 
rather  than  increasing  unemployment."  While  we  believe  that  the  States 
should  be  permitted  a  large  freedom  in  choosing  the  type  of  plan  they  establish, 
we  strongly  recommend  that  the  Committee  on  Economic  Security,  in  consider- 
ing Federal  legislation,  and  that  the  States  in  considering  State  legislation,  keep 
in  mind  these  two  principal  objectives: 

(1)  The  plan  should  promote  security  by  providing  compensation  for  workers 
who  are  laid  off. 

(2)  The  plan  should  serve  as  an  incentive  to  employers  to  provide  steady 
work  and  to  prevent  unemployment. 

We  regard  it  as  settled  that  unemployment  compensation  at  this  time  should 
be  developed  along  Federal-State  lines.  In  this  cooperative  undertaking  the 
Federal  Government  must  assume  the  leadership.  It  should  make  it  easier  for 
the  States  to  act  by  removing  those  disadvantages  in  interstate  competition 
whicli  are  always  raised  against  purely  State  legislation  that  involves  costs  to 
industry.  This  knot  should  be  cut  by  requiring  industries  in  all  States  (whether 
the  States  enact  unemployment  compensation  laws  or  not)  to  make  uniform 
pay-roll  contributions.  The  Federal  government  should  enact  a  law  prescribing 
minimum  standards,  and  should  actively  assist  the  States  in  preparing  necessary 
State  legislation  and  in  getting  their  plans  into  operation.  The  Federal  Govern- 
ment should  set  up  an  administrative  authority,  and  as  suggested  by  the  President, 
should  assume  responsibility  for  the  safeguarding  of  all  unemployment  reserve 
funds  and  use  th<^  funds  to  promote  stabilization. 

The  States  for  their  part  must  assume  responsibility  for  State  administration. 
Unemployment  compensation  benefits  must  necessarily  be  locally  administered 
and  no  large  bureaucracy  in  Washington  need  be  created  if  this  principle  is 
observed.  Subject  to  necessary  minimum  standards  prescribed  in  the  Federal 
law,  wide  latitude  should  be  allowed  the  States  to  experiment  with  respect  to 
the  particular  form  and  provisions  of  the  unemployment  compensation  laws  which 
they  may  enact.    Such  laws  should,  however,  be  completely  divorced  from  relief. 

The  Advisory  Council  makes  the  following  specific  recommendations: 

Type  of  Federal  legislation. — The  Council  adopted  a  motion  recommending: 

(1)  A  Federal  pay-roll  tax. 

(2)  An  independent  act  providing  grants-in-aid  to  the  States  for  unemployment 
compensation  and  employment  stabilization,  and  similar  grants-in-rid  to  industry 
and  plant  accounts,  conforming  to  the  provision  sand  standards  of  this  Federal  act. 

The  motion  also  recommended  that  the  Federal  law  shall  include  a  stipulation 
to  the  effect  that  no  State  shall  receive  such  grants  until  its  State  law  providing 
for  unemployment  compensation  is  in  effect,  together  with  any  other  feasible 
provisions  designed  to  stimulate  prompt  State  action. 
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The  majority  favoring  the  Federal  tax  and  Federal  grants-in-aid  type  of  legis- 
lation did  so  because  they  believed  this  type  of  legislation  would  have  advantages: 

(a)  In  dealing  on  a  Nation-wide  basis  with  situations  which  cross  and  transcend 
State  boundaries. 

(6)  In  establishing  and  maintaining  throughout  this  country  the  essenti  d 
minimum  standards. 

(c)  In  removing  au  obstalces  to  bring  the  reserve  funds  into  Federal  control. 

(d)  In  that  it  would  run  less  risk  of  unconstitutionality  compared  with  th. 
Wagner-Lewis  type  of  legislation  when  the  latter  is  equally  equipped  with 
provisions  of  minimum  standards  for  the  States. 

(e)  In  that  Federal  collection  and  Federal  control  of  funds  through  the  power 
to  allow  or  disallow  grants,  would  be  an  important  element  in  National  control. 

(J)  In  that  it  would  lend  itself  more  readily  to  developing  a  national  system 
should  that  become  advisable. 

The  minority  favoring  the  Wagner-Lewis  type  of  law  believes  that  it  is  a 
general  Federal-State  measure,  utilizing  traditional  American  methods  and  local 
machinery  in  the  administration  of  labor  laws,  and  has  the  following  advantages: 

(a)  It  permits  experimentation  by  the  States  as  to  the  type  of  State  law  to  be 
adopted,  waiting  periods,  the  amount  and  duration  of  benefite,  and  as  to  other 
matters  in  which  experimentation  is  desirable. 

(b)  It  secures  uniformity  where  uniformity  is  essential,  namely,  the  equalization 
of  competitive  costs. 

(c)  It  permits  the  requirement  of  all  essential  uniform  standards,  such  as  that 
the  money  collected  must  be  spent  for  unemployment  benefits,  the  custody  of  the 
funds,  and  others. 

(d)  It  secures  the  advantages  of  Federal  supervision  with  decentralization  of 
administration,  and  local  responsibility. 

(c)  It  avoids  the  hazards  of  an  annual  appropriation  by  Congress. 

(J)  It  raises  substantially  the  same  constitutional  questions  as  the  subsidy  type 
of  bill,  but  has  the  great  merit  that  should  it  be  held  unconstitutional,  the  State 
laws  would  be  complete  in  themselves  and  would  remain  operative. 

(g)  It  will  result  in  Federal  and  State  legislation  this  winter,  while  44  State 
legislatures  are  meeting  and  there  is  strong  public  support,  which  is  doubtful 
under  the  subsidy  plan,  particularly  if  many  detailed  standards  to  which  the 
State  laws  must  conform  are  inserted  in  the  Federal  act. 

All  of  the  members  recognized  that  each  type  of  Federal  law  has  distinct 
merits,  and  wished  their  votes  to  be  interpreted  not  as  necessarily  opposing 
either  type  of  law,  but  as  preferring  one  to  the  other. 

Types  of  State  laws. — We  recommend  that  States  be  permitted  to  adopt  any 
one  of  four  types  as  follows: 

(a)  State-wide  pooling  of  funds  with  or  without  adjustment  of  contribution 
rates  according  to  experience. 

(b)  Separate  accounts  for  any  employer  or  group  of  employers  who  may  wish 
to  establish  them,  provided  financial  guarantees,  in  such  manner  as  the  State 
administrative  agency  may  require,  are  given  equal  to  15  percent  of  their  average 
annual  pay  roll  during  the  preceding  five  years  or  two  years,  whichever  is  higher. 
A  pooled  account  for  all  other  employers,  with  adjustment  of  contribution  rates 
according  to  experience. 

(c)  Separate  accounts  for  any  employer  or  group  of  employers  who  may  wish 
to  establish  them,  provided  contributions  of  not  less  than  1  percent  of  the  pay  roll 
are  made  to  the  pooled  account.  All  other  income  is  to  be  pooled  in  such  account. 
Financial  guarantees  may  be  required  for  the  amount  which  is  to  be  kept  in  the 
separate  accounts. 

(rf)  Separate  accounts  for  all  employers  (or  groups  of  employers)  provided  con- 
tributions of  not  less  than  1  percent  of  the  pay  roll  are  made  to  a  State  fund.' 

Interstate  industrial  and  company  accounts. — Interstate  industrial  and  company 
accounts  which  will  be  exempt  from  the  requirements  of  State  laws,  except  as 
hereafter  stated,  and  which  will  be  administered  under  rules  and  regulations  to  be 
prescribed  by  the  Federal  administrative  agency,  should  be  authorized  in  the 
Federal  act,  subject  to  the  following  conditions: 

(1)  Only  industries  and  employers  who  have  a  substantial  number  of  employee* 
in  each  of  two  or  more  States,  shall  be  permitted  to  establish  interstate  accounts. 

(2)  Interstate  industrial  and  company  accounts  must  make  a  contribution  of  1 
percent  on  their  pay  roll  to  the  pooled  State  accounts  of  States  in  which  they  oper- 
ate having  such  accounts. 

■  A  motion  to  permit  a  fifth  type,  permitting  separate  accounts  for  all  employers  without  either  guaran- 
tee or  contributions  to  any  State  (una  was  voted  down. 
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(3)  Interstate  industrial  and  company  accounts  must  give  as  liberal  benefits  in 
each  State  in  which  they  operate  as  required  by  the  law  of  that  State. 

(4)  Interstate  industrial  and  company  accounts  must  have  the  approval  of 
each  State  in  which  they  operate. 

(5)  Interstate  industrial  and  company  accounts  may  be  set  up  only  with  the 
approval  of  the  Federal  administrative  authority. 

fteinsurance  (equalization)  fund. — While  it  is  very  desirable  that  there  should 
be  a  Federal  reinsurance  fund  in  order  to  give  equivalent  protection  to  unemployed 
workers  in  all  States  and  industries,  the  practical  difficulties  are  such  that  the 
Advisory  Council  is  satisfied  that  it  cannot  be  set  up  at  this  time.  We  recom- 
mend, however,  that  tiie  Federal  administrative  authority  study  this  subject. 

STANDARDS  IN  FEDERAL  AND  STATE  LAWS 

Coverage. — The  Federal  acts  should  apply  to  all  employers  who  employ  directly, 
or  indirectly  through  subcontractors  not  subject  to  the  law,  six  or  more  employees 
during  any  13  weeks  of  the  preceding  year;  excluding,  however,  employees  not 
engaged  in  the  usual  trade,  business,  profession,  or  occupation  of  the  employer. 
The  States  should  be  required  to  have  at  least  as  broad  a  coverage  as  that  pre- 
scribed in  the  Federal  law.  However,  any  employment  for  which  a  separate 
system  of  unemployment  compensation  may  be  established  by  Federal  law  should 
be  excluded.  Public  employees  of  States,  counties,  and  cities  should  be  made 
eligible  to  unemployment  compensation  on  the  same  basis  as  the  employees  of 
private  employers.  Only  the  first  $50  of  the  salary  or  wage  of  employees  covered 
by  the  act  is  to  be  included  in  the  computation  of  the  Federal  tax. 

A  broader  coverage  than  that  suggested  is  deemed  desirable  by  the  advisory 
council,  but  practical  considerations  lead  us  to  recommend  that  it  be  limited  as 
above  outlined  in  inaugurating  the  system.  We  recommend,  however,  that  the 
Federal  administrative  authority  study  the  problem  of  extending  the  coverage 
to  the  employers  of  less  than  six  employees.  We  recommend  also  that  it  work 
out  plans  for  unemployment  compensation  to  the  employees  of  the  Federal 
Government,  especially  those  emp  oyed  directly  on  construction  or  other  work 
projects. 

A.  Types  of  unemployment  benefited.— (I)  Total  loss  of  weekly  wages  caused 
by  lack  of  work,  or  partial  loss  of  weekly  wages  caused  by  lack  of  work  amounting 
over  a  4-week  period  to  an  average  of  more  than  50  percent  of  the  normal  full- 
time  weekly  earnings. 

(2)  Unemployment  occurring  in  the  regular  work  season  of  the  year  in  trades 
iD  which  regularly  recurrent  periods  of  slackness  occur  (the  uncompensated  slack 
periods  to  be  designated  by  the  competent  administrative  agency). 

B.  Types  of  unemployment  not  benefited. —  (1)  Unemployment  of  persons 
directlv  engaged  in  trade  disputes  for  duration  of  dispute. 

(2)  "Unemployment  caused  by  discharge  for  proved  misconduct. 

(3)  Voluntary  quit  without  reasonable  cause  may  be  uncompensated  entirely 
or  for  such  period  as  the  plan  may  designate. 

(4)  Unemployment  during  which  workmen's  compensation  or  other  compulsory 
cash  benefits  are  received. 

C.  Eligibility.-— I.  Fulfillment  of  the  following  qualifying  periods: 

(a)  Employment  of  not  less  than  40  weeks  in  24  months  preceding  claim. 

(b)  Employment  not  less  than  10  weeks  after  maximum  duration  of  benefits 
in  a  12-month  period  is  drawn. 

2.  Registration  at  pubic-employment  office  or  other  designated  place  and  at 
times  stated. 

3.  Able  to  work  and  available  for  work. 

4.  Unable  to  find  suitable  employment.  Suitable  employment  means  em- 
ployment for  which  the  insured  is  reasonably  fitted,  and  located  within  a  reason- 
able distance.  No  otherwise  eligible  employee  shall  be  barred  from  or  denied 
compensation  for  refusing  to  accept  new  work  under  any  of  the  following  con- 
ditions: (1)  If  the  position  offered  is  vacant  due  directly  to  a  strike,  lockout, 
or  other  labor  dispute;  (2)  if  the  wages,  hours,  and  other  conditions  of  the  work 
offered  are  substantially  less  favorable  to  the  employee  than  those  prevailing 
for  similar  work  in  the  locality;  (3)  if  acceptance  of  such  employment  would 
affect  the  applicant's  right  to  accept  or  refrain  from  accepting  or  retaining  mem- 
bership in  or  observance  of  the  rules  of  an  organization  of  employees. 

Contributions. — It  was  voted  that  the  Federal  tax  law  recommended  should 
impose  a  pay-roll  tax  of  3  percent  on  employers  who  are  subject  to  the  act  begin- 
ning with  the  year  1C36,  but  with  the  proviso  that  if  for  the  year  1935  the  index 
of  production  of  the  Federal  Reserve  Board  shall  be  less  than  90  percent  of  the 
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index  for  1926,  the  rate  of  tax  in  the  first  year  shall  be  1  percent.  (Before  arriv- 
ing at  the  rate  of  pay-roll  tax  suggested,  the  Council  rejected  a  proposed  rate  of 
5  percent  and  a  proposed  rate  of  4  percent  by  close  votee,  after  which  a  rate  of 
3  percent  was  agreed  on.) 

The  Advisory  Council  does  not  recommend  that  employee  contributions  be 
provided  in  the  Federal  act.  A  number  of  members,  however,  believe  that 
employee  contributions  should  be  required,  since  they  would  increase  the  amount 
of  the  period  of  benefits,  and,  even  more  important,  they  would  make  the 
employees  a  part  of  the  administration  and  more  effective  in  its  control.  These 
members  believe  further  that  employee  contributions  would  cause  the  worker  to 
regard  the  plan  as  partly  his  own  and  not  as  something  given  to  him  as  a  gratuity, 
and  thus  operate  to  prevent  malingering  and  similar  abuses. 

On  the  other  hand,  a  majority  of  the  members  of  the  Council  were  opposed  to 
the  principle  of  employee  contributions.  They  felt  that  compulsory  employee 
contributions  are  unjust,  and  while  they  are  willing  to  leave  this  question  up  to 
the  States,  are  opposed  to  any  provisions  for  employee  contributions  in  the 
Federal  law  In  their  opinion,  contributions  paid  by  employers  are,  in  the  long 
run,  passed  on  to  consumers,  while  contributions  paid  by  the  workers,  who  can 
do  nothing  to  reduce  unemployment,  cannot  be  so  shifted.  Those  opposed  to 
employee  contributions  regard  the  cost  of  unemployment  as  a  legitimate  charge 
in  the  cost  of  production.  These  members,  as  well  as  others  sympathetic  to 
the  general  principle  of  employee  participation,  felt  that  with  a  waiting  period 
of  4  weeks  recommended  in  the  Federal  law,  employees  would  be  meeting  a  large 
initial  share  of  the  risk  of  broken  work  and,  coupled  with  the  50-percent  loss  of 
income  throughout  the  benefit  period,  should  not  be  further  burdened. 

Some  members  voting  with  the  majority  took  the  position  that  while  there  are 
no  overwhelming  logical  reasons  against  employee  contributions  there  is  a  practical 
consideration  in  the  fact  that  employee  contributions  will  be  necessary  in  old-age 
insurance. 

The  Advisory  Council  recommends  that  it  be  left  optional  with  the  States  to 
require  contributions  from  employees.  In  the  report  of  the  committee  and  in 
any  model  bill  which  it  may  promulgate,  it  is  recommended  that  attention  be 
called  to  the  fact  that  more  adequate  benefits  can  be  paid  if  contributions  are 
increased,  whether  these  increased  contributions  come  from  employers,  employees, 
or  the  Government.  A  motion  to  increase  benefits  by  providing  a  contribution 
from  the  Federal  Treasury  itself  was  voted  down  by  a  large  majority. 

Depository  for  funds.—  -The  Advisory  Council  recommends  that  all  reserve  funds 
should  be  deposited  in  the  Federal  Reserve  banks  under  obligation  that  they  be  so 
managed  as  to  assist  stabilization  of  business  and  employment.  We  recommend 
that  the  Federal  Government  should  arrange  60  that  the  unused  balances  in  the 
unemployment  reserve  accounts  shall  receive  interest  at  3  percent. 

Refunds  (credits)  to  employers  who  stabilize  employment. — In  States  providing 
for  industry  or  plant  accounts,  under  the  subsidy  type  of  Federal  law  a  refund 
should  be  paid  to  employers  who  have  such  accounts,  and  whose  reserves  equal 
to  or  exceed  15  percent  of  their  total  average  pay  roll  during  the  preceding  5 
years  or  the  preceding  2  years,  whichever  is  the  higher.  In  States  having  pooled 
Tunds,  with  merit  ratings,  a  similar  refund  should  be  allowed  to  employers  who 
become  entitled  to  a  low  rate  of  contributions  because  of  their  favorable  experi- 
ence. Under  a  Wagner-Lewis  type  of  Federal  act,  employers  who  under  the  sub- 
sidy type  of  act  would  be  entitled  to  a  refund,  should  be  allowed  the  same  amount 
as  a  credit  against  the  Federal  tax. 

Benefits. — It  is  recommended  that  the  standard  benefits  in  inaugurating  the 
system  be  based  on  actuarial  calculations  for  the  period  1922  to  1930.  This  plan 
proposed  is  designed  primarily  for  "normal  times",  minor  depressions,  and  the 
early  stages  of  a  severe  depression. 

In  the  determination  of  the  standard  benefit,  it  is  recommended  that  the 
actuarial  computations  assume  a  waiting  period  of  4  weeks  and  a  benefit  rate  of 
50  percent  of  the  average  weekly  earnings  (or  in  the  case  of  regular  part-time 
workers,  average  full-time  earnings  for  that  part  of  the  week  in  which  they  are 
usually  employed  with  a  maximum  compensation)  of  $15  per  week. 

The  length  of  the  standard  benefits  should  be  based  upon  the  ratio  of  1  week 
of  benefit  to  4  weeks  of  employment,  with  a  maximum  standard  benefit  of  not  less 
than  14  weeks  in  any  consecutive  12  months,  except  that  1  additional  week  of 
benefit  should  be  allowed  for  each  26  weeks  of  employment  against  which  no 
benefit  was  drawn  during  the  5  years  preceding  the  filing  of  the  claim.  This  addi- 
tional allowance  would  enable  employees  with  long  and  continuous  employment 
to  receive  a  maximum  of  10  weeks'  benefit  in  excess  of  the  maximum  allowed  for 
standard  benefits. 


k 


In  view  of  the  wide  divergence  in  the  amount  of  unemployment  in  different 
States  and  industries,  it  is  recommended  that  wide  latitude  be  allowed  to  States 
with  regard  to  the  rate  of  benefits,  minimum  and  maximum  benefits,  minimum 
duration  of  benefits,  ratio  of  weeks  of  benefit  to  weeks  of  employment,  and  length 
of  the  waiting  period.  States  should  have  freedom  to  substitute  their  own  benefit 
provisions  for  the  standard  benefit  recommended,  provided  that  they  satisfy  the 
Federal  administrative  authority  that  there  is  a  reasonable  prospect  that  they 
will  be  able  to  maintain  payment  of  benefits  on  the  basis  prescribed  in  their  law. 
In  no  event,  however,  is  a  State  law  to  be  approved  unless  it  has  a  waiting  period 
of  not  less  than  2  nor  more  than  4  weeks,  and  prescribes  a  rate  of  benefits  of  at 
least  50  percent  of  the  average  weekly  earnings,  and  a  maximum  benefit  of  at 
least  $15  per  week.  A  minimum  rate  of  benefits  should  also  be  included  in  each 
State  law,  sufficient  to  enable  unemployed  workers  to  maintain  themselves  and 
their  families  during  the  period  while  they  are  drawing  benefits  without  necessity 
of  resort  to  private  or  public  charity. 

Actual  payment  of  benefits  is  not  to  begin  until  2  years  after  the  act  becomes 
effective. 

Probationary  period. — It  is  recommended  that  the  length  of  the  probationary 
period  which  employees  must  satisfy  before  they  can  claim  any  unemployment  ben- 
efits be  left  discretionary  with  the  States.  In  the  Federal  tax  bill  no  account  should 
be  taken  of  the  probationary  period,  the  taxes  to  apply  to  employees  during  their 
probationary  period  no  less  than  thereafter. 

Interstate  transfer  of  employees. — The  principle  should  be  recognized  that  em- 
ployees who  have  unused  benefit  credits  should  not  lose  those  credits  because 
they  change  their  employment  from  one  State  to  another,  but  no  entirely  practical 
plan  to  carry  out  this  principle  has  as  yet  been  worked  out.  It  is  recommended 
that  the  Federal  administrative  agency  be  given  authority  to  study  this  problem 
and  to  promulgate  rules  for  carrying  out  the  principle  herein  stated  prior  to  the 
time  when  benefits  actually  become  payable. 

Guaranteed  employment. — It  is  recommended  that  the  legislation  to  be  enacted 
shall  permit  plans  for  guaranteed  employment  to  be  set  up  within  a  State  or  on 
an  interstate  basis  subject  to  the  following  conditions: 

(1)  Employment  for  at  least  55  percent  of  the  maximum  period  of  possible 
work  during  any  calendar  year  computed  on  the  basis  of  52  weeks  work  during 
the  \car  for  the  standard  hours  per  week  w  orked  in  such  plant  or  those  permitted 
under  any  Federal  or  State  code  applicable  to  such  plant,  whichever  is  the  higher, 
must  be  guaranteed,  and  any  employees  who  are  not  given  an  opportunity  for 
■work  equal  to  such  guaranteed  minimum  work  period  shall  be  entitled  to  recover 
full  wages  for  the  part  of  the  guaranteed  employment  for  which  work  is  not 
provided. 

(2)  Guaranteed  employment  plans  are  to  be  permitted  only  when  the  guar- 
antee applies  to  all  employees  of  any  company,  plant,  or  separate  department 
(properly  defined)  of  such  company. 

(3)  Guaranteed  employment  plans  may  be  established  only  with  the  approval 
of  the  State  administrative  agency,  under  such  financial  guarantees  as  such 
authorities  may  require,  except  in  interstate  accounts  the  approval  of  the  Federal 
authority  shall  also  be  required. 

(4)  Where  approved  plans  for  guaranteed  employment  have  been  put  into 
operation  and  their  conditions  fully  complied  with,  employers  maintaining  such 
plans  shall  have  returned  to  them,  as  a  subsidy,  the  Federal  excise  tax  levied 
against  them. 

ADMINISTRATION 

State  administrations. — The  Federal  law  should  require  that  States  must 
accept  the  provisions  of  the  Wagner-Peyser  Act  and  provide  for  the  administra- 
tion of  unemployment  compensation  through  the  Federal-State  employment 
offices.  It  should  be  mandatory  that  all  personnel  connected  with  the  adminis- 
tration of  unemployment  compensation  be  selected  on  a  merit  basis,  under  rules 
and  regulations  to  be  prescribed  by  the  Federal  administrative  agency.  It 
shoidd  be  provided  in  the  Federal  act  that  State  administrations  must  furnish 
such  statistics  and  reports  to  the  Federal  agency  as  it  may  require.  The  States 
should  be  required  further  to  provide  that  disputed  claims  shall  be  heard  and 
decided  in  the  first  instance  either  by  an  impartial  paid  referee  or  by  a  local 
committee  consisting  of  an  impartial  paid  chairman  and  representatives  of  em- 
ployers and  employees,  or  in  such  other  manner  as  may  be  approved  by  the 
Federal  administrative  agency. 
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We  also  recommend  that  the  Federal  act  require  the  States  to  set  up  State 
and  local  advisory  councils,  representative  of  employers,  employees,  and  the 
public  for  State  plans,  the  members  to  be  chosen  by  the  State  agencv;  and  that 
advisory  councils,  representative  of  employers  and  employees,  chosen  in  a 
manner  satisfactory  to  the  appropriate  Government  unemployment  compensa- 
tion authority  shall  be  set  up  for  all  other  plans,  State  or  interstate. 

Federal  administration. — We  recommend  that  the  national  administration  of 
unemployment  compensation  be  vested  in  the  United  States  Department  of 
Labor,  and  that  the  responsibility  for  all  quasi-judicial  and  policy  decisions  be 
vested  in  a  representative  board,  which  is  to  have  quasi-independent  status,  but 
is  to  make  all  its  reports  through  the  Department  of  Labor.  It  is  recommended 
that  this  board  consist  of  the  Secretary  of  Labor,  the  Secretary  of  Commerce, 
and  five  members  appointed  by  the  President  for  terms  of  5  years  (which  shall 
initially  be  staggered  so  that  the  term  of  one  member  shall  expire  each  year). 

The  Council  further  recommends  that  the  chairman  of  the  Board  shall  be 
appointed  by  the  President,  rather  than  be  ex  officio,  but  recommends  to  the 
President  the  appointment  of  the  present  Secretary  of  Labor  as  the  first  chairman. 

No  qualifications  for  membership  on  this  Board  are  suggested  for  the  Federat 
statute,  but  it  is  assumed  that  the  President  will  have  in  mind  that  employers  and 
employees  as  well  as  the  public  should  be  represented  on  this  Board.  We  recom- 
mend "that  this  Federal  Board  shall  have  the  responsibility  of  passing  upon  State 
laws  and  their  administration  and  of  certifying  to  the  Treasury  their  compliance 
with  the  Federal  act.  It  should  have  like  responsibility  in  regard  to  interstate 
accounts  and  all  other  matters  left  by  the  act  for  the  determination  of  the  Federal 
authority.  The  Board  should  be  authorized  to  make  studies  of  employment 
stabilization  and  other  pertinent  subjects,  to  publish  the  results  of  its  studies,  and 
to  otherwise  promote  regularity  of  work.  The  conduct  of  the  employment 
offices  and  the  compilation  of  statistical  and  other  information,  however,  is  to 
remain  a  direct  function  of  the  Department  of  Labor.  The  intent  of  this  recom- 
mendation is  to  make  a  separation  between  quasi-judicial  and  policy  functions 
on  the  one  hand,  and  the  direct  work  of  administration  on  the  other,  leaving  the 
former  to  the  new  Board  and  the  latter  to  the  Department  of  Labor. 

Administrative  expenses. — We  recommend  that  a  percentage  of  the  proceeds 
of  the  Federal  tax  shall  be  retained  for  the  expenses  of  the  Federal  and  State 
Governments  in  the  administration  of  the  Unemployment  Compensation  Act, 
and  in  sharing  in  the  additional  costs  thrown  on  the  Federal-State  employment 
services.  The  Federal  authority  should  be  authorized  to  set  a  maximum  limit 
upon  the  administration  expenses  of  the  State  from  the  amount  remitted  by  the 
Federal  Government. 

National  standards. — It  is  recommended  that  the  standards,  conditions,  and 
recommendations  as  to  State  laws,  as  set  forth  herein,  shall  be  included  in  the 
Federal  bill,  regardless  of  the  type  of  legislation  adopted. 

The  majority  of  the  council  are  of  the  opinion  that  the  minimum  standards 
herein  provided  should  be  incorporated  in  the  Federal  law,  but  the  council  realizes 
that  as  a  matter  of  policy,  in  order  to  secure  Federal  and  State  legislation,  the 
Committee  on  Economic  Security  may  find  it  Advisable  to  omit  or  amend  some 
of  these  standards  in  the  Federal  act. 

Assistance  to  States  in  the  preparation  arid  passage  of  State  legislation. — Since 
the  plan  for  unemployment  compensation  tve  recommend  contemplates  cooper- 
ative Federal-State  action,  it  is  essential  that  the  National  Government  should 
actively  interest  itself  in  securing  the  enactment  of  the  necessary  State  legislation. 
To  this  end,  we  recommend  that  the  Committee  on  Economic  Security  frame 
model  State  bills  incorporating  the  various  types  of  legislation  permitted,  under 
the  Federal  act,  and  be  prepared  upon  request,  to  provide  actuarial  and  expert 
assistance  in  the  drafting  of  bills  for  introduction  in  the  several  State  legislatures. 

Part  II.  Old-Age  Secubitt 

Three  separate  but  complementary  measures  for  old-age  security  are  recom- 
mended: 

(1)  A  Federal  subsidy  to  the  States  toward  meeting  the  cost  of  noncontribu- 
tory  old-age  pensions  under  old-age  assistance  laws  complying  with  the  standard 
prescribed  in  the  Federal  statute. 

(2)  A  Federal  system  of  old-age  insurance  which  will  be  compulsory  for  ail 
industrial  workers  who  can  be  brought  under  its  terms. 

(3)  A  Federal  system  of  voluntary  old-age  annuities  for  persons  not  covered 
compulsorfly. 
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XONCONTRIBCTORY   OLD-AGE  PENSIONS 


There  are  now  29  States  with  old-age  assistance  laws,  providing  varying 
standards  of  aid  to  aged  persons  granted  upon  differing  conditions.  Many  of 
these  laws  are  nonfunctioning;  many  of  the  others,  through  financial  pressure, 
have  cut  benefits  below  a  proper  minimum,  and  have  long  waiting  lists  of  needy 
persons;  moreover,  the  financial  limitations  of  many  of  the  States  and  the 
indifference  of  others,  indicate  that  State  action  alone  cannot  be  relief  upon  to 
provide  either  adequate  or  universal  old-age  assistance. 

It  is  recommended: 

1.  That  the  Federal  Government  enter  this  situation  by  offering  grants-in-aid 
to  the  States  and  Territories  which  provide  old-age  assistance  for  their  needy 
aged  under  plans  that  are  approved  by  the  Federal  authority,  such  plans  to 
include  proposed  administrative  arrangements,  estimated  administrative  costs, 
and  the  method  of  selecting  personnel. 

2.  That  the  grants-in-aid  constitute  one-half  of  the  expenditures,  including 
administrative  expenses,  for  noninstitutional  old-age  assistance  made  by  any 
State  or  Territory  under  a  plan  approved  by  this  Federal  authority,  provided 
that  in  computing  the  amount  of  said  grants-in-aid,  not  more  than  $15  per 
month  shall  be  paid  in  Federal  subsidy  on  account  of  assistance  provided  for  any 
aged  persons  in  such  State  or  Territory,  nor  more  than  5  percent  of  the  total 
assistance  expenditures  for  administration. 

3.  A  State  or  Territory  should  be  permitted  to  impose  qualifications  upon  the 
granting  of  assistance  to  needy  aged  persons,  but  it  should  be  stipulated  in  the 
congressional  statute  providing  for  the  grants-in-aid  that  no  plan  shall  be  approved 
by  the  Federal  administrative  agency  unless  its  old-age-assistance  laws  and  its 
administration  measure  up  to  the  foUowiug  standards: 

(a)  Is  State-wide  or  Territory -wide,  and  if  administered  by  subdivisions  of 
the  State  or  Territory,  is  mandatory  upon  such  subdivisions. 

(6)  Establishes  or  designates  a  State  welfare  authority  which  shall  be  respou- 
sible  to  the  Federal  Government  for  the  administration  of  the  plan  in  the  State; 
and  which  shall  administer  the  plan  locally  through  local  welfare  authorities. 

(c)  Grants  to  any  claimant  the  right  of  appeal  to  such  State  authority. 

(.7)  Provides  tha*  such  State  authority  shall  make  full  and  complete  reports  to 
the  Federal  administrative  agency  in  accordance  with  rules  and  regulations  to  be 
prescribed  by  the  Federal  administrative  agency. 

(e)  Provides  a  minimum  assistance  grant  which  will  provide  a  reasonable  sub- 
sistence compatible  with  decency  and  health,  provided  that  in  the  event  that  the 
claimant  possesses  income  this  minimum  grant  may  be  reduced  by  the  amount 
of  such  income. 

(J)  Provides  that  an  old  person  is  entitled  to  aid  if  he  satisfies  the  following 
conditions: 

(1)  Is  a  United  States  citizen. 

(2)  Has  resided  in  the  State  or  Territory  for  5  years  or  more,  within  the  10 
years  immediately  preceding  application  for  assistance. 

(3)  Is  not  an  inmate  of  an  institution. 

(4)  Has  an  income  inadequate  to  provide  a  reasonable  subsistence  compatible 
with  decency  and  health. 

(5)  Possesses  no  real  or  personal  property,  or  possesses  real  or  personal  property 
of  a  market  value  of  not  more  than  $5,000. 

(0)  Is  70  years  of  age  or  older;  provided  that  after  January  I.  1940,  assistance 
shall  not  be  denied  to  an  otherwise  qualified  person  after  he  is  65  years  of  age  or 
older. 

(g)  Provides  that  at  least  so  much  of  the  sum  paid  as  assistance  to  any  aged 
recipient  as  represents  the  share  of  the  United  States  Government  in  such  assist- 
ance, shall  be  a  lien  on  the  estate  of  the  aged  recipient,  which,  upon  his  death, 
shall  be  enforced  by  the  State  or  territory,  and  the  amount  collected  reported  to 
the  Federal  administrative  agency. 

4.  The  cost  of  the  Federal  subsidy  to  the  Federal-State  noncontributory  old-age 
pensions  will  require  annual  appropriations  from  the  Treasury.  If,  however,  a 
Federal  compulsory  contributory  old-age  annuity  scheme  is  adopted,  and  the 
fiscal  Dosition  of  the  Government  indicates  financing  old-age  assistance  grants  by 
borrowing,  the  reserves  of  the  compulsory  contributory  old-age  insurance  scheme 
might  be  utilized  for  this  purpose.  If  such  a  borrowing  policy  is  adopted,  formal 
certificates  of  indebtedness  carryiug  3-percent  interest  should  be  issued  by  the 
Treasury  to  the  Federal  authority  administering  the  compulsory  contributory 
old-age  annuity  scheme. 
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CONTRIBUTORY  OLD-AGE  INSURANCE 

A  Federal  old-age-insurance  system  is  recommended,  to  be  instituted  at  the 
earliest  date  possible,  on  the  following  plan: 

1.  Scope. — The  act  shall  include  on  a  compulsory  basis  all  manual  wage  earners 
and  those  nonmanual  wage  earners  who  are  employed  at  a  rate  of  not  more  than 
$100  per  week;  provided,  however,  that  no  wage  in  excess  of  $50  per  week  shall  be 
counted  for  insurance  purposes.  Wage  earners  in  agriculture,  governmental 
employment,  and  railroad  service  are  not  included  on  a  compulsory  basis. 

2.  Tax  on  employers  and  employees. — A  tax  shall  l>e  levied  on  employers  and 
employees  included  within  the  scope  of  the  compulsory  provisions  of  the  plan 
equal  to  the  following  percentages  of  pay  roll:  1  percent  in  the  first  5  years  the 
system  is  in  effect;  2  percent  in  the  second  5  years;  3  percent  in  the  third  3  years: 
4  percent  in  the  fourth  5  years;  and  5  percent  thereafter.  Taxes  shall  be  paia 
on  both  pay  roll  and  wages  on  the  assumption  that  the  weekly  wage  of  a  single 
worker  does  not  exceed  $50. 

It  is  recommended  that  employers  and  employees  each  pay  one-half  of  the 
above  percentages,  with  the  employer  responsible  for  the  payment  of  the  em- 
ployee's tax  but  entitled  to  deduct  the  same  amount  from  the  wages  due  the 
employee. 

3.  Federal  contributions. — After  a  contingency  reserve  of  reasonable  propor- 
tions has  been  accumulated  (approximating  one-fifth  of  the  full  reserve),  the 
Federal  Government  shall  contribute  annually  an  amount  sufficient  to  maintain 
such  a  reserve. 

4.  Benefits.1 — No  annuities  are  to  be  paid  until  the  system  has  been  in  operation 
for  5  years  nor  to  any  worker  who  has  not  made  200  weekly  contributions.  There- 
after the  following  benefits  are  to  be  paid  on  retirement  at  age  05  or  later  to  worker 
(a)  who  entered  insurance  before  attaining  age  60  and  (fc)  on  whose  account  at 
least  200  joint  weekly  contributions  have  been  paid,  provided  that  contributions 
made  after  reaching  the  age  of  65  years  shall  not  affect  the  amount  of  the  annuity. 

It  is  proposed  to  provide  a  larger  relative  annuity  for  lower-paid  workers  by 
weighting  more  heavily  the  first  $15  of  weekly  wage.  In  the  following  description 
of  benefits,  however,  the  average  percentage  paid  to  all  wage  groups  is  used  in 
indicating  the  annuities  payable  in  each  year. 

(a)  A  pension  equal  to  15  percent  of  the  average  weekly  contribution  wage 
(not  counting  that  portion  of  average  weekly  contribution  wage  «n  excess  of  $35 
weekly)  to  workers  retiring  in  the  sixth  year  the  system  is  in  operation.  Pension 
percentages  are  to  be  increased  by  1  percent  each  year  in  the  next  5  years  and  by 
2  percent  each  year  in  the  following  10  years,  thus  bringing  tlu  percentage  to  a 
maximum  of  40  percent  of  the  joint  contributions  20  years  afger  the  system  comes 
into  operation.  In  no  case  shall  the  pension  be  less  than  the  amount  purchasable 
by  the  worker's  own  contributions. 

(6)  A  death  benefit  to  beneficiaries  of  insured  workers  who  die  prior  to  retire- 
ment equal  to  worker's  own  contributions  accumulated  with  interest  at  3  percent. 

(c)  A  death  benefit  to  beneficiaries  of  insured  workers  who  die  after  retirement 
equal  to  the  accumulated  value  of  the  worker's  own  contributions  at  time  of 
retirement,  less  the  aggregate  amount  paid  to  the  worker  as  a  pension. 

5.  Administration. —  While  the  collection  of  the  funds  and  the  control  of  the 
administration  will  be  national,  local  agencies  will  be  used  so  far  as  possible  in  the 
operation  of  the  system.  The  guaranties  recommended  would  be  impossible  in 
any  but  a  straight  national  system,  since  they  must  be  based  on  the  actuarial 
experience  of  the  population  as  a  whe  e.  It  is  contemplated  that  the  old-age- 
insurance  reserve  funds  will  be  invested  and  managed  by  the  Treasury  (or  the 
Federal  Reserve  Board)  on  the  same  basis  as  the  unemployment-insurance  funds. 
All  other  aspects  of  administration  are  to  be  vested  in  a  Federal  insurance  author- 
ity. It  is  recognized  that  the  administration  of  an  insurance  plan  for  such  a 
number  of  persons  is  a  large  undertaking,  and  to  prevent  duplication  and  to 
reduce  administrative  costs  it  is  recommended  that  the  same  State  and  local 
agencies  handling  unemployment  insurance  be  utilized  for  this  purpose.  Other 
State  and  local  labor  agencies  will  also  have  to  cooperate  in  the  administration. 

'  This  plan  of  benefits  applies  only  to  persons  entering  the  insurance  system  during  the  first  S  yean  of  it 
operation  and  is  organized  to  cover  the  situation  of  workers  who  are  middle-aged  and  over  at  the  time  that 
the  system  goes  into  operation.  The  permanent  scheme  of  benefits  not  having  to  meet  that  situation  will, 
while  following  the  general  plan  outlined  here,  adjust  the  full  annuity  to  the  contributory  period  of  a  nor- 
mal w  or  king  flfe. 
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VOLUNTARY  OLD-AGE  INSURANCE 


In  addition  to  the  compulsory  old-age  insurance  plan,  it  is  proposed  that  there 
be  established,  as  a  related  but  separate  undertaking  a  voluntary  system  of 
Government  old-age  annuities,  for  restricted  groups  as  indicated  below.  Under 
such  a  plan,  the  Government  would  sell  to  individuals,  on  a  cost  basis,  deferred 
life  annuities  similar  to  those  issued  by  commercial  insurance  companies;  that 
is,  in  consideration  of  premiums  paid  at  specified  ages,  the  Government  would 
guarantee  the  individual  concerned  a  definite  amount  of  income  starting  at,  say, 
65  and  continuing  throughout  the  lifetime  of  the  annuitant. 

The  primary  purpose  of  a  plan  of  this  character  would  be  to  offer  persons  not 
included  within  the  compulsory  insurance  arrangement  a  systematic  and  safe 
method  of  providing  for  their  old  age.  The  plan  could  also  be  used,  however,  by 
insured  persons  as  a  means  of  supplementing  the  limited  old-age  income  provided 
under  the  compulsory  plan. 

Without  attempting  to  outline  in  detail  the  terms  under  which  Government 
annuities  should  be  sold,  it  is  believed  that  a  satisfactory  and  workable  plan,  based 
on  the  following  principles,  could  be  developed  without  great  difficulty: 

1.  The  plan  should  be  self-supporting,  and  premiums  and  benefits  should  be 
kept  in  actuarial  balance  by  any  necessary  revision  of  the  rates  indicated  by 
periodical  examinations  of  the  experience. 

2.  The  terms  of  the  plan  should  be  kept  as  simple  as  practicable  in  interest  of 
the  economic  administration  and  to  minimize  misunderstanding  on  the  part  of 
individuals  utilizing  these  arrangements.  This  could  be  accomplished  by  limit- 
ing the  types  of  annuity  offered  to  two  or  three  of  the  most  important  standard 
forms. 

3.  In  recognition  of  the  fact  that  the  plan  would  be  intended  primarily  forthe 
same  economic  groups  as  those  covered  by  compulsory  annuities,  the  maximum 
annuity  payable  to  any  individual  under  these  arrangements  should  be  limited 
to  $100  per  mouth.  The  plan  should  be  extended  to  persons  of  the  lowest  wage 
groups  who  are  able  to  build  up  only  small  annuities,  by  providing  for  the  accept- 
ance of  relatively  small  premiums  (as  little  as  $1  per  month). 

4.  The  plan  should  be  managed  by  the  insurance  authority  along  with  the 
compulosry  old-age  insurance  system. 

No  estimates  have  been  made  as  to  the  amount  of  annuity  reserves  that  would 
be  accumulated  under  a  plan  such  as  that  proposed  above.  It  is  believed,  how- 
ever, that  the  fiscal  problems  presented  by  such  reserves  would  not  be  serious. 

Judgirg  by  experience  abroad,  relatively  few  persons  will  voluntarily  take  out 
such  annuities,  unless  the  government  actively  interests  itself  in  promoting  them. 

PART  III.   SECURITY  FOR  CHILDREN 

In  the  last  analysis,  security  for  family  life,  insurance  of  an  environment  in 
which  the  rights  of  children  are  safeguarded,  is  the  principal  objective  in  an  eco- 
nomic security  program.  All  the  measures  which  the  Council  have  considered — 
unemployment  compensation,  an  employment  and  public  assistance  program, 
adequate  health  measures,  and  even  old-age  pensions,  which  lift  the  burden  of 
the  support  of  the  aged  from  those  of  middle  age  whose  resources  are  needed  for 
the  care  and  education  of  their  children — could  be  described  as  child-welfare 
measures  But  in  addition  to  these  general  /Measures,  certain  special  measures 
are  necessary  for  the  protection  of  children.  Two  groups  of  such  measures  to 
he  administered  by  the  Children's  Bureau  of  the  United  States  Department  of 
Labor  were  submitted  to  the  Council  with  the  endorsement  of  the  Special  Advisory 
Committee  on  Child  Welfare  and  in  the  case  of  the  recommendations  as  to  child 
and  maternal  health,  of  the  Special  Advisory  Committee  on  Public  Health,  as 
well  as  the  Child  Welfare  Committee.  These  measures  which  were  considered 
and  approved  by  the  Council  are,  briefly,  as  follows: 

1.  Strengthening  and  expanding  of  mothers'  pensions  and  of  State  and  local 
services  for  the  protection  and  care  of  homeless  and  neglected  children  and 
children  whose  surroundings  are  such  as  gravely  to  impair  their  physical  and  social 
development,  through  a  program  supported  jointly  by  Federal  grants-in-aid  and 
State  and  local  appropriations. 

Mothers'  pensions,  designed  to  bring  security  in  their  own  homes  and  under 
their  mothers'  care  to  children  who  are  deprived  of  a  father's  support  by  death, 
incapacity,  etc.,  and  for  whom  long-time  care  must  be  provided,  are  now  author- 
ized by  legislation  enacted  in  45  States.  Such  pensions  are,  however,  actually 
granted  by  less  than  half  the  local  units  empowered  to  provide  this  form  of 
care,  and  in  many  of  these  the  amounts  of  the  grant  are  inadequate  to  safeguard 
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the  health  and  welfare  of  the  children.  Of  the  present  annual  expenditure!  of 
approximately  $37,200,000,  local  appropriations  total  $31,200,000,  and  State 
appropriations  amount  to  $6,000,000.  In  order  to  take  care  of  those  now  on 
waiting  lists,  poor  relief,  or  emergency  unemployment  relief,  and  those  for  whom 
existing  grants  are  inadequate,  State  appropriations  should  be  increased,  and  it 
is  estimated  that  approximately  $25,000,000  a  year  for  Federal  grants-in-aid  of 
this  program  will  be  required  for  the  first  2  years,  rising  to  a  possible  $50,000,000 
as  the  program  develops.  In  this  connection,  it  is  noted  that  the  Federal  Govern- 
ment, through  the  Federal  Emergency  Relief  Administration,  is  now  spending 
much  more  than  $25,000,000  on  families  probably  eligible  for  mothers'  aid- 
Federal  grants  should  be  conditioned  on  the  State  laws  being  made  mandatory  on 
the  local  units  and  on  approved  plans  which  would  insure  minimum  standards  in 
investigation,  amount  of  grants,  etc.,  and  after  June  30,  1937,  State  financial 
participation,  which  might  take  the  form  of  equalization  grants  to  local  units  or 
per  capita  grants  as  the  individual  States  desired.  An  appropriation  of  $1,500,000 
a  year  is  approved  for  assistance  to  State  welfare  departments  in  promoting  more 
adequate  care  and  protection  of  children  and  strengthening  local  public  child- 
welfare  agencies. 

2.  A  child  and  maternal  health  program  involving  Federal  assistance  to  the 
States,  and  through  the  States  to  local  communities,  in  the  extension  of  maternal 
and  child  health  service,  especially  in  rural  areas  was  approved.  Such  a  program, 
it  is  understood  by  the  Council,  would  include  (a)  education  of  parents  and  pro- 
fessional groups  in  maternal  and  child  care,  and  supervision  of  the  health  of  ex- 
pectant mothers,  infants,  preschool,  and  school  children  and  children  leaving 
school  for  work,  (6)  provision  for  a  rural  maternal  nursing  service,  (c)  demonstra- 
tions of  methods  by  which  rural  mothers  may  be  given  adequate  maternal  care, 
and  (d)  provision  for  transportation,  hospitalization,  and  convalescent  care  of 
crippled  children,  in  areas  of  less  than  100,000  population.  This  program  should 
be  developed  in  the  States  under  the  leadership  of  the  State  departments  of  health 
or  public  welfare,  in  close  cooperation  with  medical  and  public-welfare  agencies 
and  groups,  and  other  agencies,  public  and  private,  concerned  with  these  problems. 
The  committee  submitting  this  plan  estimated  that  approximately  $7,000,000  * 
year  will  be  required  for  this  program,  to  be  increased  as  the  program  develops. 

Part  IV.  Employment  and  Relief 

The  report  of  the  Special  Committee  of  Employment  and  Relief  Advisor,  to 
the  President's  Committee  on  Economic  Security  was  referred  to  the  Council  for 
consideration  and  after  discussion  by  a  subcommittee  and  the  full  Council,  the 
report  was  adopted  in  principle. 

The  main  recommendations  of  the  report  which  are  herewith  restated  and, 
reaffirmed  are: 

I.  GOVERNMENT  EMPLOYMENT  PROGRAM 

1.  All  of  those  on  relief  who  can  be  employed  should  be  given  work.  To 
accomplish  this  end  a  governmental  employment  program  is  necessary. 

2.  Great  care  must  be  taken  to  avoid  any  governmental  work  program  which 
will  nullify  its  own  gains  by  retarding  recovery. 

3.  Programs  can  be  devised  which  will  provide  real  work  for  large  numbers  of 
the  unemployed.  In  selecting  projects  the  following  things  should  be  kept  in 
mind: 

(a)  The  program  should  be  varied  so  that  workers  of  many  different  skills  may 
be  employed;  it  should  be  widely  distributed  geographically ;  it  should  be  free  as 
possible  from  requirements  which  cause  delays  and  hinder  ready  adaptation  to 
the  needs  of  the  unemployed,  such  as  insistence  upon  self-liquidation  or  work  by 
contract. 

(i>)  The  present  program  of  public  works  and  work-relief  projects  should  be 
studied  and  extended  as  far  as  possible.  Special  attention  should  be  given  to 
the  processing  of  surplus  products  and  production  for  use. 

(c)  Continuous  study  should  be  given  to  the  adopted  or  suggested  programs  of 
other  departments  of  the  Federal,  State,  and  local  governments.  For  example, 
the  committee  on  medical  care  is  recommending  the  construction  of  500  rural 
hospitals  and  other  sanitoria.  Work  programs  relating  to  the  housing  needs  of 
communities  can  be  greatly  developed  and  the  rehousing  of  dependent  families 
in  slum  areas  to  be  torn  down  is  a  matter  which  should  be  studied. 

4.  Unless  work  is  separated  from  relief  it  loses  most  of  its  social  values  to  the 
worker.    Therefore  the  Government  employment  program  should  be  divorced 
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completely  from  relief,  and  should  be  set  up  separately  from  the  public-assistance 
program  recommended  in  this  report. 

5.  Candidates  for  employment  should  be  selected  on  ihe  basis  of  their  ability, 
not  their  need,  but  as  there  probably  will  not  be  sufficient  Government  work  to 
give  employment  to  everyone  not  now  employed,  applicants  should  be  required 
to  show  that  they  are  dependent  on  their  own  ea'nings  and  that  they  have  had 
previous  regular  work  experience. 

G.  The  proper  selection  of  these  applicants,  and  their  reabsorption  into  private 
industry  cannot  be  properly  done  unless  the  work  of  the  United  States  Employ- 
ment Office  and  the  State  employment  offices  is  expanded  and  strengthened  and 
the  personnel  in  many  States  improved. 

7.  There  must  be  close  and  constant  cooperation  between  all  employment  offi- 
ces and  the  responsible  authorities  in  governmental  public-assistance  departments. 

II.  EDUCATIONAL  PROGRAM  FOB  YOUTH 

The  committee  believes  that  the  security  program  should  contain  special 
educational  previsions  for  those  between  the  ages  of  16  and  21.  By  utilizing  the 
educational  facilities  which  the  Nation  provides,  and  strengthening  them  where 
necessary,  education  could  replace  work  as  the  element  necessary  for  security  for 
that  age  group.  In  this  way  a  million  or  more  competitors  would  be  with- 
drawn from  the  labor  market. 

III.  PUBLIC  ASSISTANCE  PROGRAM 

It  is  very  important  to  retain  the  gains  which  have  been  made  in  the  admin- 
istration of  public  assistance  in  the  last  few  years.  The  standards  of  service 
are  higher  and  relief  more  nearly  reaches  adequacy  mainly  because  there  has  been 
Federal  financial  aid  to  the  States  and  supervision  of  their  work.  There  has  also 
been  State  aid  and  supervision  of  the  counties  and  townships.  These  gains  can- 
not be  made  permanent  without  the  revision  of  all  the  so-called  "poor  laws"  in 
most  of  the  States.  It  is  rarely  that  such  an  opportunity  comes  to  change  a  whole 
group  of  antiquated  and  sometimes  inhuman  laws.  To  do  that  and  to  retain  the 
good  in  the  present  emergency  set-up,  a  plan  is  advocated  for  a  Federal  depart- 
ment or  administration  through  which  equalization  funds  would  be  administered 
to  the  States.  This  would  be  a  powerful  influence  in  building  up  State  and  local 
agencies  which  would  be  able  in  turn  to  do  away  with  the  evils  of  the  present 
relief  system.  Strong  State  and  local  departments  of  public  welfare,  well  organized 
on  a  permanent  rather  than  an  emergency  basis,  should  be  encouraged  as  a  means 
of  providing  assistance  according  to  the  varying  needs  of  families  and  individuals. 
The  best  known  methods  are  necessary  to  counteract  the  demoralization  and 
insecurity  which  result  from  the  social  hazards  encountered.  Such  assistance 
should  be  adequate,  timely,  certain,  and  well  administered  and  the  State  and 
local  administrations  developed  on  a  permanent  basis  should  be  encouraged  to 
give  most  careful  attention  to  the  selection  and  training  of  qualified  personnel. 
It  is  therefore  recommended: 

1.  That  there  should  be  a  permanent  public  welfare  bureau,  department,  or 
administration  in  the  Federal  Government  which  should  administer  all  F  deral 
public-assistance  funds  and  coordinate  Federal,  State,  and  local  public-assistance 
efforts;  and  in  which  should  be  focused  the  development  of  whatever  relationship 
should  exist  as  between  public  assistance  and  other  measures  of  economic  security. 

2.  That  we  recommend  that  the  proposed  Federal  bureau  or  department  of 
public  welfare  be  given  authority  to  require  a  State  to  consolidate  its  welfare 
functions  in  one  satisfactory  permanent  department  with  appropriate  local  units 
as  a  condition  to  the  use  of  State  and  local  machinery  in  the  administration  and 
distribution  of  Federal  funds. 

3.  That  the  committee  asks  support  for  a  unified  welfare  program,  Federal, 
State,  and  local.  This  should  be  a  well-rounded  program,  unified  administra- 
tively as  well  as  financially.  The  committee  believes  that  Federal  grants-in-aid 
are  urgently  needed  not  only  for  unemployment  compensation,  but  also  for  old-age 
pensions,  mothers  aid,  general  home  assistance,  care  of  homeless  children  and 
adults,  and  other  parts  of  the  proposed  unified  welfare  program.  The  committee 
also  expresses  its  belief  that  no  hard  and  fast  line  can  be  drawn  between  any  of 
these  categories. 

It  will  not  be  possible  for  the  State  and  local  governments  to  assume  full 
responsibility  for  those  families  whose  needs  would  not  be  met  by  a  work  program 
but  the  Federal  Government  should,  through  its  proposed  welfare  administration 
secure  all  possible  cooperation  from  these  subdivisions  of  government. 
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Part  V.  Risks  to  Economic  Security  Arising  Out  op  III  Health 


The  Advisory  Council  wishes  to  give  general  endorsement  to  the  proposals 
of  the  staff  and  its  advisory  medical,  public-health,  hospital,  and  dental  com- 
mittees relative  to  public  health  and  medical  care.  Specifically  the  Council 
approves  the  proposal  for  annual  Federal  appropriations  of  not  less  than  $10,- 
000,000  to  the  United  States  Bureau  of  Public  Health  for  the  following  purposes: 

To  the  Public  Health  Service:  (1)  For  grants-in-aid  to  counties  and  local 
areas  unable  to  finance  adequate  public-health  programs  with  local  and  State 
resources,  to  be  allocated  through  State  departments  of  health;  (2)  for  direct  aid 
to  States  in  the  development  of  State  health  services  and  the  training  of  per- 
sonnel for  State  and  local  health  work;  (3)  for  additional  personnel  within  the 
Service  for  investigation  of  disease  and  of  sanitary  or  administrative  problems 
which  are  of  interstate  or  national  interest  and  for  detailing  personnel  to  other 
Federal  bureaus  and  offices  and  to  States  and  localities;  and 

The  Council  emphasizes  the  necessity  for  including  in  the  economic  security 
program  adequate  measures  for  preventing  the  risks  to  economic  security  arising 
out  of  ill  health,  and  believes  that  these  foregoing  proposals  will  contribute  to 
the  development  of  a  national  health  plan. 

The  Council  also  approves  the  three  sets  of  proposals  relative  to  medical  care, 
as  follows: 

1.  Further  use  of  Public  Works  Administration  funds  for  the  construction  of 
public-health  and  medical  institutions  such  as  tuberculosis  sanatoria,  mental- 
disease  hospitals,  and  health  centers,  where  the  need  is  shown  to  exist  and  funds 
are  available  for  maintenance. 

2.  Use  of  Public  Works  Administration  funds  for  the  construction  of  general 
hospitals  in  rural  areas  where  such  institutions  are  needed  but  where  no  hospitals 
exist,  with  appropriations  on  a  decreasing  scale  for  their  operation.  A  prelim- 
inary survey  shows  that  there  are  approximately  500  such  areas. 

3.  Extension  of  hospital  care  to  persons  on  Federal  Emergency  Relief  Admin- 
istration relief. 

The  Council  wishes  to  express  its  appreciation  of  the  assistance  being  rendered 
to  the  staff  by  the  medical,  hospital-,  and  dental-advisory  committees  in  their 
study  of  health  insurance  and  of  other  measures  for  medical  care  which  is  still 
under  way. 
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B.  Unemployment  and  Unemployment  Compensation  Laws: 

5.  Estimate  of  unemployment  in  employments  which  could  be  covered  by 
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11.  Number  of  older  persons  gainfully  occupied  bv  age  and  occupation  for 

United  States,  1930. 

12.  Age  distribution  of  United  States  population  by  urban  and  rural  for 
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2  ECONOMIC  SECUKITT  ACT 


Table  2. — Families  and  persons  receiving  emergency  relief,  continental  United 

States 


Months 

Resident  families  and  persons  receiving  relief  under  the 
general  relief  and  special  programs 

Number 
of  tran- 
sients 

receiving 
relief  • 

Families 

Single 
persons 

Total 
families 
and  single 
persons 

Total 
persons 

Percent 
of  total 
popula- 
tion 1 

1933 

— 

January  ... 

a  o  Qzn  nnn 

"I 

. . 

Yl 

... 
(') 

li 

February..  

0  1,  110,  uuo 

fi\ 

Yl 

U\ 

Yl 

(4) 

(v 

March    

x  a  kaa  nnn 

v) 

it\ 

IV 

(') 

vi 

c) 

April  _.     

4,  475,  322 

li- 

0) 

(') 

May  

4,  252  443 

m 

lt) 

(') 

(4) 

June   

3,  789,  026 

W 

m 

0) 

w 

$ 

July  

3,  451,  874 

3  455, 000 

3,  906,  874 

»  15,  282,  000 

12 

(*) 

August   

3,  351,810 

3  412, 000 

3,  763,  810 

s  15,  077,  000 

12 

W 

September  

2,  984,  975 

3  403,  000 

3,  387,  975 

3  13,  338,  000 

11 

October     

3,  010,  516 

3  436,  000 

3,  446,  516 

3  13,  618,  000 

11 

November  

3,  305, 114 

461,315 

3,  826,  429 

15,  080,  465 

12 

1 

December..   

2,  631,  020 

438,  431 

3,  069,  451 

11,  664, 860 

10 

1934 

January   

2, 486,  274 

456,  469 

2,  942,  743 

11, 086,  598 

9 

(») 

February    

2,  599, 975 

532,  036 

3, 132,011 

11,  627,  415 

9 

126,  873 

March    

3, 070,  855 

663,  138 

3,  633,  993 

13,  494,  282 

11 

145, 119 

April    

3,  847,  235 

590,  007 

4,  437,  242 

16,  840,  389 

14 

164,  244 

May   

3,  815,  926 

617,  735 

4,  433,  661 

17,  228,  458 

14 

174, 138 

June  — 

3,  757, 971 

559,  502 

4,  317,  473 

16, 833,  294 

14 

187,  282 

July    

3, 867,  047 

542,  362 

4,  409,  409 

17,301,734 

14 

195,  051 

August-  

4, 059,  605 

569,  877 

4,  629,  482 

18, 187,  193 

15 

206, 173 

September  _. 

4,  096,  725 

656,  215 

4,  752,  940 

18,410,  334 

16 

221,  734 

October   

»  4, 106,  681 

720,  853 

*  4,  827,  534 

5  18,  450,  567 

15 

235,  758 

November  6  

4,  225, 000 

750,  000 

4,  975,  000 

18,  900,  000 

16 

266, 000 

i  Based  on  1930  Census  of  Population. 

'  Middle  of  month  figures,  excluding  local  homeless  which  are  included  under  general  relief  program. 

'  Partially  estimated. 
'  Not  available. 

»  Partially  estimated  to  cover  the  rural  rehabilitation  program  on  which  reports  are  not  yet  complete. 
•  Preliminary. 

Source:  Division  of  Research,  Statistics,  and  Finance,  Federal  Emergency  Relief  Administration. 


Table  3. — Cases  1  receiving  emergency  relief — direct,  work,  special  programs 


1934 

Grand 
total 

General  relief 

Special 

pro- 
grams 1 

Total 

Work  pro- 
grams 

Direct 
relief  only 

April     

4,  437,  242 

4,  437,  242 

1, 176,  818 

3,  260, 424 

(3) 

May   

4,  433,  661 

4, 320, 187 

1,  343,  214 

2,  976,  973 

113, 474 

June  -  

4,317,  473 

4,  237,  425 

1,  477,  753 

2,  759,  672 

80,  048 

July      

4,  409,  409 

4,  368, 195 

1,  723,  295 

2,  644,  900 

41,214 

August  _    

4,  629,  482 

4,  582,  434 

1,  922, 029 

2, 660,  405 

47,  048 

September.     

4,  752,  940 

4, 619,  496 

1, 950,  728 

2,  668,  768 

133,  444 

October   

4,  827,  534 

4,  654,  402 

1, 998,  167 

2,  656,  235 

173, 132 

November  *    

4,  975,  000 

4,  785,  000 

2, 150,  000 

2,  635,  000 

190,  000 

1  Cases  include  each  family  or  single  person  on  relief,  not  counting  transient  single  persons. 

2  Rural  rehabilitation  program,  emergency  education  program,  student  aid;  excludes  transients. 
8  Cases  aided  under  special  programs  in  April  were  included  in  the  general  relief  program. 
'Preliminary. 


Source:  Division  of  Research,  Statistics,  and  Finance,  Federal  Emergency  Relief  Administration. 
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Table  4. — Obligations  incurred  for  emergency  relief  from  all  public  funds  by  source 
of  funds,  January  1933  through  November  1934,  by  months  and  by  quarters1 


1933 

January  

February  

March.  


First  quarter. 


April. 
May. 
June.. 


Second  quar- 
ter  


July  

August  

September. 


Third  quarter. 

October  

November  

December  


Fourth  quar- 
ter  


January. 
February. 
March  


Total,  1933. 
1934 


First  quarter. 


April.. 
May  '. 
June  '_ 


Second  quar- 
ter !  


July  1  

August 1  

September  !. 


Third  quar- 
ter'  


October  '  

November  ». 


Total,  1934'. 


Total,  23 
months'  


Obligations  incurred  for  emergency  relief 


Total 


$60,  827, 160  ?f, 
67,  37/i,  423.  32 
81,  205,  631.  61 


209,  408,  215.  79 


73, 010,  800.  68 
70,  806,  338.  08 
66,  339,  206.  68 


210, 156,  345.  44 


60, 155, 873.  87 
61,470,  496.  37 
59,  346,  338. 14 


180, 972,  708.  38 


64,  888,  913.  42 
70,810.  514.27 
56,  526,  330.  37 


192,  225,  758.  OS 


792,  763,  027.  67 


53,  880, 834.  01 
57,  668,  212.  60 
69.  794,  802.  92 


181.343,849.  53 


113, 134,  286.  74 
129,  222,  770.  62 
125, 198,649.88 


367,  555,  707.  24 


130,  953,  215.  11 
149,  424,  555.  07 
143,  227, 846.  44 


423,  605,  616.  62 


156,  747,  867.63 
172,  750,000.  00 


1,302.  0C3.041.  02 


2,  094.  766,  068.  69 


Federal  funds 


Amount 


$31, 175,  001.  46 
39, 850, 235. 88 
51,  355,  220.  07 


122, 380, 457. 41 


45, 373, 968.  80 
48, 803,  456.  80 
42,  523,  714.  87 


136,  701,  140.  47 


37, 482,  328.  1 
39,  781,831.27 
36,  289, 188.  33 


113,  553,  347.  77 


40,  415,  353. 15 
39,  796,  429. 13 
27,  755, 055.  43 


107,  956,  837.  71 


480,  601,783.  36 


29,  005,  736.  51 
26,  462, 858.11 
32,  522,  395.  84 


88,  050,  990.  46 


82,  299,  551.  45 
96,  741, 145.  12 
92,  084, 137.  06 


271, 124,  833.  63 


95, 146,  288.  68 
113,  308,  571.  80 
108,  559,  186.  27 


317,  014,  046.  75 


121,  949,  841.  00 
139,  430,  000.  00 


937,509,711.84 


1, 418, 171,  495.  20 


Per- 
cent 


61.3 
59.1 

63.2 


58.4 


62. 1 
68.9 
64.1 


65.0 

62.3 
64.7 
61. 1 


62.3 
56.2 
49. 1 


54.0 
45.9 
46.6 


72.  7 
74.9 
73.6 


72.6 
75.8 
75.8 


74.8 


77.8 
80.7 


72.0 


67.7 


State  funds 


Amount 


$8, 898,  288. 71 
5,  921,  376.  42 
5,  212,  394.  33 


20, 032,  059.  46 


8, 182,  877.  70 
5,  017,248. 11 
8, 038, 872.  89 


21,238,  998.70 

7,  676,  554.  71 

8,  726,  266.  40 
11,  093,  954.  69 


27,  396, 775. 


10, 186,  795.  50 
18,  633,  766. 17 
18, 768, 833. 14 


47,  589,  394.  81 


116,257,  228.  77 


16, 124,  460.  00 
21.  832,  729.  56 
25,  615,  747.  44 


63,  572,  937.  00 


17,  642,  023.89 
12.  647,  639.  02 
11,777, 402.31 


42,  067,  065.  22 


13,  061,941.  23 
12,  226,  882.  75 
11,  406,  614.  12 


36,  695,  438.  10 


13,950,560.23 
10,  670,  000.  0C 


166,  956,  000.  55 


283,  213,  229.  32 


Per- 
cent 


14.6 
8.8 
6.4 


11.2 
7.1 
12.1 


12.6 
14.2 
18.7 


15. 1 


15.7 
26.3 
33.2 


29.9 
37.9 
36.7 


15.6 
9.8 
9.4 


10.0 

8.2 
8.0 


6.2 


12.8 


13.5 


Local  funds 


Amount 


$20, 753, 870. 69 
21,603, 811.02 
24, 638. 017. 21 


66, 995,  698. 92 


19,  453, 954. 18 
16, 985, 633. 17 
15,  776,  618.  92 


52,  216,  206.  27 


15,096,990. 
12, 962,  398.  70 
11,  963, 195. 12 


40,  022,  584.  81 


14,  286,  764.  77 
12,  380,  318. 97 
10,  002,  441.  80 


36,  669,  525.  54 


195,  904, 015.  64 


8,  690,  637.  50 

9,  372,  624.  93 
11,  656,  659.64 


29,  719,  922.  07 


13, 192,711.  40 
19,  833,  986.  48 
21,337,110.  51 


54,  363,  808.  39 


22,  744, 9S5.  20 

23,  8S9, 100.  52 
23,  262,  046.  05 


,  896, 131.  77 


20,  847, 466.  40 
22,  650,  000.  00 


197,  477, 328.  63 


393,  381,  344.  17 


Per- 
cent 


34.1 
32.1 
30.4 


32.0 


26.7 
24.0 
23.8 


24.9 


25.1 
21.1 
20.2 


22.0 
17.5 
17.7 


19.1 
24.7 


16.1 
16.2 
16.7 


11.7 
15.3 
17.0 


14.8 


17.4 
16.0 
16.2 


16.5 


13.3 
13. 1 


15.2 
18.8 


1  Includes  obligations  incurred  for  relief  extended  under  the  general  relief  program,  under  all  special 
programs,  and  for  administration;  beginning  April  1934  these  figures  also  include  purchases  of  materials, 
supplies,  and  equipment,  rentals  of  equipment  (such  as  team  and  truck  hire),  earnings  of  nonrelief  persons 
employed,  and  other  expense  incident  to  the  work  program.  Does  not  include  about  $990,000,000  expended 
for  the  C.  W.  A.,  of  which  $840,000,000  was  derived  from  Federal  funds  and  $150,000,000  from  State  and  local 
funds. 

•  Break-down  partially  estimated. 

•  Preliminary. 

Source:  Division  of  Research,  Statistics,  and  Finance,  Federal  Emergency  Relief  Administration,  Jan. 
7,  1935.   Table  based  on  reports  from  State  and  local  relief  administrations. 
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Table  5. 


Year: 

1922. 
1923. 
1924. 
1925. 
1926. 
1927. 


-Estimate  of  unemployment  in  employments  which  are  customarily 
covered  by  unemploymeni-insurance  plans 


Estimated 
percent  of 
unemployment 

  13.  1 

  7.  3 

  9.  4 

  7.  8 

  7. 4 

  8.  3 


Year — Continued. 

1928  

1929  

1930  

1931  

1932  

1933  


Estimated 
percent  of 
unemployment 

  8. 5 

  6.  1 

  15.  3 

  26.  6 

  39.  0 

  39.2 


Source:  Estimates  of  the  Committee  on  Economic  Security.  It  should  be  noted  that  these  unemploy- 
ment rates  are  indicative  only  of  the  unemployment  occurring  in  the  group  of  gainful  workers  which  are 
customarily  covered  by  unemployment-insurance  plans,  and  that  they  do  not  represent  the  unemploy- 
ment for  the  entire  working  population.  These  rates  are  higher  than  those  for  all  gainful  workers,  because 
the  incidence  of  unemployment  borne  by  the  group  covered  is  greater  than  for  the  working  population 
as  a  whole. 
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Table  7. — Countries  in  which  compulsory  unemployment-insurance  laws  have  been 
enacted  and  number  of  workers  covered  in  each 


Country  1 


Date  of  law  » 


Number 
insured  3 


Australia  (Queensland)   

Austria.   

Bulgaria    

Germany    

Great  Britain  and  Northern  Ireland. 

Irish  Free  State   

Italy  —   

Poland   

Switzerland  (13  cantons)   

United  States  (Wisconsin)  


Oct. 
Mar. 
Apr. 
July 
Dec. 
Aug. 
Oct. 
July 

Jan. 


18, 1922 
24, 1920 
12, 1925 
16, 1927 
16, 1911 
9, 1920 
19, 1919 
18,  1924 

m 

29, 1932 


175,  000 
969,000 
280,000 
17,  920,  000 
12,  960,  000 
359,000 
4,  000,  000 
954,000 
6  325,  000 
330,000 


Total  number  insured. 


38,  272, 000 


i  A  compulsory  law  was  passed  in  Russia  in  1922,  but  benefit  payments  were  suspended  in  1930. 

«  These  are  the  dates  upon  which  the  laws  were  enacted,  not  the  dates  upon  which  they  went  into  effect. 

3  These  are  the  most  recent  figures  available. 

4  This  figure  represents  the  number  covered  previous  to  the  beginning  of  the  depression  in  1929.  Tho 
official  figure  is  much  smaller  (12,503,000  at  end  of  August  1933);  the  difference  is  due  not  to  any  limitation 
of  coverage  but  to  the  fact  that  those  unemployed  workers  who  had  exhausted  their  right  to  insurance  bene- 
fits and  had  thus  come  within  the  scope  of  the  communal  relief  were  not  included  in  the  figures  for  the 
members  covered  by  unemployment  insurance. 

•  The  first  of  the  cantonal  measures  was  passed  in  1925. 

6  This  figure  includes  persons  compulsorily  insured  in  certain  communes  in  cantons  having  voluntary 
Insurance. 

Source:  Compiled  by  the  Committee  on  Economic  Security. 


Table  8. — Countries  in  which  voluntary  unemployment  insurance  laws  have  been 
enacted  and  number  of  workers  covered  in  each 


Country 

Date  of  law  1 

Number 
insured  1 

Belgium     

Dec.  30,1920 
July  19.19213 
Apr.    9, 1907 
Nov.   2, 1917 
Sept.  9,1905 
Dec.    2, 1916 
Aug.    6, 1915 
May  25,1931 
Jan.     1, 1935 
Oct.  17,1924' 

1, 038, 000 
1, 500, 000 
337,000 
15,000 
192, 000 
502,000 
47,  000 
•  50,000 
(!) 

195,000 

Czechoslovakia      

Finland    —    .   

France.  -  -    

Netherlands  -    

Norway        

Switzerland  (11  cantons)  '    

3, 876,  000 

i  These  are  the  dates  for  the  enactment  of  the  national  laws,  not  the  dates  upon  which  they  took  effect. 
s  These  are  the  most  recent  figures  available. 
'  This  act  came  into  effect  on  Apr.  1, 1925. 

4  The  number  of  persons  belonging  to  funds  which  may  be  subject  to  the  insurance  law  is  50,000.  It  is 
not  definitely  known  whether  all  these  persons  come  under  the  law  but  it  is  probable  that  the  majority  of 
them  do. 

*  It  is  estimated  that  23  unions  with  320,000  members  have  funds  which  may  be  used  for  the  insurance 
provided  in  the  law.  The  law  became  effective  Jan.  1,  1935.  It  is  likely  that  320,000  can  be  taken  as  a 
rough  estimate  of  the  number  who  will  come  under  the  law  in  its  early  stages. 

8  7  of  these  cantons  specify  that  communes  may  enforce  compulsory  insurance  within  their  borders;  the 
population  of  communes  that  have  compulsory  insurance  is  given  in  table  1. 

i  This  is  the  date  of  the  national  measure.   The  first  of  the  cantonal  acts  was  passed  in  1925. 

Source:  Compiled  by  the  Committee  on  Economic  Security. 
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Table  11. — Number  of  older  persons  gainf  ully  occupied  by  age  and  occupation  for 

United  States,  1930  1 


45  and 
over 

50  and 
over 

55  and 
over 

60  and 
over 

65  and 
over 

70  and 
over 

75  and 
over 

Total  population  

28, 048,  786 

21,  006,  507 

15,  030,  703 

10,  385,  026 

R,  633,  805 

3, 863, 

200 

1, 913, 196 

Total  gainfully  occupied  

14,  625,  620 

10,  350,  550 

6,  7S5,  459 

4, 155,  395 

2,  204,  967 

977, 

925 

335, 023 

Agriculture  

3,  891,  109 

2,  979,  047 

2, 115,  609 

1,  407, 129 

829,  825 

417, 

734 

159, 809 

Forestry  and  fishing  

84,  013 

58,  250 

36,  865 

21,  627 

11,100 

4, 

678 

1,493 

Extraction  of  minerals  

28G,  039 

181,  594 

104,  957 

54,  796 

24,  553 

8, 

572 

2,347 

Manufacturing    and  me- 

chanical industries  

4, 165,  502 

2, 837, 582 

1,  794, 848 

1, 047, 104 

518,  525 

205, 

130 

61, 048 

Transportation  and  com- 

munication  

994,  996 

656.  832 

400,  231 

222,  808 

100,  297 

33, 

141 

9,073 

Trade  

1, 889,  026 

1,  307,  044 

831,557 

488,  493 

247,  726 

105, 

367 

33, 616 

Public  service   

351,  075 

270,  775 

192,  679 

126, 097 

69,  441 

29, 

701 

8,891 

Professional  service  

852,  491 

596,  732 

380, 186 

223,  031 

113,  284 

51, 

190 

18,  496 

Domestic  and  personal  serv- 

ice  

1,  566,  011 

1,  107,  365 

723,  292 

443,  768 

232,  989 

99, 

963 

33, 500 

Clerical  occupations...  

546,  358 

355,  329 

215,  235 

120,  542 

57,  227 

22, 

449 

6, 750 

1  Less  unknown. 


Source:  Fifteenth  Census  of  the  V.  S.,  1930,  vol.  II,  Population,  table  3,  p.  567,  and  vol.  IV,  Occupation*, 
table  21,  p.  42. 
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Table  13. — Actual  and  estimated  number  of  persons  aged  65  and  over  compared  to 
total  population,  1860  to  2000 


Year 

Number 
aged  65 
and  over 

Total  pop- 
ulation 

Percent 
aged  65 
and  over 

Year 

Number 
aged  65 
and  over 

Total  pop- 
ulation 

Percent 
aged  65 
and  over 

I860—   

849. 000 
1, 154, 000 
1,  723,  000 
2, 424,  000 
3,  089,  000 

3,  958,  000 

4,  940, 000 
6,  634,  000 

31, 443, 000 
38,  558, 000 
50, 156,  000 
62,  622,  000 
75,  995,  000 
91,  972,  000 
105,  711,  000 
122,  775,  000 

2.7 
3.0 
3.4 
3.9 
4. 1 
4.3 
4.7 
5.4 

1940   

8, 311,000 
10, 863, 000 
13,  590,  000 
15,  066,  000 
17,  001,  000 
19, 102,  000 
19,  338,  000 

132,  000,  000 
141,  000,  000 
146,  000,  000 

149,  000,  000 

150,  000,  000 

151,  000,  000 
151,  000,  000 

6.3 
7.7 
9.3 
10. 1 
11.3 
12.6 
12.7 

1870  

1950...  

1880  _ 

I960..  

1890  

1970  

1900.  

1980..  

1910  

1990   

1920  

2000.   

1930...  

Source:  Data  for  years  1860  to  1930  from  the  TJ.  S.  Censuses.  Estimates  for  subsequent  years  by  the 
actuarial  staff  of  the  Committee  on  Economic  Security.  These  forecasts  are  made  on  the  assumption  of  a 
net  immigration  of  100,000  annually  in  years  1935-39,  and  200,000  annually  in  1940  and  thereafter. 

Table  14. — Operation  of  old-age  pension  laws  of  the  United  States,  1934 


Btate 


Type  of  law 


Number 
of  pen- 
sioners 1 


Number 
of  eligi- 
ble age  2 


Percent- 
age of 
pension- 
ers to 
number 
of  eligi- 
ble age 


Average 
pension  1 


Yearly 
cost 3 


Alaska  

Arizona  

California  

Colorado  

Delaware  

Hawaii  

Idaho  

Indiana  

Iowa...   

Kentucky  

Maine  

Maryland  

Massachusetts... 

Michigan  

Minnesota  

Montana  

Nebraska  

Nevada  

New  Hampshire. 

New  Jersey  

New  York  

North  Dakota  

Ohio   

Oregon  

Pennsylvania  

Utah  

Washington  

West  Virginia  

Wisconsin  

Wyoming  


Mandatory. 

 do  

....do  


do  

 do  

Optional  

Mandatory. 
 do  


do  

Optional  

Mandatory. 

Optional  

Mandatory. 

 do.  

Optional  

 do  

Mandatory. 

Optional  

Mandatory. 

do  

do  

do  

do  

do  

do  

do  


 do  

Optional  

 do  

Mandatory. 


»446 

»  1,  974 
«  19,  300 
8,705 
« 1,  610 
(«) 

1,  275 
'  23.  418 

<  3,  000 

(10) 

(») 
"  141 
"  20,  023 

2,  660 
2,655 
1,781 
(») 

23 

« 1,423 
"  10,  560 
51,228 

(16) 

1!  24,  000 
(») 

(18) 

930 
'  2,239 

(18) 

1,969 
643 


3,437 
9, 118 
210,  379 
61,  787 
16,  678 
(•) 

22,  310 
138,  426 
184,  239 
AO) 

(■■) 

92,  972 
156,  590 
148, 853 
94,  401 
14, 377 
(") 
4,814 
25,  714 
112,  594 
373,  878 

(16) 
414,  836 
(") 
0s) 

22,  665 
101,  503 

(16) 
112,112 
8,  707 


Percent 
11.1 
21.6 

9.2 
14. 1 

9.7 

(«) 

5.7 
16.9 
1.6 

(>°) 

(») 

.2 
12.8 
1.8 
2.8 
12.4 
(") 

.5 

5.5 
9.4 
13.7 

(IS) 

5.8 

(") 

(») 
4.1 
2.2 

(16) 

1.8 
7.4 


$20.  82 
9.  01 
21. 16 
8.59 
9.79 
(•) 
8. 85 
'6. 13 
•  13.  50 

(10) 

(») 
29.  90 
24.  35 
1!  9.  59 
13.20 
7.28 
(") 
15.00 
»  19.  06 
12.72 
22.16 
(1.) 

i  13.99 

(") 
(18) 

8.  56 

(«) 
(16) 

16. 75 
10.79 


$95,  705 
200,  927 
3,  502,  000 
172,  481 
188,740 
(6) 

114,  521 
«  1,  254, 169 
»  475,  500 
(10) 

(») 
50,  217 
5, 411,723 
"  306, 096 
420,536 
155,  525 
(») 
3,320 
»  298,  722 
1, 375,  693 
13,  592,  080 

(16) 

13  3, 000,  000 
(") 

(18) 

95,599 
(6) 

(16) 

395,  707 
83,  231 


Total. 


180,  003 


31, 192, 492 


i  Where  no  special  reference  is  given,  the  figures  are  as  of  Dec.  31,  1933. 

•  1930  Census  figures. 

'  Where  no  special  reference  is  given,  the  figures  represent  actual  cost  for  the  year  1933. 
« As  of  December  1934. 
« As  of  Oct.  1,  1934. 

•  No  information  available  or  not  computed. 
'  As  of  August  1934. 

1  Appropriation  for  1934. 

1  Estimated  from  expenditures  of  April  through  November  1934,  $317,000. 
"  No  pensions  being  paid. 

ii  Not  yet  in  effect. 

i'  As  of  November  1934. 

n  Estimated  from  monthly  figures. 

»  Not  much  being  done  due  to  lack  of  funds. 

n  As  of  September  1934. 

!•  No  pensions  being  paid  now. 

Administered  by  counties;  no  information  available  for  State. 
18  Law  just  being  put  into  effect. 

Source:  Data  collected  by  the  Committee  on  Economic  Security. 


State 


Alaska  

Arizona  

California. 


Colorado. 


Delaware  .-  1931 


Hawaii. 


Idaho... 
Indiana. 


Iowa. 


Kentucky. 
Maine  


Maryland  

Massachusetts- 
Michigan  

Minnesota  


Montana.. 
Nebraska. 
Nevada.. . 


New  Hampshire- 
New  Jersey  


New  York  

North  Dakota. 
Ohio  


Oregon. 


Pennsylvania. 


Utah. 


Washington... 
West  Virginia- 


Wisconsin. 
Wyoming. 


Date 
en- 
acted 


1916 
1033 

1929 
1927 


Date 
amended 


/1917,  1919, 
\1925,  1929 


1933 

1931 
1933 

1934 

1926 
1933 

1927 

1930 

1933 

1929 

1923 
1933 
1925 

1931 

1931 

1930 
1933 
1933 

1933 
1934 

1929 

1933 
1931 

1925 

1929 


1931,  1933. 
1931,  1933 


In 

effect 


1933. 
1933. 


1931  

1932, 1933- 


1931, 1933.  . 


1932,1933. 
1934  


1929,  1931, 

1933. 
1931.  


1915 
1933 

1929 

1927 

1931 

1934 

1931 
1934 

1934 

1926 
(«) 

1927 

1931 

1933 

1929 

1923 
1933 
1925 

1931 

1932 

1930 
1933 
1934 

1934 


1934 


1929 


1933 
1931 


1925 
1929 


Na] 


Ma 


Opt 
Ma- 


Opt 
Mai- 

Optj- 

Mai- 


/InsufEcient  means  of 
I  support. 

(2)  $300 

365 


365 

300 

300 

300 
180 

'365 

400 
365 

365 


None  specified. 


Opt- 


Maj- 
Opt- 

Mai- 


-I 


Opt- 


M 


Property 
limit 


Annual 
income 
limit 


i  Since  1906.  t  _  J 

» Annual  income  of  any  property  to  be  computed  at  3 
1  Annual  incomo  of  any  property  to  be  computed  at  4 
<  Required  residence  in  United  States  15  years. 
«  When  Governor  can  raise  funds. 
•  House  in  which  applicant  lives  not  to  be  considered 
'  Earnings  and  gifts  up  to  $100  exempt. 
'  Unable  to  maintain  self, 
i  Mandatory  from  July  1,  1935,  on. 

Source:  Compiled  by  Committee  on  Economic  Secur 


» 3, 500 

'365 

»  3, 000 

365 

(s) 

300 

300 

»  3, 000 

390 

2,000 

360 

3,000 

(?) 

Unable  to  support 
self. 

(3) 

•  3,  000: 
couple 
•4,000 


[  •  3, 000;  1 
<  couple  } 
[      »4,000  I 


•3.000 


360 


Indigent. 


(3) 


300 


(3)       I  360 
No  property  or  in- 
come. 

365 


>$3,000 


360 


Disqualifica- 
tions (see 

explanatory 
footnotes) 


d,  n  

a,  f.  

a,  f,  n,  o. 


a,  b,  c,  d,  f,n_. 

a,  d,  f,  1,  n_... 
e,  i,  f  


a,b,c,d,e,f,i,m_ 
a,  b,  c,  d,  e,  f, 

i,  n. 
a,  b,  c,  d,  f,  i,  ]_ 

a,  d,  f,  h,  i,  j,  n- 
a,  b,  c,  e,  f,  i,  k. 

a,  c,  d,  e,  f,  i,  n. 

d,  "Deserving 

citizens." 
a,  b,  c,  d,  f,  i. . 

a,  c,  d,  e,  f,  i,  n. 

b,  c,  d,  e,  f,  1-. 
b,  c,  d,  e,  f,  L. 
a,  b,  c,  d,  e,  f,  i_ 

a,  c,  d,  e,  f,  1,  n 

d,  e,  f,  e  


a,  d,  f,  g  

a,  f,  i,  m,  n,  p 
a,  b,  c,  d,  f  

a,  b,  c,  d,  f,  1, 1. 
a,  b,  c,  d,  I  

a,  b,  o,  d,  e  f,  1. 

a,  b,  c  d,  e,  f. . . 
a,  d,  e,  f,  g,  h, 
i,  n. 

a,  c,  d,  e,  f,  i,  n 

b,  o,d,e,f,i— 


Other  pro- 

visionsfsee 
explanatory 
footnotes) 


B_... 
B,  C. 

A.... 


A,  B,  C. 


C  

A,  B,  C... 

A,B,C,D. 
A,  B,  C... 

A,  B,  C, 
D. 

B.  .-  

A,  B,  C... 


A.B.C.D 

A,  B,  C-. 

A,  B,  C... 
A,  B,  C-_. 
A,B,C,D. 

A,  B,  C... 

A,  C  


A,  B  

A,B,C,D. 

A,  B,  C,D. 


A,  B,  C... 


A,B,C. 
B  


A,  B,  O 
A,  B,  0..__ 


Maximum 
amount  of 
pension 


M  $35  a  month.. 
W  $45  a  month.. 
$30  a  month  


$1  a  day. 
 do... 


|Quarterly. 
Monthly. 


$25  a  month. 

$15  a  month. 

$25  a  month. 
$15  a  month. 

$25  a  month. 


$250  a  year. 
$1  a  day  


.do- 


Adequate  assist- 
ance. 
$30  a  month  


$1  a  day. 


$25  a  month. 
$20  a  month. 
$1  a  day  


$7.50  a  week. 
$1  a  day  


Determined  by 

official. 
$150  a  year  


$25  a  month.. 
$30  a  month- 


.do. 


$25  a  month. 

$30  a  month. 
$1  a  day  


 do  

$30  a  month. 


Period  of  pay- 
ments 


Do. 

Monthly  or  quar 
terly. 

Monthly. 

Do. 

Do. 
Do. 

Monthly  or  quar- 
terly. 
Do. 
Not  specified. 

Do. 

Do. 

Monthly. 

Monthly  or  quar- 
terly. 
Monthly. 
Do. 

Monthly  or  quar- 
terly. 

Weekly  or  month- 
ly. 

Monthly. 

Not  specified. 
Monthly. 
Do. 


Monthly  or  quar- 
terly. 


Monthly. 


Do. 

Do. 
Do. 

Monthly  or  quar- 
terly. 
Monthly. 


Other  provisions: 

A.  Transfer  of  applicant's  property  to  pension  authority  may  be  demanded  before 

pension  is  granted. 

B.  Amount  of  payments  to  be  collected  from  estate  on  death  of  pensioner  or  the  sur- 

vivor of  a  married  couple. 

C.  Allowances  for  funeral  expenses. 

D.  Payments  may  be  made  to  charitable  or  benevolent  institution  it  pensioner  fe 

inmate. 

U8794°-36.   (Face  p.  12.) 


Table  15. — Principal  features  of  the  old-age  pension  laws  of  the  United  States 


Date 
en- 
acted 


1931,  1933. 
1931,  1933. 


1931.  

1932, 1933. 


1929,  1931, 

1933. 
1931  


Mandatory, 
-...do  


.  do  

....do  

Optional  

Mandatory 
-..do  

....do  

Optional  

Mandatory 

Optional... 

Mandatory. 

—  .do  

Optional. .. 

 do  


....do  

....do  


 do  


Mandatory. 


Administration 


Alaska  Pioneers  Home.. 
State  auditor  


State  old-age  welfare  commis- 
sion. 

Territorial  auditor  


Old-age  assistance  commis- 
sion. 

None  

Department  of  health  and  wel- 
fare. 

None  


State  department  of  public 
welfare. 

State  welfare  department,  old- 
age  pension  bureau. 

None  


None   

Auditor  of  public  accounts.. 
None  


Department  of  Institutions 
and  agencies,  division  of  old- 
age  relief. 

State  department  of  social  wel- 


State  board  of  control  


Department  of  welfare— 


State  board  of  control. 
None   


No  local  administration  

County  old-age  pension  com- 

County  board  of  supervisors, 
local  department  of  public 
welfare. 

County  court ;  board  of  county 
commissioners,  trustees. 


Old-age  pension  commission. 


Board  of  county  commission- 
ers. 

Old-age  assistance  boards  


County  commissioners  

Bureau  of  old-age  assistance 

Old-age  pension  board  

Board  of  county  commissi  oners. 

Old-age  pension  commission 

 do  

Board  of  county  commissioners- 
County  commissioners  

County  welfare  board  


Public  welfare  district  official. 

Board  of  county  commis- 
sioners. 

Board  of  aid  for  the  aged  


Old-age  pension  commission... 


Board   of   county  commis- 
sioners. 

Board  of  county  commissioners. 
County  court  


County  Judge  

Old-age  pension  commission. 


Degree  of  State  supervision 


Territory  administration  

Duplicate  certificate  to  audi- 
tor; annual  report. 

Complete  supervision;  month- 
ly reports. 


State  administration  

Annual  report  to  Territorial 
auditor. 

Annual  report  only   

Annual  report;  duplicate  cer- 
tificate to  auditor. 

Complete  supervision  


Annual  report  to  Governor- 
Complete  supervision  


..do- 


None   

Annual  report  to  State  auditor 

....do  

Annual  report  to  Governor... 

None  

Complete  supervision  


..do- 


Complete  supervision.. 


None. .-  

Annual  audit  by  tai  commis- 
sioner. 

Annual  report  — 


Annual  report  to  State  auditor. 


Allocation  of  expenses 


67  percent. 
One-half. . 


None  

33  percent 
One-half.. 


None.. 
None.. 


None. 
One- third. 


None- 
None.. 
None.. 


Shared  by  county  and 
city. 

None  


One-half. 
None  


Nooe  

One-half  cities,  towns, 

plantations. 
AO  I  None  


Two-thirds  cities 

towns. 
None  


None. 
Relmburse 


None.. 
None__ 
None.. 


Reimburse 
county. 
None  


One-balf  public  wel- 
fare district. 
None   None  


Part  of  State  liquor  tax 
distributed  to  coun- 
ties, balance  paid  by 
counties. 

State  fur. .  allocated  to 
counties  according  to 
number  of  people  on 
pension  rolls. 

None.. 


One-third. 
None  


AIL. 


Reimburse 
county. 
None  


Fund  provided  by- 


Territory   

State  and  county- 


State  current  revenues.. 
Counties  and  cities  


County  

State  poll  tax;  liquor  tax  

State  poll  tax  

County,  city,  town,  village- 


County  poor  fund- 
County  poll  tax  

County   


Qualifications  for  recipients 


State,  county,  city.. 

State  special  tax  

State.  


State,  county,  local. 
County  poor  fund... 


Required. 

....do  

15  years... 

—do  


Not  i 
quired.* 
30  years.. 


15  years... 
Required.. 
15  years. — 


.—do  

....do  

....do  

....do  

—do  

Required— 

 do  

do  


..do  

..do  


1  Since  1906. 

j  Annual  income  of  any  property  to  be  computed  at  3  percent  of  Its  value. 

Annual  incomo  of  any  property  to  be  computed  at  6  percent  of  its  value. 

Required  residence  in  United  States  15  years. 
J  Wnen  Governor  can  raise  funds. 

House  in  which  applicant  lives  not  to  be  considered  property. 

Earnings  and  gilts  up  to  $100  exempt. 
J  Unable  to  maintain  self. 
'Mandatory  from  July  1,  1935,  on. 

Source:  Compiled  by  Committee  on  Economic  Security  from  State  laws. 


r  correctional  Institution. 


Disqualifications: 

a.  Inmate  of  any  prison,  Jail,  insane  asylum, 

b.  Desertion  of  spouse.  .... 

c.  To  have  failed  without  Just  cause  to  provide  support  for  wife  and  minor  cniloren. 

d.  Relatives  legally  liable  and  able  to  support. 

e.  Sentence  for  crime. 

f.  Disposed  of  or  deprived  oneself  of  property  to  qualify  for  pension. 

g.  Need  of  institutional  care. 

o.  Recipient  of  pension  from  Federal,  State,  or  foreign  government 


I.  Habitual  tramp,  vagrant,  or  beggar. 

J.  Unable  to  earn  at  least  $1  per  day. 
k.  Spouse  and  children  able  to  furnish  support. 

],  Convicted  of  crime  involving  moral  turpitude, 
m.  To  have  failed  to  work  according  to  ability, 
n.  Inmate  of  benevolent,  charitable,  or  fraternal  Institution, 
o.  Husband,  wife,  parent,  or  child  able  and  responsible  for  support, 
p.  Children  liable  and  able  to  support. 


Annual 
income 
limit 


None  [Insufficient  means  of 

t  c,jpport. 
(') 


None.. 
None— 


None.. 
None— 
None.. 


Disqualifica- 
tions (see 

explanatory 
footnotes) 


a,  b,  c,  d,  f,n.. 


a'X 


'3,000 

(') 
(') 

■3,000 
2,000 
3,000 


Uoable  to  support 


'3.000; 
couple 
•4.000 


(.,  1 

300 

8,  b,  0,  d,  0  f,  1. 

(') 

360 

a,  b.  c  d.e,  f  

No  property  c 

r  In- 

a,  d,  e,  f,  g,  h, 

come. 

'$3,000  I 

305 

a,c',d',e,  t.I.n. 

(') 

360 

b.ftd,  8,1,1—- 

a,b,c,d,e,f,I,m 
d,  e,  I, 

d,  f.i.J. 


d,  "Deserving 

citizens." 
a,  b,  c,  d,  f,  L 


b,  c,  d,  e, 
b,  c,  d,  e. 
a,  b,  c,  d, « 

a,  c  d,  e,  f,  1,  n 

d,  e,  f,  g.. 


Other  pro- 

visionsfsee 
explanatory 
footnotes) 


A,  B,  C. 
D. 

B  

A,  B,  C 


,  b,  c,d,  f— 
,  b,  c,  d,  f,  I,  I 


A.B.C.D. 

A,  B,  C. 

A,  B,  C. 
A,  B,  C. 
A,B,  C.D 

A,  B,  C... 

A,  C  


A,  B  

A,B,  C,  D 


Maximum 
amount  of 
pension 


$25  a  month.. 
$15  a  month- 


Adequate  assist' 
,  month  


S25  a  month... 
520  a  month— 
$1  a  day  

$7.50  a  week— 

$1  a  day  


Determined  by 

official. 
$150  a  year. 


A,  B,  O... 
A,  B,  0.... 


—do  

$30  a  month. 


Monthly  or  quar- 

terly. 
Monthly. 


Other  provisions: 

A.  Transfer  of  applicant's  property  to  pension  authority  may  be  demanded  before 

pension  is  granted. 

B.  Amount  of  payments  to  be  collected  from  estate  on  death  of  pensioner  or  the  sur- 

vivor of  a  married  couple. 

C.  Allowances  for  funeral  expenses. 

D.  Payments  may  be  made  to  charitable  or  benevolent  Institution  If  pensioner  1* 

inmate. 
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Table  16. — Old-age  insurance  and  pension  legislation  in  foreign  countries  through 

1933 

A.  COMPULSORY    CONTRIBUTORY    OLD-AGE    INSURANCE    LAWS    OF  GENERAL 

COVERAGE 


Country 


Year 
when 
passed 


Coverage 


Austria  1  >  

Belgium  1  

Bulgaria  i  >  

Chile'.  _  

Czechoslovakia  1  1 


France  1 '  (see  also  sec. 
C). 


Germany  '  »  

Great  Britain  1  !  (see 
also  section  C). 

Greece  1  J  

Hungary  >  »_„  

Italy  i__  

Luxemburg '  •  

Netherlands  1  J  


Poland  n  

Portugal  1  

Rumania  1   

Spain...   

Sweden  '..   

Union  of  Soviet  Socialist 
Republics.1  » 

Yugoslavia  1  1  


1927 
1924 

1924 
1924 
1924 

1910 

1889 

1925 

1922 
1928 

1919 
1911 
1913 


1933 
1919 

1912 

1919 
1913 
1922 

1922 

1924 
1907 


Workers  in  industry  and  commerce,  including  domestic  workers, 
except  casual  domestics.  Special  schemes  for  agricultural  workers, 
salaried  employees,  and  miners. 

All  wage  earners,  including  agricultural  workers  and  domestics  (except 
casual  domestics) ;  and  independent  workers  with  incomes  below 
18,000  francs  a  year.  Special  schemes  for  salaried  employees  and 
miners. 

Employed  persons,  including  agricultural  workers  and  domestics. 
Special  scheme  for  public  officials. 

Wage  earners  under  65  earning  less  than  8,000  pesos  a  year;  independ 
ent  workers  with  annual  incomes  below  8,000  pesos  a  year. 

Employed  workers  over  school  age  and  under  60,  including  agricul 
tural,  domestic,  and  home  workers.  Special  schemes  for  salaried 
employees,  miners,  state  employees,  employees  of  statutory  corpor- 
ations, such  as  railways.  Special  act  for  independent  workers, 
passed  in  1925,  not  yet  enforced. 

All  employed  persons  under  60  whose  annual  earnings  do  not  exceed 
18,000  francs  a  year  in  cities  with  over  200,000  inhabitants  or  indus- 
trial areas,  15,000  francs  elsewhere.  (Income  limit  raised  by  2,000 
francs  in  respect  of  each  child.)  Persons  employed  in  agriculture 
subject  to  insurance  aganist  old  age  and  death  only.  Special  scheme 
for  miners. 

All  workers,  including  agricultural,  domestic,  and  home  workers. 

Special  scheme  for  salaried  employees  with  annual  earnings  below 

8,400  reichsmarks.  Special  scheme  for  miners. 
All  workers,  including  agricultural  workers  and  domestics;  salaried 

employees  with  incomes  below  £250  a  year. 
All  persons  employed  in  industry  and  commerce. 
All  persons  employed  in  specified  employments.  Employments 

may  be  added  by  Minister's  order.   Salaried  employees  with  In 

comes  below  6,000  pengo  a  year.   Special  scheme  for  miners. 
All  employed  persons,  including  agricultural  and  domestic  workers. 

Salaried  employees  with  incomes  below  800  lire  a  month. 
Workers  in  industry  and  commerce.   Special  scheme  for  salaried  em 

ployees  in  industry  and  commerce. 
All  employed  persons,  including  agricultural  and  domestic  workers, 

whose  annual  remuneration  does  not  exceed  2,000  florins.  Insured 

persons  whose  remuneration  rises  above  2,000  florins  remain  liable 

to  insurance.   If  their  remuneration  has  been  above  3,000  florins 

for  some  time,  they  are  exempted  at  their  request.   Special  schemes 

for  railway  workers  and  miners. 
All  workers  in  commerce  and  industry.   Insurable  wage  limit. 
All  employed  persons  over  15  years  earning  less  than  900  escudos 

annually. 

All  persons  employed  in  industry  and  commerce,  and  craftsmen 
Special  scheme  for  miners  in  Ardeal,  which  includes  survivors' 
insurance. 

All  employed  persons  whose  annual  earnings  do  not  exceed  4,000 
pesetas.   Domestic  servants  excluded. 

All  citizens  between  16  and  66  years  unless  already  guaranteed  pen- 
sion under  army,  navy,  etc. 

All  manual  workers;  engineers  and  skilled  technical  workers;  navi- 
gating stall  in  civil  aviation;  various  categories  of  salaried  em- 
ployees. 

All  wage  earners  except  household  casuals,  farm  labor,  and  sea  fisher- 
men.   (Not  yet  enforced.) 

All  workers  and  other  persons  employed  under  mining  act. 

Salaried  employees  in  Slovenia  and  Dalmatia  who  have  reached 
age  18  and  whose  annual  earnings  are  not  less  than  150  dinars. 


1  Old-age  insurance  combined  with  Invalidity  insurance. 
s  Old-age  insurance  combined  with  survivors'  insurance. 

Source:  Compiled  from  Compulsory  Pension  Insurance,  International  Labour  Office,  Studies  and 
Reports,  Series  M,  No.  10,  Geneva,  1933;  Noncontributory  Pensions,  International  Labour  Office,  Studies 
and  Reports,  Series  M,  No.  9,  Geneva,  1933;  Insuring  the  Essentials,  Barbara  Nachtrieb  Armstrong,  1932. 
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Table  16. — Old-age  insurance  and  pension  legislation  in  foreign  countries  through 

19SS— Continued 

B.  COMPULSORY  CONTRIBUTORY  OLD-AGE  INSURANCE   LAWS  OF  LIMITED 

COVERAGE 


Country 


Coverage 


Argentina  1 2  

Brazil  i  *  , 

Cuba  n  

Ecuador  >___   

Switzerland: 

Canton  Glarus  1  

Appenzell.   

Basle  Town '  

Uruguay 1 2  (see  also  sec- 
tion C)  


Public  utility  employees. 
Bank  staffs. 
Railway  workers. 
Dock  workers. 

Staffs  of  public  utility  undertakings. 
Seamen  and  harbor  workers. 
Staffs  of  banks. 

Legal  residents  between  ages  17  and  50. 
All  legal  residents  between  ages  18  and  64. 

All  persons  between  ages  20  and  65  who  have  been  resident  In  the 

Canton  for  2  years. 
Staffs  of  public  utility  undertakings. 
Staffs  of  banks  and  stock  exchange. 


C.  NONCONTRIBUTORY  OLD-AGE  PENSION  LAWS 


Australia  1  

Canada    

Denmark   

France  '  (see  also  section 
A). 

Great  Britain  (see  also 
section  A). 

Greenland  

Iceland   

Irish  Free  State  

Newfoundland  

New  Zealand  

Norway  (will  not  go  into 
effect  until  announced 
by  Royal  decree). 
South  Africa   


Uruguay  1  (see  also  sec- 
tion B.) 


All  citizens  with  insufficient  income,  resident  20  years. 

All  citizens  with  insufficient  income;  resident  in  Canada  20  years,  in 

Province  5  years. 
Citizens  with  insufficient  means,  resident  5  years. 
All  citizens  with  insufficient  means. 

Citizens  with  insufficient  means;  12  years'  residence  since  age  50  for 
natural-born  citizens;  20  years'  residence  in  all  for  naturalized  sub- 
jects. 

All  Greenlanders  without  subsistence  income. 
Citizens  with  insufficient  means. 
Citizens  with  insufficient  means,  resident  30  years. 
All  citizens  with  insufficient  means. 

Citizens  with  insufficient  means  and  25  years'  continuous  residence. 
All  citizens  with  insufficient  income. 


All  citizens  (of  5  years'  standing)  with  15  years'  residence  out  of  pre- 
ceding 20  years;  other  persons  with  25  years'  residence  out  of  pre- 
ceding 30  years;  insufficient  income. 

AH  persons  with  insufficient  means.  (For  naturalized  subjects  or 
aliens  15  years'  residence  is  required.) 


'  Old-age  pension  legislation  combined  with  invalidity  pension  legislation, 
i  Old-age  insurance  combined  with  survivors'  insurance. 


Country 


Australia  '. 


Canada.  Effective  In 
8  provinces:  Alberta, 
British  Columbia, 
Manitoba,  New 
Brunswick,  Nova 
Scotia,  Ontario, 
Prince  Edward  Is- 
land, Saskatchewan. 

Denmark  


France ' '. 


Great  Britain  '. 


Greenland  

Iceland  

Irish  Free  State- 


Newfoundland. 
New  Zealand- 


Norway  10  

South  Africa. 


Uruguay  '- 


Year 
when 
passed 


1908 
1927 

1891 
1907 

1908 

1926 
1909 
1908 

1911 
1898 

1923 
1928 

1919 


Age 


Men  65,'. 
Worn- 
e  n  60.» 


70. 


Citizenship 


British  subjecfuced 
Scept 


British  subject  by 
(less 


66  •          Required  1,008 

no  678 
i  378 
bs. 


70. 


70. 


70. 


76  ■  

Men65,» 
wom- 
en 60.» 


60. 


.do.. 


British  subjed  Pro 


ying 


Required. 


n  200 


Not  requlredid  iu 

Q6. 


Not  required]  

British  subj«j<jd^in 

ident 

Required  Jount 

Not  required.!  Per- 
p  col- 
rtion 


 do  led  in 


Source  of  fund 


Commonwealth. 


fi  dominion;  %  province.. 


7/12  state;  6/12  communes... 


State  pays  240  francs  on  each 
pension;  commune  pays 
balance. 


State- 


District  partly  reimbursed 
by  State. 

Poll  tax  on  all  persons  be- 
tween 18  and  60  years. 

State  


State... 
 do. 


60  percent  State;  60  percent 

commune. 
State  


Anumberof  special  national 
taxes. 


Administrative  respon- 
sibility 


Federal  Government 


Shared  by  dominion 
and  provinces. 


Shared  by  central  gov- 
ernment and  local- 
ities. 


Do. 


Central  government. 


Central  government. 


Central  government. 


Central  government. 


Do 


i  Old-age  pensions  combined  with  ipent  for  dishonorable  action. 

« Reduced  by  5  years  in  case  of  mca  drunkenness-    .  „  , 

«  Pension  authority  recovers  amourp  poor  relief  within  3  years  of  claiming. 

*  If  authority  accepts  transfer  of  hj  "able  and  able  to  support, 
means  and  pensioner  lives  in  it  rent-fM  natives. 

1  Reduced  by  3  years  in  case  of  ineal 

•  Pension  is  varied  in  accordance  wi 
application  for  pension  is  deferred  be; 
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Table  17. — Principal  provisions  of  foreign  noncontributory  old-age-pension  laws  through  19S3 


Canada.  Effective  In 
8  provinces:  Alberta, 
British  Columbia, 
Manitoba,  New 
Brunswick,  Nova 
Scotia,  Ontario, 
Prince  Edward  Is- 
land, Saskatchewan. 

Denmark  


Greenland  

Iceland  

Irish  Free  State- 


Norway  w  

South  Africa.. 


Uruguay  '- 


Year 
when 
passed 


Qualifications  for  recipients 


British  subject.. 


British  subject  


British  subject.. 
Required  


Not  required.. 


Required  

Not  required.. 


0  years  In  union... 


20  years  In  union;  5  years  In 
province. 


12  years  since  age  50  for  nat- 
ural-born citizens,  20  years 
In  all  for  naturalized  sub- 
jects. 


30  years  In  all;  6  years  since 
age  50  for  citizens,  16  years 
for  others. 


15  years  out  o(  20  Just  before 
claiming  for  persons  who 
have  been  British  subjects 
for  5  years;  25  years  out  of 
30  for  others. 

None  required  for  natural- 
born  subjects:  16  years  for 
naturalized  subjects  or 
aliens.   


Dlsqoallfl- 
<H»llfl-  cations 


Annual  Income  of  real  property  taken 
at  5  percent  of  its  value,*  income  of 
personal  property*=government  an- 
nuity purchasable  with  it. 


Annual  Income  from  first  £375  property 
(other  than  property  personally 
enjoyed  by  pensioner)  computed  at 
6  percent  balance;  at  10  percent. 

In  necessitous  circumstances  


In  necessitous  circumstances.. 


Annua!  income  from  first  £375  prop- 
erty (other  than  property  person- 
ally enjoyed  by  pensioner)  com- 
puted at  6  percent;  balance  at  10 
percent. 

"In  need"   

£460;  annual  Income  of  property 
fixed  at  10  percent  for  all  property 
except  exempt  property  (£50). 

Inadequate  income  .  


Annual  income  from  any  property 
owned  and  occupied  by  pensioner 
and  from  all  other  uninvested  assets 
computed  at  10  percent. 


Annual-Income  limit 


275  to  375  kx.  (vary- 
ing with  locality) 
plus  maximum  pen- 
sion applicable. 


£54  for  white  persons; 
£36  for  colored  per- 
sons. 


202  pesos  a  year.. 


Property  exemption 


House  in  which  pensioner  resides. 


Seepropertylimlt.. 


Annual  Income  of  property  taken  at 
4  percent  of  its  value. 


Earnings  of  pensioner, 
400  francs  from  sav- 
ings (600  francs  if 
pensioner  bos  raised 
3  children  to  age  16). 
Income  from  £25  o(  property;  £39  annual  income  derived  from 
sources  other  than  earnings;  £20  5s.  annual  income  derived 
from  any  source;  furniture  and  personal  effects;  sickness 
benefit  from  friendly  society  or  trade  union. 


£32  10  s.;  benefits 
from  friendly  socle- 
ties  and  trade  un- 
ions; allowances 
from  children;  war 


100  to  200  kr.  (vary- 
ing with  locality). 


Annual  Income  from  £25  of  property.  £15  12s.  6  d.  annual  in- 
come; furniture  and  personal  effects;  sickness  benefit  from 
friendly  society  or  trade  union. 


£50  |  £39  

Funeral  benefit  from  friendly  society;  bouse  (including furniture 
and  personal  effects)  In  which  pensioner  lives  provided  own- 
ership is  transferred  to  pension  autbcrity.) 


Annual  Income  from  property  owned 
and  occupied  by  pensioner  and 
from  other  uninvested  assets  com- 
puted at  10  percent. 


£24  for  white  persons; 
£18  for  colored  pen- 
sons. 


Amount  of  pension 


Maximum  £45  10  3.  a  year.'  Reduced 
by  £l  for  each  £  10  of  property  except 
exempt  property. 


Maximum  $240  a  year;  3  reduced  by 
amount  of  pensioner's  income  (less 
exemption). 


Married  couple,  maximum  600  to  1,008 
kr.«;  single  man,  maximum  402  to  678 
kr.*;  single  woman,  maximum  378 
to  642  krone;0  adjusted  to  means. 


Amount  fixed  by  district  council  

Minimum  20  kr.  a  year;  maximum  200 

kr.  a  year. 
Maximum  10s.  a  week;  reduced  in 

proportion  to  pensioner's  income. 


$50  a  year  

Maximum  £40  19s.  a  year;1  reduced  In 
proportion  to  means;  increased  for 
pensioners  with  2  or  more  dependent 
children. 

Fixed  so  that  60  percent  of  amount 
will  buy  necessaries  of  life. 

Maximum  £30  a  year  for  white  per- 
sons; maximum  £18  a  year  for  col- 
ored persons;  reduced  in  proportion 
to  pensioner's  means. 


Commonwealth.. 


H  dominion;  M  province—. 


7/12  state;  6/12  communes.. 


Federal  Government 


District  partly  reimbursed 
by  State. 

Poll  tax  on  all  persons  be- 
tween 18  and  60  years. 

State   


50  percent  State;  50  percent 

commune. 
State  


Shared  by  central  gov- 
ernment and  local- 
ities. 


Central  government. 


Central  government. 


Central  government. 


Central  government. 


'  Old-age  pensions  combined  with  invalidity  pensions. 

*  Reduced  by  5  years  In  case  of  Incapacity  for  work. 

*  Pension  authority  recovers  amount  of  pension  on  death  of  pensioner  or  of  survivor  of  married  couple. 

*  If  authority  accepts  transfer  of  bouse  in  which  pensioner  resides,  value  is  disregarded  in  assessing 
means  and  pensioner  lives  in  it  rent-free. 

'  Reduced  by  3  years  in  case  of  incapacity  for  work. 

1  Pension  is  varied  in  accordance  with  locality  In  which  pensioner  lives  and  is  increased  if  sending  In  of 
application  for  pension  is  deferred  beyond  age  65. 


r  Noncontributory  pensions  being  replaced  by  contributory  pensions. 

*  65  for  widow  of  beneficiary. 

*  Reduced  by  5  years  for  claimants  having  2  or  more  dependent  children  under  15. 
i*  Will  not  go  into  effect  until  announced  by  royal  decree. 

a.  Good  character. 

A.  Persons  of  non-European  extraction. 

B.  Aboriginal  natives  living  under  tribal  conditions. 

C.  Desertion  of  spouse. 


D .  Imprisonment  for  dishonorable  action. 

E.  Habitual  drunkenness. 

F.  Receipt  of  poor  relief  within  3  years  of  dalmlng. 

G.  Relatives  liable  and  able  to  support. 

H.  Aboriginal  natives. 


Source:  Compiled  from  NoncontTibutorv  Pensions,  International  Labour  Office  Studies  and  Reports,  Series  M,  No.  9,  Geneva,  1933;  Insuring  the  Essentials,  Barbara  Nachtrleb  Armstrong,  1932. 
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Table  18. — Estimated  number  of  families  and  children  receiving  mothers'  aid  and 
estimated  expenditures  for  .this  purpose 

[Based  on  figures  available  Nov.  15,  1934] 


State 


Number  of 
families 
receiving 
mothers' 
aid 


Number  of 
children 
benefiting 
from  moth- 
ers' aid 


Estimated  present  annual  expenditures  for 
mothers'  aid,  local  and  State 


Total 


Local 


State 


Total- 


Alabama  1   

Arizona   

Arkansas  

California-  

Colorado  

Connecticut  

Delaware   

District  of  Columbia. 

Florida...  

Georgia  >   

Idaho  •  

Illinois  

Indiana  

Iowa   

Kansas    

Kentucky  

Louisiana  

Maine   

Maryland.   

Massachusetts...  

Michigan..   

Minnesota  

Mississippi3  

Missouri  

Montana  •  

Nebraska    

Nevada4  

New  Hampshire  

New  Jersey  

New  Mexico8  

New  York  

North  Carolina  

North  Dakota  »  

Ohio...  

Oklahoma 8   

Oregon  

Pennsylvania  

Rhode  Island  

South  Carolina  •  

South  Dakota «  

Tennessee   

Texas  

Utah   

Vermont  

Virginia   

Washington  »  

West  Virginia  

Wisconsin  

Wyoming  *   


109,  036 


280,  565 


•  $37, 487,  479 


1  $31,  621,  957 


106 


379 


20, 940 


7,056 
552 

1,271 
348 
209 

2,564 


17,  642 
•  1,435 
3,  276 
855 
720 
6, 164 


2, 133,  999 
149, 688 
734,  627 
93,  000 
143,  997 
222,  286 


224,252 
149,  688 
489,  752 
46,  500 
143,  997 
222,  286 


230 
6,217 
1,332 
3,  527 
768 
137 
88 
817 
267 
3,  939 
6, 938 
3,597 


619 
14,  802 
3,  856 
«9, 170 
«1,997 
'356 
'  229 
•2,124 
<  694 
11,817 
*  18,  039 
9, 152 


36,315 
1,837,012 
352,  224 
719, 772 
75,  721 
62,889 
9,312 
310,000 
117,459 
2,  450,  000 
2, 448,  962 
1,  138, 176 


36,315 
1,633,  217 
352,  224 
719,  772 
75,  721 
62,  889 
9,312 
155, 000 
117, 459 
1,  400,  000 
2, 448,  962 
1, 138, 176 


336 
839 

1,  654 
200 
260 

7,711 


«874 
1,969 
<  4.300 
<  520 
761 
18,  789 


93, 440 
213,623 
272,  036 

44.  035 
$82.  440 
2, 445.  564 


93, 440 
213,  623 
272,  036 

44,  035 


$2,  445,  564 


23,493 
314 
978 
8,923 
1,896 
1,040 
7,700 
513 


66,  524 
947 

2,644 
24,  470 

5, 166 

2,  259 
22,  587 

1,666 


11,731.  176 
58,  706 
238,  314 
2,116. 90S 
123,314 
247, 140 
3, 197,  640 
267,  252 


11,731, 176 
29,  353 
238.  314 
2, 116, 908 
123,314 
247. 140 
1,  69S,  820 
133,  626 


1,290 
241 
332 
622 
206 
136 

3,013 
108 

7,173 
95 


3, 324 
<  627 
*  863 
<  1,617 
461 
545 
4  7, 834 
«  281 
17,932 
279 


285, 986 
71,328 
43, 987 
78,  651 
46, 976 
33. 876 

619,  538 
16,  086 
2, 180,  790 
22,294 


285,  986 
71,  328 
43,  987 
78,  651 
23,  488 
16,  938 

619,  538 
16,  086 
1,930,  790 
22,294 


l  $6, 865, 522 


20,940 
"l,"909,~747 


244,  876 
46,  500 


303,  795 


155. 000 
"l,"  050,"  000 


$82,  440 


29,353 


1,  698. 820 
133, 626 


23,  488 
16,  938 


250,  000 


'Includes  r9vised  figures  for  Illinois. 
!  No  mothers'  aid  law. 

•  Mothers'  aid  discontinued. 

•  Estimated  on  basis  of  2.6  children  per  family,  the  average  rate  for  20  States  reporting  in  December  1933. 

•  Estimated  on  basis  of  trends  in  comparable  States  from  which  reports  have  been  received. 
8  Law  not  in  operation. 

Source:  The  U.  S.  Children's  Bureau. 
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Table  19. — Funds  for  State  maternal  and  child-health  work 


State 


1928 


Total  funds  Federal 


State 


1934 


Percent 
increase 
1934 
over 
1928 


Percent 
decrease 
1934 
under 

1928 


Delaware  

Pennsylvania  

Maine   

Massachusetts.. 
New  Hampshire 

Rhode  Island  

Illinois  

Connecticut  

New  Jersey  

Wisconsin  

Maryland  

Minnesota  

South  Dakota- 
Arizona  

New  York  

Virginia  

Kentucky  

Michigan  

Missouri  

Texas  

Montana  

Georgia  

North  Dakota- 
North  Carolina. 

Washington  

Mississippi  

Wyoming  

Louisiana  

Kansas  

West  Virginia- 
Hawaii  

California  

Florida  

Ohio  

Oregon  

Iowa  

Idaho...  

South  Carolina.. 

Tennessee  

Alabama^.  

Arkansas—  

Colorado  

Indiana  

Nebraska  

Nevada  

New  Mexico  

Oklahoma  

Utah  

Vermont  


$18, 
132, 
25, 
78, 
20, 
24, 
70, 
1  32, 
118, 
50, 
33, 
47, 
7, 
19, 
210, 
75, 
47, 
1  64, 
49, 
77, 
24, 
64, 
8. 


1  10, 
30, 
35, 
40, 
18, 

1  57, 
37, 
53, 
27, 
42, 
12, 
37, 
55, 
64, 
38, 
15, 
53, 
17, 
16, 
19, 
42, 
20, 
5, 


008.02 
621. 98 
000.00 
275.00 
976.  62 
276.28 
000.00 
760.00 
163.  55 
752.00 
554.00 
000.00 
500.00 
507.  42 

041.  78 
574.00 
597.  48 
741. 11 
186.  81 
902.  52 
400.00 
438.  89 
000.00 
519.66 
387.00 
076.58 
000.  00 

042.  00 
000.  00 
443.48 
451.  92 
580.00 
906.00 
334.00 
533.  46 
298.  91 
500.00 
711.30 
767.  00 
173.  90 
635.  02 
000.  00 
897.  00 
000.00 
044.  00 
860.  66 
358.  96 
500.00 
000.00 


$11,  504.  01 
68,  810.  99 
15,  000.  00 


12,  988.  31 
14,  076.  28 


31,  284.  55 
27,  751.  62 

19,  277.  00 
26,  099.  65 

7,  500.  00 

12,  253.  71 
80,  041.  78 

25,  574.  00 

26,  298.  64 
34,741. 11 
24, 186.  81 
41,  450.  52 

13,  700.  00 
35, 451. 10 

6,  500.  00 

27,  259.  56 
5,  000.  00 

22,  076.  58 

7,  500.  00 
7,  521.  00 

20,  000.  00 
19,  571.  74 
11,  725.  96 
31,  290.  00 
16,  531.  72 

23,  585.  57 
16,  283. 46 

21,  085.  31 
7,500.00 

21,  355.  65 
25,  767.  00 
25,  836.  95 
21,  817.  51 

10,  000.  00 
31,  927.  00 

11,  000.  00 
10,  522.  00 

12,  430.  33 
23,  679.  48 
12,  500.  00 

5,  000.00 


$6,  504.  01 
63,  810.  99 
10,  000.  00 
78,  275.  00 
7,  988.  31 
10,  200.  00 
70,  000.  00 
32,  760.  00 
86, 879.  00 
2S,  000. 38 
14,  277.  00 
20,  900.  35 


7,  253.  71 
130,  000.  00 
50,  000.  00 

21,  298.  84 
30,  0O0.  00 
25,000.00 
36,  452.  00 
10,  700.  00 
28, 987.  79 

1,  500.  00 

22,  260.  00 
3,  387.  00 

27,  000.  00 

2,  500.  00 
22,  521.  00 

15,  000.  00 
20, 871.  74 

6,  725.  96 
26,  290.  00 
21,  374.  28 

29,  748.  43 
12,  250.  00 
21,  213.  60 

5,  000.  00 

16,  355.  65 

30,  000.  00 
38,  336.  95 
16, 817.  51 

5,  000.  00 
21, 970.  00 

6,  000.  00 
5,  522.  00 

7,  430.  33 
18,  679.  48 

8,  000.  00 


$33,000. 
197,  539. 

26,  300. 

80,  850. 

21,  620. 

24,  065. 
69,  070. 
29,  392. 

103, 872. 
43,  350. 
26,  844. 
36,000. 

5,  000. 
12,  890. 

134,  500. 
40,  372. 

25,  200. 
31,  940. 
23,  799. 
34,  840. 
10,  500. 
26,000. 

3,  056. 
18,  500. 

3,000. 
15, 150. 

2,500. 

7,  000. 

8,000. 

9, 140. 

4,100. 
12,  225. 

7,  330. 
10,  048. 

4,  701. 

6,  600. 

1,  430. 

2,  046. 
2,  912. 
2,  520. 


83.3 
48.9 
6.2 
3.3 
3.1 


0.5 
1.3 
10.3 
12.1 
14.6 
20.0 
23.4 
33.3 
33.9 
36.0 
46.6 
47.1 
50.7 
51.6 
55.3 
57.0 
59.  7 
61.8 
62.  6 
64.2 
69. 1 
75.0 
76.7 
77.1 
77.4 
77.8 
78.8 
80  7 
81.2 
82.9 
84.4 
88.6 
94.6 
94.8 
96.1 


1  For  four  States  (California,  Connecticut,  Michigan,  and  Wyoming),  1929  figures  are  given. 
Source:  The  U.  S.  Children's  Bureau. 

Table  20. — General  economic  statistics 

INDICES  OF  BUSINESS  CONDITIONS' 
[1923-25=100] 


1932 


1934  (first  10 
months) 


Index  of  industrial  production  1  

Index  of  factory  pay  rolls  '    

Index  of  factory  employment 1   

Index  of  freight  car-loadings  '  

Index  of  department  store  sales  (value)  a_   

Index  of  construction  contracts  awarded  (value)  •  

Index  of  exports  (value)  >   

Index  of  bank  debits  outside  New  York  City    

'Survey  of  Current  Business,  February  1934,  p.  3,  and  Decern 
ber  1934,  p.  3. 


119 

64 

108 

45 

101 

62 

106 

56 

111 

69 

117 

28 

115 

35 

140 

65 

80 
62 
78 


3S 
48 


1  Unadjusted  for  seasonal  variation;  adjusted  for  number  of  working  days. 
1  Unadjusted  for  seasonal  variation. 
!  Adjusted  for  seasonal  variation. 
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Table  20. — General  economic  statistics— Continued 

OTHER  ECONOMIC  DATA 

9.  Number  of  gainful  workers,  September     1934..  50,277,000 

Estimate  of  Committee  on  Economic  Security. 

10.  Per  capita  full-time  income,  wage,  and  salaried  employees  .1929..  $1, 475 

1932-  $1,199 
National  Income,  1929-32,  Letter  from  Acting  Secretary  of  Commerce,  S.  Doc.  124, 
73d  Cong.,  2d  sess.,  p.  19. 

11.  Average  weekly  factory  earnings  per  wage  earner    1929..  $28. 54 

1932..  $17. 10 

1934-  $20.08 
Survey  Current  Business,  February  1934,  p.  7,  and  December  1934,  p.  7.   Data  for 
1934  for  first  10  months. 

12.  Index  of  cost  of  living  (1913=100)   December  1929..  171 

December  1932..  132 
June  1934..  136 

Monthly  Labor  Review,  August  1934,  p.  526. 

OLD-AGE  DATA 

13.  Population,  1930  60  years  of  age  and  over..       10, 385, 026 

65  years  of  age  and  over..  6,633,805 
70  years  of  age  and  over..  3,863,200 
Fifteenth  Census  of  the  U.  S.,  1930,  vol.  II,  Population,  p.  576. 

14.  Number  of  old-age  pensioners  1931..  76,339 

1934..  180,003 
Data  for  1931  from  Monthly  Labor  Review,  June  1932,  p.  1261.   Data  for  1934  com- 
piled by  Committee  on  Economic  Security  from  latest  available  information. 

15.  Amount  paid  in  old-age  pensions    1931..      $16, 173,  207 

1934.  31  192  492 

Data  for  1931  from  Monthly  Labor  Review,  June  1932,  p.  1261.    Data  for  1934  com- 
piled by  Committee  on  Economic  Security  from  latest  available  information. 

NATIONAL  INCOME  STATISTICS 

16.  National  income  paid  out   .1929. .$82, 300,  000, 000 

1933..  46,800,000,000 
The  National  Income,  19S3,  release  Jan.  14,  1935,  p.  6,  Department  of  Commerce. 

17.  National  income  paid  out..    1933— $46, 800,  000,000 

Wages  and  salaries.     29, 300,  000,  000 

Dividends  and  interest  _   7,  300,  000,  000 

Net  rents  and  royalties       2, 300, 000, 000 

Entreprenurial  withdrawals      7, 900,  000, 000 

The  National  Income,  19S3,  release  Jan.  14,  1935,  p.  6,  Department  of  Commerce. 

18.  National  income  paid  out._    .1932.. $48,  894, 000,  000 

Business  savings  or  losses      9,  529, 000,  000 

Income  produced     39,365,000,000 

National  Income,  1929-32,  letter  from  Acting  Secretary  of  Commerce,  S.  Doc.  124, 
73d  Cong.,  2d  sess.,  p.  10. 

WHOLESALE,  RETAIL,  AND  MANUFACTURING  SALES 

19.  Net  wholesale  sales      -1929 .  .$68, 950, 108, 000 

1933  -  32,030,504,000 
Final  United  States  Summary  of  Wholesale  Trade  in  1933,  Department  of  Commerce, 
Bureau  of  the  Census,  p.  7.    The  1929  figures  have  been  revised. 

20.  Net  retail  sales    1929_.$49, 114, 653, 000 

1933  -  25,037,225,000 
United  States  Summary  of  the  Retail  Census  for  1933,  Department  of  Commerce, 
Bureau  of  the  Census,  p.  3. 

21.  Gross  value  of  manufactured  products.. -   1929— $69,  960,  909,  712 

1933..  31,358,840,392 
Census  of  Manufactures:  1933,  Department  of  Commerce,  Bureau  of  the  Census,  p.  1. 
The  1929  figures  have  been  revised. 

LIFE-INSURANCE  STATISTICS 

22  Aggregate  life  insurance  in  force      1933..$97,  985, 043, 747 

Ordinary     71,918,829,182 

Industrial  .      17, 154,472,848 

Group..    -   8,911,741,717 

Spectator  Co.,  Year-Book — Life  Insurance,  1934. 

23  Average  size  of  life-insurance  policy  in  force,  1933: 

Ordinary       $2,252 

Industrial       210 

Computed  from  Spectator  Co.    Year-Book— Life  Insurance,  1934. 

24.  Surrendered  policies  and  loans,  life  insurance..   1933..  $4,394,948,987 

Spectator  Co.,  Year-Book — Life  Insurance,  1934 
Also  letter  from  Spectator  Coi 
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Table  20. — General  economic  statistics — Continued 
SAVINGS  ESTIMATES 

J8.  Annual  savings  through  life  insurance   1933..  $2,950,485,899 

New  premium  payments     234, 954, 196 

Renewal  premium  payments    2, 715, 511, 703 

Spectator  Co.,  Year-Book— Li]e  Insurance,  1934. 

36.  Savings  and  other  time  deposits..   1929..$28, 218, 000, 000 

1932..  24,281,000,000 

Data  (or  all  reporting  banks  in  United  States. 
Statistical  Abstract  of  the  United  States,  1933,  p  242,  table  252. 
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76th  Congress  )   HOUSE  OF  REPRESENTATIVES    (  Document 
1st  Session     )  \    No.  110 


REPORT  OF  THE  COMMITTEE  ON  ECONOMIC  SECURITY 


MESSAGE 

FROM 

THE  PRESIDENT  OF  THE  UNITED  STATES 

TRANSMITTING 

A  REPORT  OF  THE  COMMITTEE  ON  ECONOMIC  SECURITY 


January  16,  1939. — Referred  to  the  Committee  on  Ways  and  Means  and  ordered 

to  be  printed 


To  the  Congress  of  the  United  Stales: 

Four  years  ago  I  sent  to  the  newly  convened  Congress  a  message 
transmitting  a  report  of  the  Committee  on  Economic  Security.  In 
that  message  I  urged  that  Congress  consider  the  enactment  into  law 
of  the  program  of  protection  for  our  people  outlined  in  that  report. 
The  Congress  acted  upon  that  recommendation  and  today  we  have 
the  Social  Security  Act  in  effect  throughout  the  length  and  breadth 
of  our  country. 

This  act  has  amply  proved  its  essential  soundness. 

More  than  2%  million  needy  old  people,  needy  blind  persons,  and 
dependent  children  are  now  receiving  systematic  and  humane  assist- 
ance to  the  extent  of  a  half  billion  dollars  a  year. 

Three  and  a  half  miUion  unemployed  persons  have  received  out-of- 
work  benefits  amounting  to  $400,000,000  during  the  last  year. 

A  Federal  old-age  insurance  system,  the  largest  undertaking  of  its 
kind  ever  attempted,  has  been  organized  and  under  it  there  have  been 
set  up  individual  accounts  covering  42,500,000  persons  who  may  be 
likened  to  the  policyholders  of  a  private  insurance  company. 

In  addition  there  are  the  splendid  accomplishments  in  the  field  of 
public  health,  vocational  rehabilitation,  maternal  and  child  welfare, 
and  related  services,  made  possible  by  the  Social  Security  Act. 

We  have  a  right  to  be  proud  of  the  progress  we  have  made  in  the 
short  time  the  Social  Security  Act  has  been  in  operation.  However, 
we  would  be  derelict  in  our  responsibility  if  we  did  not  take  advantage 
of  the  experience  we  have  accumulated  to  strengthen  and  extend  its 
provisions. 
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I  submit  for  your  consideration  a  report  of  the  Social  Security 
Board,  which,  at  my  direction  and  in  accordance  with  the  congres- 
sional mandate  contained  in  the  Social  Security  Act  itself,  has  been 
assembling  data,  and  developing  ways  and  means  of  improving  the 
operation  of  the  Social  Security  Act. 

I  particularly  call  attention  to  the  desirability  of  affording  greater 
old-age  security.  The  report  suggests  a  twofold  approach  which  I 
believe  to  be  sound.  One  way  is  to  begin  the  payment  of  monthly 
old  age-insurance  benefits  sooner,  and  to  liberalize  the  benefits  to  be 

{>aid  in  the  early  years.  The  other  way  is  to  make  proportionately 
arger  Federal  grants-in-aid  to  those  States  with  limited  fiscal  capac- 
ities, so  that  they  may  provide  more  adequate  assistance  to  those  in 
need.  This  result  can  and  should  be  accomplished  in  such  a  way  as 
to  involve  little,  if  any,  additional  cost  to  the  Federal  Government. 
Such  a  method  embodies  a  principle  that  may  well  be  applied  to  other 
Federal  grants-in-aid. 

I  also  call  attention  to  the  desirability  of  affording  greater  protection 
to  dependent  children.  Here  again  the  report  suggests  a  two-fold 
approach  which  I  believe  to  be  sound.  One  way  is  to  extend  our 
Federal  old-age  insurance  system  so  as  to  provide  regular  monthly 
benefits  not  only  to  the  aged  but  also  to  the  dependent  children  of 
workers  dying  before  reaching  retirement  age.  The  other  way  is  to 
liberalize  the  Federal  grants-in-aid  to  the  States  to  help  finance 
assistance  to  dependent  children. 

As  regards  both  the  Federal  old-age-insurance  system  and  the 
Federal-State  unemployment  compensation  system,  equity  and  sound 
social  policy  require  that  the  benefits  be  extended  to  all  of  our  people 
as  rapidly  as  administrative  experience  and  public  understanding  per- 
mit. Such  an  extension  is  particularly  important  in  the  case  of  the 
Federal  old-age-insurance  system.  Even  without  amendment  the 
old-age-insurance  benefits  payable  in  the  early  years  are  very  liberal 
in  comparison  with  the  taxes  paid.  This  is  necessarily  so  in  order  that 
these  benefits  may  accomplish  their  purpose  of  forestalling  dependency. 
But  this  very  fact  creates  the  necessity  of  extending  this  protection 
to  as  large  a  proportion  as  possible  of  our  employed  population  in 
order  to  avoid  unfair  discrimination. 

Much  of  the  success  of  the  Social  Security  Act  is  due  to  the  fact 
that  all  of  the  programs  contained  in  this  act  (with  one  necessary 
exception)  are  administered  by  the  States  themselves,  but  coordinated 
and  partially  financed  by  the  Federal  Government.  This  method 
has  given  us  flexible  admmistration,  and  has  enabled  us  to  put  these 
programs  into  operation  quickly.  However,  in  some  States  incom- 
petent and  politically  dominated  personnel  has  been  distinctly  harm- 
ful. Therefore,  I  recommend  that  the  States  be  required,  as  a  condi- 
tion for  the  receipt  of  Federal  funds,  to  establish  and  maintain  a  merit 
system  for  the  selection  of  personnel.  Such  a  requirement  would 
represent  a  protection  to  the  States  and  citizens  thereof  rather  than 
an  encroachment  by  the  Federal  Government,  since  it  would  auto- 
matically promote  efficiency  and  eliminate  the  necessity  for  minute 
Federal  scrutiny  of  State  operations. 

I  cannot  too  strongly  urge  the  wisdom  of  building  upon  the  princi- 
ples contained  in  the  present  Social  Security  Act  in  affording  greater 
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protection  to  our  people,  rather  than  turning  to  untried  and  demon- 
strably unsound  panaceas.    As  I  stated  in  my  message  4  years  ago: 

It  is  overwhelmingly  important  to  avoid  any  danger  of  permanently  discredit- 
ing the  sound  and  necessary  policy  of  Federal  legislation  for  economic  security 
by  attempting  to  apply  it  on  too  ambitious  a  scale  before  actual  experience  has 
provided  guidance  for  the  permanently  safe  direction  of  such  efforts.  The 
place  of  such  a  fundamental  in  our  future  civilization  is  too  precious  to  be 
jeopardized  now  by  extravagant  action. 

We  shall  make  the  most  orderly  progress  if  we  look  upon  social 
security  as  a  development  toward  a  goal  rather  than  a  finished  product. 
We  shall  make  the  most  lasting  progress  if  we  recognize  that  social 
security  can  furnish  only  a  base  upon  which  each  one  of  our  citizens 
may  build  his  individual  security  through  his  own  individual  efforts. 

Franklin  D.  Roosevelt. 

The  White  House, 

January  16,  1939. 


Social  Security  Board 

Arthur  J.  Altmeyer,  Chairman 
Ellen  S.  Woodward  George  E.  Bigobj 

Washington,  D.  C,  December  30,  1938. 

The  President, 

The  White  House. 

Dear  Mr.  President:  The  Social  Security  Board  has  regarded  as 
one  of  its  most  important  responsibilities  under  the  Social  Security 
Act  that  imposed  by  the  section  of  the  law  which  charges  the  Board 
with  "the  duty  of  studying  and  making  recommendations  as  to  the 
most  effective  methods  of  providing  economic  security  through  social 
insurance,  and  as  to  legislation  and  matters  of  administrative  policy 
concerning  old-age  pensions,  unemployment  compensation,  accident 
compensation,  and  related  subjects." 

In  accordance  with  this  congressional  mandate  and  specific  instruc- 
tions received  from  you,  the  Board,  since  its  creation  in  August  1935, 
has  continuously  appraised  the  operation  of  those  provisions  of  the 
act  for  which  it  has  administrative  responsibility.  In  addition,  the 
Board  has  carried  on  extensive  studies  as  to  effective  methods  of 
providing  greater  social  security  for  the  American  people. 

The  Social  Security  Board's  report,  based  on  these  studies  and  on 
practical  experience  in  social  security  administration  during  the  past 
3  years,  is  submitted  herewith  for  your  consideration  and  that  of 
the  Congress. 

The  Board  has  not  undertaken  to  include  in  this  report  the  exten- 
sive data  on  which  its  recommendations  are  based.  However,  the 
Board  is  prepared  to  furnish  such  data  and  technical  assistance  as 
may  be  desired  in  connection  with  any  of  these  recommendations 
which  the  Congress  may  wish  to  consider. 

Respectfully  submitted. 

Arthur  J.  Altmeyer,  Chairman. 
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PROPOSED  CHANGES  IN  THE  SOCIAL  SECURITY  ACT 

Through  the  Social  Security  Act  the  people  of  the  United  States 
have  established  their  first  Nation-wide  and  organized  system  of  pro- 
tection against  prevailing  economic  hazards.  To  accomplish  this 
purpose,  both  the  Federal  Government  and  the  States  have  cooper- 
ated in  these  provisions  for  social  security.  It  has  been  possible, 
therefore,  to  attack  Nation-wide  problems  on  a  Nation-wide  front, 
and,  at  the  same  time,  to  keep  the  program  practical,  flexible,  and 
close  to  the  people. 

Possible  ways  and  means  of  improving  and  extending  the  present 
provisions  of  the  Social  Security  Act  naturally  become  more  apparent 
as  administrative  experience  increases,  as  more  data  become  available, 
and  as  a  better  understanding  of  actual  needs  develops.  Through  the 
Board  recognizes  that  such  growth  is  a  continuing  essential,  it  believes 
that  the  general  approach  to  social  security  embodied  in  the  existing 
act  is  fundamentally  sound. 

Through  the  Social  Security  Act  the  people  of  this  country  have 
attacked  the  problem  of  insecurity  upon  two  fronts:  The  act  under- 
takes to  provide  some  measure  of  protection  against  present  needs 
arising  out  of  past  neglect,  and  it  establishes  at  the  present  time 
basic  protection  against  economic  hazards  which  would  otherwise 
cause  future  insecurity.  To  accomplish  these  purposes  the  act  sets 
up,  in  the  main,  a  system  of  Federal-State  cooperation  whereby 
financial  resources  of  the  Federal  Government  are  made  available  to 
the  States  to  enable  them  to  safeguard  their  citizens.  The  only  part 
of  the  act  wholly  administered  by  the  Federal  Government  is  the  old- 
age  insurance  system.  Since  such  a  system  necessarily  operates  on  a 
long-term  basis,  movement  of  population  among  the  States  precludes 
setting  it  up  on  a  State-by-State  basis. 

The  changes  in  the  Social  Security  Act  recommended  by  the  Board 
are  designed  to  promote  the  objectives  of  the  present  law,  as  regards  all 
the  programs  under  the  Board's  direction — old-age  insurance,  unem- 
ployment compensation,  and  public  assistance.  In  addition,  the 
Board  makes  certain  recommendations  with  regard  to  general  adminis- 
tration and  suggests  certain  considerations  relating  to  health  protec- 
tion. It  is  the  judgment  of  the  Board  that  these  recommended 
changes  represent  practicable  next  steps  toward  the  goal  of  adequate 
security  for  the  American  people  by  liberalizing  the  benefits  payable 
under  the  act,  by  extending  its  protection  to  a  much  larger  propor- 
tion of  our  people,  and  by  greatly  facilitating  administration. 

Federal  Old-Age  Insurance 

Although  the  Federal  old-age  insurance  system  is  the  largest  ever 
put  into  operation,  it  has  proved  to  be  sound  from  both  the  adminis- 
trative and  financial  standpoint.  In  considering  the  development  of 
this  plan,  it  should  be  borne  in  mind  that  it  is  separate  and  distinct 
from  the  Federal-State  program  of  old-age  assistance.  Under  Federal 
old-age  insurance,  benefits  are  payable  as  a  matter  of  right  irrespective 
of  individual  need,  and  in  relation  to  past  earnings.  Under  Federal- 
State  old-age  assistance,  payments  are  made  only  on  the  basis  of 
individual  need  as  determined  by  the  State. 

Our  present  system  of  old-age  security  thus  embodies  two  principles: 
the  insurance  program  related  to  the  individual's  past  earnings  and  the 
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assistance  program  related  to  his  present  need.  The  Social  Security- 
Board  is  convinced  that  a  system  of  old-age  security  which  attempted 
to  operate  on  any  other  principles  would  be  bound  to  lead  to  disaster 
both  for  the  beneficiaries  and  for  the  general  taxpayer. 

The  basic  problem  of  old-age  insurance  is  to  make  the  system  more 
immediately  and  fully  operative  without  destroying  the  reasonable 
relationship  which  must  exist  in  such  a  program  between  benefits 
payable  and  past  earnings.  Such  a  relationship  must  exist  under 
anv  system  of  retirement  insurance,  whether  social  insurance  or  an 
industrial  pension  plan,  unless  the  term  "insurance"  is  to  lose  all  its 
meaning.  For  the  protection  of  future  beneficiaries  and  future  tax- 
payers it  is  essential  that  this  reasonable  relationship  be  maintained; 
just  as  in  the  case  of  old-age  assistance  it  is  necessary  to  maintain  a 
reasonable  relationship  between  assistance  granted  and  the  needs  of 
the  individual. 

The  present  old-age  insurance  system,  while  maintaining  a  reason- 
able relationship  between  past  earnings  and  future  benefits,  provides 
proportionately  greater  protection  for  the  low-wage  earner  and  the 
short-time  wage  earner  than  for  those  more  favorably  situated.  In 
other  words,  it  recognizes  presumptive  need  as  an  essential  considera- 
tion in  any  socially  adequate  old-age  insurance  system.  But  the 
presumptive  need  toward  which  social  insurance  is  directed  must  be 
distinguished  from  the  specific  need,  as  established  by  investigation, 
which  public  assistance  is  designed  to  meet.  To  allow  for  presump- 
tive need,  the  old-age  insurance  system  gives  much  greater  weight  to 
the  first  $3,000  of  accumulated  earnings  than  to  subsequent  earnings. 
It  is  thus  possible  for  a  person  retiring  in  the  early  years  of  the  system, 
or  for  a  low-wage  earner  retiring  at  any  time,  to  receive  very  liberal 
benefits  in  proportion  to  his  past  earnings. 

But  every  worker,  regardless  of  his  level  of  earnings  or  of  the  length 
of  time  during  which  he  has  contributed,  will  receive  more  by  way  of 
protection  than  he  could  have  purchased  elsewhere  at  a  cost  equal  to 
his  own  contributions.  In  other  words,  the  system  recognizes  the 
principle  of  individual  equity,  as  well  as  the  principle  of  social  ade- 
quacy. It  has  been  possible  to  incorporate  in  the  system  both  these 
aspects  of  security  by  utilizing  a  larger  proportion  of  employers'  con- 
tributions to  pay  benefits  to  those  retiring  in  the  early  years,  and  to 
low-wage  earners.  A  similar  procedure  is  also  followed  in  private  pen- 
sion plans.  Such  plans  recognize  that  the  employer  must  contribute 
more  liberally  in  behalf  of  older  workers  if  they  are  to  have  sufficient 
income  to  retire. 

BENEFITS 

Starting  monthly  benefits  in  19Ifi. — The  Board  believes  that  the  pay- 
ment of  monthly  benefits  should  commence  in  1940  instead  of  on 
January  1,  1942,  as  scheduled  in  the  present  law.  This  will  be  prac- 
ticable, in  the  opinion  of  the  Board,  since  by  1940  a  considerable  body 
of  administrative  experience  will  have  been  accumulated,  and  wage 
records  will  have  been  built  up  for  a  period  of  3  years. 

Because  of  its  nature  as  an  insurance  program,  the  Social  Security 
Board  does  not  believe  that  it  is  possible  to  bring  under  this  system 
all  persons  who  have  already  retired  from  gainful  employment.  Even 
though  it  were  considered  reasonable  to  pay  benefits  regardless  of  the 
fact  that  no  past  contributions  had  been  made  either  by  these  indi- 
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viduals  or  by  their  employers,  it  would  be  impossible  to  obtain  adequate 
wage  records  upon  which  to  compute  benefits. 

Increasing  benefits  payable  in  early  years. — The  Board  also  believes 
that  the  monthly  benefits  payable  to  those  retiring  in  the  early  years 
can  be  increased  without  increasing  the  eventual  cost  of  the  program. 

The  cost  of  any  system  of  benefits  will  mount  rapidly  with  the 
passage  of  time  as  a  larger  proportion  of  the  population  reaches  re- 
tirement age.  Consequently,  a  scale  of  benefits,  the  cost  of  which 
would  be  altogether  reasonable  now,  might  be  unduly  burdensome  at 
the  end  of  a  generation.  Therefore,  in  making  increases  in  benefits, 
particularly  in  the  early  years  of  a  system,  it  is  essential  to  keep  the 
ultimate  financial  cost  in  mind.  It  is  impossible  under  any  social  in- 
surance system  to  provide  ideal  security  for  every  individual.  The 
practical  objective  is  to  pay  benefits  that,  provide  a  minimum  degree 
of  social  security — as  a  basis  upon  which  the  worker,  through  his  own 
efforts,  will  have  a  better  chance  to  provide  adequately  for  his  indi- 
vidual security. 

In  order  to  increase  benefits  for  those  retiring  m  the  early  years 
the  Board  recommends  two  measures:  first,  supplementary  benefits 
for  aged  wives,  and  second,  the  use  of  "average  wages"  instead  of 
total  accumulated  wages  for  the  computation  of  benefits. 

Supplementary  benefits  for  aged  wives.— The  Board  suggests  that  a 
supplementary  benefit  be  paid  for  the  aged  dependent  wife  of  the  re- 
tired worker  which  would  be  related  to  his  old-age  benefit.  Such  a 
plan  would  take  account  of  greater  presumptive  need  of  the  married 
couple  without  requiring  investigation  of  individual  need.  An  aged 
wife  would  of  course  be  entitled  to  benefits  based  upon  her  own  past 
earnings  in  lieu  of  the  supplement,  if  her  own  benfits  were  greater. 
Since  in  the  course  of  time  many  women  will  have  developed  sub- 
stantial benefit  rights  based  upon  their  own  past  earnings,  the  cost  of 
providing  the  supplement  for  dependent  wives  would  gradually  de- 
cline, and  eventually  the  additional  cost  would  be  reduced  to  a  rela- 
tively small  amount.  In  order  that  greater  social  adequacy  may  not 
be  achieved  at  the  expense  of  individual  equity,  the  Board  recommends 
that  the  benefits  payable  to  unmarried  persons  continue  to  be  at  least 
as  much  as  they  could  purchase  from  a  commercial  insurance  company 
with  their  own  contributions. 

Utilizing  "Average  wages"  as  benefit  base. — The  Board  recommends 
that  benefits  be  calculated  upon  the  basis  of  average  wages,  rather 
than,  as  at  present,  upon  total  accumulated  wages 

This  change  would  make  it  possible  to  increase  early  benefits  and 
to  relate  benefits  more  closely  to  the  previous  normal  wage  income  of 
the  individual.  It  would  also  eliminate,  as  the  years  go  by,  the  large 
bonus  which  present  provisions  would  afford  those  who  have  had  only 
a  brief  period  of  participation  prior  to  the  date  of  retirement.  Under 
the  existing  law  the  large  credit  for  the  first  $3,000  of  accumulated 
earnings  remains  in  effect  regardless  of  whether  a  worker  retires  in 
the  early  years  of  the  system  or  later.  This  large  credit  is  justified  in 
the  early  years,  since  workers  and  their  employers  have  had  an 
opportunity  to  make  contributions  for  only  a  short  period  of  coverage 
under  the  system.  But  it  is  advisable  to  safeguard  the  system  against 
disproportionately  large  withdrawals  in  the  future  in  behalf  of  those 
who  have  paid  taxes  only  a  short  time. 

While  the  Board  believes  that  benefits  should  be  related  to  the 
average  wage,  it  recognizes  that  benefits  should  also  be  related  to 
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the  number  of  years  the  individual  has  been  in  covered  employment 
and  has  made  contributions.  The  Board  therefore  recommends 
that  an  insured  individual,  upon  retirement,  receive  a  basic  benefit 
related  to  his  average  wages;  and  that,  for  every  year  he  has  earned 
more  than  some  small  specified  amount  of  wages  in  covered  em- 
ployment, his  basic  monthly  benefit  be  increased  by  a  specified  per- 
centage. Conversely  it  recommends  that  for  every  year  a  person 
does  not  earn  this  specified  amount  of  wages,  the  basic  monthly 
benefit  be  reduced  by  the  same  percentage. 

The  Board  is  of  the  opinion  that  a  percentage  decrease  for  each 
year  not  covered  is  a  more  equitable  approach  than  that  found  in 
most  foreign  old-age  insurance  systems  which  usually  require  that  a 
person  be  in  covered  employment  during  a  specified  number  of  years 
immediately  preceding  the  date  of  retirement.  As  a  result,  an  indi- 
vidual who  had  been  in  covered  employment  a  considerable  propor- 
tion of  his  working  life  but  not  during  the  last  few  years  before  retire- 
ment would  be  ineligible  for  monthly  benefits.  Such  a  provision 
would,  in  the  Board's  opinion,  work  undue  hardship  on  those  who 
had  left  covered  employment  during  their  later  years  and  would 
offer  undue  advantages  to  those  who  entered  covered  employment 
only  during  their  last  few  working  years.  The  system  which  the 
Board  recommends  represents  a  more  flexible  and  equitable  arrange- 
ment. It  not  only  protects  individuals  who  have  been  in  covered 
employment  during  a  considerable  portion  of  their  working  life,  but 
also  safeguards  the  system  as  it  matures  against  disproportionate 
payments  to  those  in  covered  employment  for  only  a  short  time. 

Benefits  for  widows  and  orphans. — The  Board  is  of  the  opinion 
that  old-age  insurance  should  be  expanded  to  include  survivors'  in- 
surance. The  law  now  provides  for  single  lump-sum  cash  death 
ments  equal  to  3%  percent  of  the  worker's  total  recorded  wages  pro- 
vided he  has  not  during  his  lifetime  drawn  benefits  equal  to  this 
amount.  Under  a  social  insurance  system  the  primary  purpose  should 
be  to  pay  benefits  in  accordance  with  the  presumptive  needs  of  the 
beneficiaries,  rather  than  to  make  payments  to  the  estate  of  a  deceased 
employee  regardless  of  whether  or  not  he  leaves  dependents.  The 
payment  of  monthly  benefits  to  widows  and  orphans,  who  are  the  two 
chief  classes  of  dependent  survivors,  would  furnish  much  more  signifi- 
cant protection  than  does  the  payment  of  lump-sum  benefits.  Such 
monthly  benefits  could  be  provided  and  still  kept  within  the  eventual 
costs  of  the  present  system.  There  is  ample  precedent  for  such  pro- 
vision, since  15  out  of  22  foreign  old-age  insurance  systems,  make 
provisions  for  survivors'  benefits. 

The  Board  is  of  the  opinion  that  aged  widows  and  younger  widows 
with  dependent  children  should  receive  benefits,  and  that  benefits 
should  be  paid  on  behalf  of  children  at  least  until  they  reach  16  years 
of  age,  and  until  18  while  they  are  regularly  attending  school. 

Some  measure  of  the  need  for  this  protection  as  it  affects  children  is 
indicated  by  experience  under  the  present  Federal-State  program  of 
aid  to  dependent  children.  In  43  percent  of  these  cases  the  children 
have  become  dependent  because  of  the  fathei 's  death  and  in  an  addi- 
tional 25  percent  of  the  cases,  because  of  the  father's  disability. 

The  Board  has  given  much  consideration  to  the  feasibility  and  de- 
sirability of  providing  benefits  for  widows  under  65  years  of  age  who 
have  no  young  children  in  their  care.  The  Board  believes  that  only  a 
temporary  monthly  benefit,  covering  the  period  immediately  following 
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the  husband's  death,  should  be  paid  in  such  cases.  However,  the 
Board  does  recommend  that  all  widows  of  persons  who  would  have 
been  qualified  for  old-age  benefits,  if  they  had  lived  to  age  65,  be  en- 
titled to  a  deferred  monthly  benefit  payable  at  age  65.  Such  benefits 
should  bear  some  reasonable  relationship  to  that  which  the  deceased 
husband  would  have  received. 

Normally,  young  widows  without  children  can  be  expected  to  enter 
gainful  employment,  but  middle-aged  widows  frequently  find  it  more 
difficult  to  become  self-supporting.  On  the  other  hand,  they  are 
likely  to  have  more  savings  than  younger  widows  and  many  of  them 
have  children  who  are  grown  and  able  to  help  them  until  they  reach 
65  years  of  age,  when  they  would  be  entitled  to  a  widow's  benefit 
under  the  plan  proposed.  Though  their  problems  are  fully  recognized, 
provision  for  commencing  benefits  to  widows  under  65  with  no  chil- 
dren would  present  certain  serious  anomalies.  Any  age  selected  for 
benefits  to  begin  would  appear  arbitrary,  excluding  some  widows  just 
below  that  age.  Moreover,  the  question  would  arise  as  to  discrimina- 
tion against  unmarried  women,  who  would  not  receive  benefits  until 
they  reached  65.  Yet  if  the  retirement  age  for  women  generally  were 
lowered,  the  effect  would  be  to  discriminate  against  men  and  at  the 
same  time  substantially  to  increase  the  cost. 

Disability  insurance. — The  Board  has  given  much  thought  to  the 
question  of  whether  the  present  old-age  insurance  system  should  be 
expanded  to  include  provision  for  benefits  to  workers  who  become 
permanently  totally  disabled,  before  reaching  age  65,  and  to  their 
dependents. 

With  the  single  exception  of  Spain,  every  other  country  which  has 
a  system  of  old-age  insurance  has  made  provision  for  permanent 
disability.  One  of  these  countries,  Great  Britain,  includes  this  pro- 
vision in  its  health  insurance  system;  others  relate  it  directly  to  old- 
age  insurance. 

The  Board  recognizes  that  the  administrative  problems  involved 
are  difficult,  although  it  does  not  believe  them  insuperable.  It  also 
recognizes  that  provision  for  permanent  total  disability  would  increase 
the  cost  of  the  system  both  now  and  in  the  future.  For  these  reasons 
it  is  not  making  any  positive  recommendation  on  this  matter  at  this 
time.  It  should,  however,  be  pointed  out  that  the  extent  to  which 
costs  would  increase  would  depend  upon  the  definition  of  disability 
which  could  be  made  effective.  If  a  fairly  strict  definition  were 
adopted  and  maintained,  the  Board  believes  that  the  additional  cost 
could  be  kept  within  reasonable  limits.  Later,  as  experience  devel- 
oped, the  definition  could  be  made  more  liberal  if  this  appeared 
socially  desirable.  In  connection  with  any  permanent  total  disability 
program,  adequate  provision  should  be  made  for  hospitalization  and 
other  institutional  care,  and  for  vocational  rehabilitation. 

COVERAGE 

Extending  the  coverage  of  the  system. — The  Social  Security  Board  is 
of  the  opinion  that  it  is  sound  social  policy  to  extend  old-age  insurance 
to  as  many  of  the  Nation's  workers  as  possible.  It  believes  that  it  is 
administratively  feasible  to  provide  this  protection  for  large  numbers 
of  people  who  are  not  yet  covered. 

Even  with  its  present  limited  coverage — estimated  to  include  at 
any  one  time  only  50  percent  of  the  Nation's  gainfully  occupied  pop- 
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ulation — at  least  some  small  measure  of  protection  is  already  being 
furnished  by  the  old-age  insurance  program  to  two-thirds  of  those 
gainfully  occupied.  This  is  due  to  the  fact  that  a  great  many  persons, 
usually  in  excluded  occupations,  work  in  covered  employment  from 
time  to  time.  It  is  estimated  that,  even  without  any  change  in  the 
present  coverage,  75  or  80  percent  of  the  gainfully  occupied  persons 
in  this  country  would  eventually  have  some  protection.  However, 
since  the  adequacy  of  this  protection  depends  to  a  considerable  extent 
upon  the  length  of  time  the  individual  actually  works  in  covered 
employment,  it  is  highly  desirable  that  coverage  be  extended  as 
rapidly  as  administratively  feasible.  Extension  of  coverage  would 
also  be  necessary  in  order  to  protect  the  financial  soundness  of  the 
system  if  the  present  benefit  provisions  in  the  law  granting  such  pro- 
portionately large  benefits  to  persons  who  have  been  in  covered 
employment  only  a  short  period  prior  to  retirement  are  retained. 

Agricultural  Labor. — The  Board  believes  that  the  "agricultural 
labor"  limitation  on  coverage  should  be  modified.  It  is,  of  course, 
apparent  that  the  problem  of  covering  the  independent  farmer  cannot 
be  finally  solved,  except  as  part  of  a  general  program  to  cover  the  self- 
employed.  It  is  also  recognized  that  the  complete  inclusion  of  em- 
ployees engaged  in  agricultural  labor  is  fraught  with  great  adminis- 
trative difficulties.  However,  the  Board  believes  that  the  inclusion 
of  large-scale  farming  operations,  often  of  a  semi-industrial  character, 
probably  would  reduce  rather  than  increase  administrative  difficulties. 

At  present  it  is  almost  impossible  to  delimit  the  field  of  "agricultural 
labor"  with  anything  like  the  certainty  required  for  administration 
and  for  general  understanding  by  employers  and  employees  affected. 
The  extent  of  the  exception  is  shadowy  indeed  where  the  producer 
also  engages  in  processing  and  marketing. 

The  Board  recommends  that  the  language  of  the  present  exception 
relating  to  "agricultural  labor"  be  modified  to  make  it  certain  that 
this  exception  applies  only  to  the  services  of  a  farmhand  employed 
by  a  small  farmer  to  do  the  ordinary  work  connected  with  his  farm. 
The  Board  further  recommends  that,  with  a  reasonable  time  allowed 
before  the  effective  date,  the  "agricultural  labor"  exception  be  elimi- 
nated entirely. 

Domestic  service. — The  Board  recommends  that  the  exception  of 
domestic  service  be  eliminated,  with  a  reasonable  time  allowed  before 
the  effective  date.  It  is  believed  that  the  principal  administrative 
difficulties  with  respect  to  domestic  service  will  be  overcome,  just 
as  they  will  be  in  the  case  of  agricultural  labor,  when  the  individuals 
affected  become  generally  informed  as  to  the  benefits  and  obligations 
incident  to  coverage. 

Maritime  employment. — There  is  at  present  an  exclusion  of  "service 
performed  as  an  officer  or  member  of  the  crew  of  a  vessel  documented 
under  the  laws  of  the  United  States  or  of  any  foreign  country." 
The  legislative  history  indicates  that  this  exclusion  was  made  because 
of  the  administrative  difficulties  of  covering  foreign  crews  on  American 
vessels  engaged  in  foreign  trade.  The  Board  recommends  that  the 
present  exception  be  redrawn  so  that  exclusion  of  employment  on 
American  vessels  be  limited  to  this  type  of  situation. 

Nonprofit  organizations. — The  Board  recommends  the  inclusion  of 
service  performed  for  religious,  educational,  charitable,  and  similar 
nonprofit  organizations.  The  Board  foresees  no  serious  administra- 
tive difficulties  in  such  inclusion. 

H.  Doc.  110,  76-1  2 
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Services  performed  for  the  Federal  Government  or  its  instrumentalities. — 
The  Board  recommends  the  inclusion  of  service  performed  in  the  em- 
ploy of  the  United  States  or  its  instrumentalities.  The  Board  antici- 
pates no  administrative  difficulties  in  such  inclusion.  However,  in 
extending  old-age  insurance  to  all  employees  of  the  Federal  Govern- 
ment, it  would  be  necessary  to  give  consideration  to  the  effect  on 
other  retirement  systems  for  Federal  employees,  with  a  view  either 
to  excluding  employees  already  covered  by  these  systems  .or  to 
adapting  these  systems  so  that  they  would  take  account  of  the  basic 
protection  afforded  by  the  old-age  insurance  system.  In  any  event, 
the  Board  recommends  an  amendment  to  bring  under  coverage  em- 
ployees of  instrumentalities  of  the  United  States,  except  those  which 
either  are  wholly  owned  by  the  United  States  or  are  exempt  from  the 
taxes  levied  under  the  Social  Security  Act  by  virtue  of  some  other  act 
of  Congress.  The  principal  "Federal  instrumentalities"  which  would 
thus  be  brought  into  old-age  insurance  are  national  banks  and  State 
banks  which  are  members  of  the  Federal  Reserve  System,  and  build- 
ing and  loan  associations  which  are  members  of  the  Federal  Home 
Loan  Bank  System. 

Services  performed  for  States  and  their  instrumentalities. — A  number 
of  State  and  municipal  officials  have  indicated  a  desire  for  coverage  of 
State  and  municipal  employees.  However,  no  method  has  yet  been 
devised  which  would  overcome  constitutional  difficulties  and  also  pro- 
tect the  old-age  insurance  system  against  adverse  selection.  It  is 
hoped  that  further  study  will  develop  a  method  which  will  be  consti- 
tutional and  which  will  prove  mutually  advantageous  to  the  States, 
their  employees,  and  the  old-age  insurance  system.  The  Board  con- 
fines its  recommendation  at  this  time  to  the  suggestion  that  the 
present  exclusion  of  the  act  be  modified  so  that  it  applies  only  to 
services  performed  in  the  employ  of  a  State  or  a  political  subdivision 
or  instrumentalities  wholly  owned  by  the  State  or  whose  functions 
are  such  as  to  raise  constitutional  barriers  to  Federal  taxation. 

Allowing  benefit  credits  for  wages  earned  after  65. — The  Social  Security 
Act  as  it  now  stands  does  not  permit  workers  to  gain  benefit  credit 
for  wages  earned  after  age  65.  The  taxes  paid  by  employer  and 
employee  also  stop  when  the  wage  earner  reaches  this  age.  Lump- 
sum cash  benefits  are  provided  for  workers  who  reach  65  years  of 
age  without  having  worked  enough  to  qualify  for  a  monthly  benefit. 
Such  workers,  even  though  they  contmue  in  employment,  cannot 
under  the  present  law  qualify  for  annuities.  The  lump-sum  payment 
is  all  that  is  available  to  them.  The  Social  Security  Board  recom- 
mends that  such  workers  receive  credit  for  any  time  that  they  work 
after  age  65  so  that  they  may  qualify  for  monthly  benefits  upon 
retirement  at  a  somewhat  later  date.  This  would  automatically 
eliminate  the  occasion  for  lump-sum  payments  at  age  65,  and  at  the 
same  time  would  provide  a  much  greater  degree  of  protection  for  older 
workers. 

Employer-employee  relationship. — Old-age  insurance  coverage  is  at 
present  limited  by  the  undefined  terms  "employer"  and  "employee." 
The  Board  recommends  that  this  provision  be  expanded  to  the  extent 
feasible  to  cover  more  of  the  persons  who  furnish  primarily  personal 
service.  The  intention  of  such  an  amendment  would  be  to  cover 
persons  who  are  for  all  practical  purposes  employees,  but  whose 
present  legal  status  may  not  be  that  of  an  employee.    At  present,  for 
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example,  insurance,  real  estate,  and  traveling  salesmen  are  sometimes 
covered  and  sometimes  not;  the  Board  believes  that  all  such  individuals 
should  be  covered. 

Casual  labor. — The  Board  believes  it  is  necessary  to  retain  the  exist- 
ing exclusion  of  casual  labor  not  in  the  course  of  the  employer's  trade 
or  business,  because  of  the  administrative  difficulties  which  otherwise 
would  be  involved,  with  no  considerable  compensating  social 
advantages.  It  should  be  noted  that  this  exclusion  is  numerically 
small  since  labor  so  excluded  must  be  not  only  casual  but  also  unrelated 
to  the  employer's  business. 

Self -employment. — The  Board  has  given  considerable  study  to  the 
possibility  of  including  self-employed  persons  under  the  old-age  insur- 
ance system.  However,  the  Board  is  not  prepared  at  this  time  to 
recommend  what  it  considers  a  practicable  method  for  extending 
coverage  to  such  persons. 

Contracting  coverage  to  prevent  collusion. — Until  a  practicable  means 
is  found  for  including  self-employed  persons,  the  Board  recommends 
that  the  family  employment  exclusion,  appearing  in  title  IX  of  the 


corporated  in  the  old-age  insurance  provisions.  The  Board  further 
recommends  that  the  act  be  amended  so  that  old-age  insurance  benefits 
will  not  be  paid  where  there  has  been  a  contract  of  employment  for  the 
purpose  of  securing  benefits  without  the  performance  of  bona  fide 
service. 


The  Social  Security  Board  is  not  making  detailed  recommendations 
relative  to  the  financing  of  the  old-age  insurance  system  since  the 
Treasury  Department  is  charged  with  primary  responsibility  in  this 
regard.  However,  the  Board  believes  it  is  essential  that  any  method 
of  financing  that  is  proposed  should  take  into  account  all  probable 
future  disbursements  so  that  the  interests  of  both  the  prospective 
beneficiaries  and  the  general  taxpayers  may  be  properly  safeguarded. 

When  the  system  is  fully  matured,  its  eventual  cost  with  the  changes 
here  recommended — which  the  Board  believes  will  furnish  far  greater 
protection — would  be  somewhat  less  than  the  cost  of  the  present 
system.  The  cost  of  paying  benefits  in  the  early  years  would,  however, 
be  greatly  increased  if  the  proposed  changes  were  put  into  effect. 
If  permanent  total  disability  insurance  should  also  be  included,  the 
eventual  cost,  when  the  system  is  fully  matured,  would  be  somewhat 
more  than  the  present  system. 

The  existing  law  contemplates  a  fully  financed  system  for  all  time 
to  come.  That  is  to  say,  it  requires  that  probable  future  liabilities 
be  taken  into  account  from  the  very  beginning  and  that  a  sufficient 
reserve  be  set  up  so  that  the  earnings  on  the  reserve,  plus  current 
pay-roll  tax  receipts,  will  be  sufficient  always  to  cover  annual  benefit 
disbursements. 

As  already  stated,  if  the  recommendations  of  the  Board  relating 
to  benefits  are  adopted,  early  payments  under  the  system  will  increase 
substantially.  The  tax  provisions  embodied  in  the  present  law  would 
probably  cover  the  increased  annual  cost  for  the  first  15  years.  They 
would  also  probably  provide  a  small  reserve,  which  would  be  invested  and 
earn  some  interest.  But  when  future  annual  benefit  disbursements 
exceeded  annual  tax  collections,  plus  interest  earnings,  some  other 


compensation,  be  in- 


FINANCING 


12       REPORT  OF  THE  COMMITTEE  ON  ECONOMIC  SECURITY 


provision  would  have  to  be  made  for  the  funds  which,  under  the  exist- 
ing plan,  would  be  secured  from  interest  on  accumulated  reserves. 
It  would  then  be  necessary  to  do  one  of  two  things:  increase  the  pay- 
roll tax,  or  provide  for  the  deficiency  out  of  other  general  taxes. 

The  Board  is  of  the  opinion  that  it  would  be  sound  public  policy 
to  pay  part  of  the  eventual  cost  of  the  benefits  proposed  out  of  taxes 
other  than  pay-roll  taxes,  preferably  taxes  such  as  income  and  inherit- 
ance taxes  levied  according  to  ability  to  pay. 

The  portion  of  the  total  costs  to  be  met  by  taxes  other  than  pay- 
roll taxes  should  depend  upon  the  proportion  of  the  general  popula- 
tion covered  by  the  insurance  system.  The  wider  the  coverage,  the 
more  extensive  this  contribution  from  other  tax  sources  might 
properly  be. 

Although  the  Board  believes  that  contributions  to  the  old-age  insur- 
ance program  should  eventually  be  made  out  of  Federal  taxes  other 
than  those  on  pay  rolls,  it  does  not  believe  that  such  taxes  should  be 
substituted  for  any  part  of  the  pay-roll  taxes  provided  in  the  present 
act  or  that  such  other  taxes  should  be  used  until  annual  benefit  dis- 
bursements begin  to  exceed  annual  pay-roll  tax  collections,  plus  the 
interest  earned  on  the  small  reserve  which  would  be  accumulated. 
The  Federal  Government  is  already  making  an  annual  contribution 
out  of  general  taxes  of  almost  a  quarter  of  a  billion  dollars  for  old-age 
security,  in  the  form  of  grants  to  the  States  to  help  finance  their  old- 
age  assistance  programs.  Substitution  of  other  taxes  for  any  portion 
of  the  pay-roll  taxes  now  provided  would  increase  the  disparity  be- 
tween taxes  paid  and  benefits  payable  in  the  early  years  of  the  system. 
Those  retiring  in  the  early  years  in  any  event  will  receive  much  greater 
benefits  in  proportion  to  taxes  paid  on  their  behalf  than  those  retiring 
in  the  later  years.  Furthermore,  while  the  exact  future  costs  of  bene- 
fits under  the  insurance  system  cannot  be  determined  with  any  degree 
of  accuracy  until  more  data  are  available  (especially  those  which  will 
come  with  the  actual  payment  of  benefits  to  large  numbers  of  people), 
it  is  certain  that  the  costs  will  be  great  and  it  is  important  that  Govern- 
ment finances  should  not  suffer  through  reduction  in  revenue  from 
pay-roll  taxes. 

ADMINISTRATIVE  CHANGES 

The  Board  recommends  a  number  of  changes  to  improve  adminis- 
tration of  the  present  law: 

1.  Inclusion  of  a  provision  requiring  employers  at  the  time  of  wage 
payment  to  furnish  employees  a  statement,  which  they  may  retain, 
showing  the  amount  of  taxes  deducted  from  their  wages  under  the 
old-age  insurance  system. 

2.  Exclusion  of  any  nominal  wages  paid  to  employees  of  all  non- 
profit organizations  now  exempted  from  the  Federal  income  tax. 
Many  nonprofit  organizations,  particularly  fraternal  organizations, 
with  employees  and  officers  drawing  a  nominal  wage,  are  now  required 
to  make  reports  and  pay  taxes  for  these  employees,  although  the 
amount  of  the  taxes  and  prospective  benefits  involved  is  negligible. 

3.  Exclusion  from  the  definition  of  wages  of  all  payments  made 
by  an  employer  to  or  on  behalf  of  an  employee  under  a  plan  or  system 
providing  for  retirement  benefits,  dismissal  wages,  disability  benefits, 
and  medical  and  hospital  expenses.  The  purpose  of  this  proposal  is 
to  avoid  discouraging  plans  of  the  nature  described. 
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4.  Simplification  of  the  present  provisions  with  respect  to  lump- 
sum payments  on  death  (in  case  the  substantive  changes  recom- 
mended by  the  Board  are  not  made). 

5.  Provision  that  applications  for  death  benefits  must  be  filed 
within  2  years  after  date  of  death. 

6.  Simplification  of  the  procedure  for  payment  to  infants  or  other 
legally  incompetent  persons. 

7.  Provision  making  more  equitable  the  recovery  by  the  Federal 
Government  of  incorrect  payment  to  individuals. 

8.  Provision  respecting  the  practice  of  attorneys  and  agents  before 
the  Board. 

9.  Provision  that  findings  of  fact  and  decisions  of  the  Board  in  the 
allowance  of  claims  shall  be  final  and  conclusive.  Such  a  provision 
would  follow  the  precedent  of  the  World  War  Veterans'  Act  and  of 
other  legislation  with  respect  to  agencies  similar  to  the  Board  which 
handle  a  large  number  of  small  claims. 

10.  Clarification  of  the  law  regarding  services  of  an  employee 
performing  both  excluded  and  included  employment. 

Unemployment  Compensation 

The  unemployment  compensation  and  public  assistance  provisions 
of  the  Social  Security  Act  constitute  the  most  comprehensive  attempt 
yet  made  to  utilize  a  system  of  Federal-State  cooperation  for  the 
solution  of  national  problems.  To  promote  State  action  in  unemploy- 
ment compensation  the  Federal  law  establishes  a  uniform  tax  payable 
by  employers  regardless  of  whether  the  State  in  which  they  operate  has 
an  unemployment  compensation  law;  it  then  permits  employers  to 
offset  their  contributions  under  a  State  unemployment  compensation 
law  up  to  90  percent  of  the  total  Federal  tax.  The  act  also  provides 
that  the  Federal  Government  shall  make  grants  to  the  States  to  cover 
the  entire  necessary  cost  of  proper  administration  of  their  unemploy- 
ment compensation  laws. 

The  recommendations  of  the  Social  Security  Board  relative  to 
unemployment  compensation  deal  with  extension  of  coverage,  im- 
provement of  Federal-State  relationships,  and  certain  technical 
changes,  rather  than  any  fundamental  change  in  the  present  Federal- 
State  pattern  now  set  forth  in  the  Federal  law.  Though  the  adjust- 
ment of  Federal-State  relations  is  at  best  a  difficult  and  delicate  task, 
particularly  in  the  field  of  social  legislation,  experience  so  far  indicates 
a  large  measure  of  success.  The  present  provisions  of  the  Federal  law 
have  proved  completely  effective  in  facilitating  the  enactment  of  State 
unemployment  compensation  laws.  These  laws  and  the  character  of 
their  administration  have  on  the  whole  been  reasonably  satisfactory. 
The  inevitable  administrative  difficulties  involved  in  the  inauguration 
of  any  large-scale  undertaking  were  accentuated  by  the  fact  that  in 
22  States  benefits  became  payable  in  January  1938,  at  a  time  of 
unexpectedly  heavy  unemployment.  In  spite  of  these  difficulties, 
the  31  jurisdictions  that  had  begun  paying  benefits  by  the  end  of  1938 
have  paid  out  about  $400,000,000  in  benefits  to  approximately  3% 
million  unemployed  workers.  The  most  pressing  problem  in  unem- 
ployment compensation  at  the  present  time  is  improvement  and 
simplification  of  the  State  laws  themselves  and  of  their  administration, 
on  the  basis  of  increasing  experience. 
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EMPLOYERS'  TAX  AND  REPORTING.  PROCEDURES 

The  Board  is  aware  of  the  suggestion  made  at  the  time  the  Social 
Security  Act  was  under  consideration,  that  the  Federal  Government 
should  collect  the  entire  Federal  tax  and  make  grants-in-aid  to  the 
States,  instead  of  allowing  an  offset  on  the  Federal  tax.  It  was  ar- 
gued that  such  a  method  would  relieve  employers  of  the  necessity  of 
making  tax  reports  to  both  the  State  and  the  Federal  Government. 
It  is  true  that  this  would  be  of  some  advantage,  particularly  to  em- 
ployers operating  in  more  than  one  State.  However,  at  present,  the 
State  unemployment  compensation  agencies  need  detailed  informa- 
tion concerning  the  past  working  history  of  persons  claiming  benefits 
in  order  to  determine  the  amount  due  them.  If  employers  did  not 
report  directly  to  the  State  agencies,  it  would  either  be  necessary  for 
the  Federal  Government  to  furnish  the  State  agencies  the  required 
information,  or  it  would  be  necessary  for  the  States  to  develop  benefit 
procedures  which  would  eliminate  detailed  reporting.  Neither  the 
Federal  Government  nor  the  States  have  had  sufficient  experience  to 
warrant  an  opinion  as  to  the  feasibility  of  such  a  drastic  change. 

The  Board,  however,  does  recommend  that  the  Federal  unemploy- 
ment compensation  tax  provisions  be  combined  with  those  for  old-age 
insurance  which  relate  to  employers.  Such  a  combination  would 
have  the  advantage  of  relieving  employers  from  making  two  separate 
Federal  tax  returns.  This  arrangement  would,  of  course,  not  affect 
the  present  offset  provision  or  the  present  use  of  the  proceeds  of  the 
two  separate  taxes. 

EXTENSION  OF  COVERAGE 

Regardless  of  whether  the  two  taxes  are  combined,  the  Board  rec- 
ommends that  the  coverage  of  unemployment  compensation  be  made 
similar  to  the  coverage  already  recommended  for  old-age  insurance, 
with  certain  exceptions  to  be  discussed  later.  Even  though  the  tax 
provisions  were  not  combined,  there  would  be  great  advantages  in 
making  the  provisions  of  the  two  programs  identical  with  respect  to 
employers  affected  by  both.  Such  a  change  would  make  it  possible 
to  simplify  employers'  record-keeping  and  reporting  to  the  Federal 
Government,  as  well  as  to  the  States,  since  the  latter  would  undoubt- 
edly adjust  their  State  laws  accordingly. 

The  suggested  combination  of  the  unemployment  compensation 
tax  provisions  with  the  old-age  insurance  tax  provisions  or  any  broad- 
ening of  Federal  unemployment  compensation  provisions  (with  the 
exception  of  maritime  employment)  should  not  become  effective 
before  January  1,  1941,  since  it  would  be  necessary  to  give  the  States 
ample  opportunity  to  amend  their  laws  accordingly.  This  would 
also  give  the  State  unemployment  compensation  agencies  sufficient 
time  to  perfect  their  administrative  organization  and  procedures. 

In  unemployment  compensation  as  in  old-age  insurance,  the  Board 
believes  that  it  is  administratively  feasible  and  in  accordance  with 
sound  social  policy  to  include  the  employments  not  covered  by  present 
Federal  provisions,  with  a  few  exceptions. 

The  employments  for  which  the  Board  does  not  recommend  inclu- 
sion at  this  tune  are:  ordinary  farm  labor,  domestic  service  in  private 
homes,  family  employment,  and  service  for  the  Federal  or  State 
governments  or  their  instrumentalities. 
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Problems  relating  to  agricultural  employment. — The  situation  of 
agricultural  employees  is  frequently  different  from  that  in  most  other 
occupations.  Farm  employees  often  either  own  small  farms  of  their 
own,  or  live  in  homes  provided  by  the  employer  with  the  use  of  land 
and  equipment  to  produce  a  part  of  their  subsistence.  While  it 
seems  feasible  to  cover  such  persons  in  old-age  insurance,  in  unem- 
ployment compensation  there  are  unusual  problems.  For  example, 
in  many  cases  it  would  be  extremely  difficult  to  determine  whether 
the  individual  should  be  considered  "unemployed,"  or  whether  he  is 
normally  working  for  himself.  While  some  foreign  systems  have  been 
extended  to  cover  agricultural  employees,  it  must  be  recognized  that 
the  agricultural  wage-earning  group  in  this  country  is  much  less 
clearly  defined.  It  therefore  appears  inadvisable  to  recommend  at 
this  time  the  extension  of  unemployment  insurance  to  cover  all 
agricultural  employees.  However,  just  as  in  the  case  of  old-age 
insurance,  the  Board  recommends  that  the  language  of  the  present 
exception  relating  to  "agricultural  labor"  in  any  event  should  be 
modified  to  make  certain  that  this  exception  applies  only  to  the 
services  of  a  farmhand  employed  by  a  small  farmer  to  do  the  ordinary 
work  connected  with  his  farm.  The  Board  will  continue  to  study 
the  problems  involved  and  will  make  every  effort  to  develop  practical 
ways  and  means  of  bringing  about  extension  to  all  agricultural 
employees. 

Problems  relating  to  domestic  service. — In  the  case  of  domestic 
service  in  a  private  home,  the  difficulties  of  extending  unemployment 
compensation  are  far  less  serious  than  in  agriculture.  The  fact  of 
unemployment  is  much  easier  to  determine.  The  chief  problem  here 
relates  to  the  determination  and  collection  of  contributions.  The 
Board  believes  domestic  employees  can  and  should  be  covered  by  the 
unemployment  insurance  provisions  of  the  act,  provided  sufficient 
time  is  allowed  for  the  States  to  perfect  their  administrative  pro- 
cedures. 

Problems  relating  to  State  and  Federal  employment. — Employment 
by  a  State  government  or  its  instrumentalities  must  continue  to  be 
excluded  from  Federal  unemployment  compensation  provisions  for 
the  reasons  cited  in  connection  with  old-age  insurance.  The  Board 
does  not  believe  there  would  be  any  great  advantage  in  including 
Federal  employees  under  the  unemployment  compensation  provi- 
sions. Civil-service  employees  are,  for  the  most  part,  already  pro- 
tected against  the  hazard  of  unemployment,  and  it  would  probably 
be  more  practical  to  provide  for  non-civil-service  employees  through 
some  form  of  dismissal  wage  rather  than  through  establishing  a 
special  Nation-wide  unemployment  compensation  system. 

However,  the  Board  does  believe  that  so-called  instrumentalities  of 
the  Federal  Government  which  are  not  wholly  owned  by  it — such  as 
national  banks — should  be  brought  into  State  unemployment  com- 
pensation as  well  as  under  old-age  insurance. 

Nonprofit  organizations. — The  Board  recommends  the  inclusion  of 
service  performed  in  the  employ  of  nonprofit  organizations.  The 
Board  anticipates  no  serious  administrative  difficulties  in  such  in- 
clusion. 

Family  employment. — In  order  to  avoid  serious  administrative 
difficulties  in  the  payment  of  unemployment  compensation  benefits, 
the  Board  believes  that  the  exclusion  of  family  employment  should 
be  retained. 
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Including  employers  oj  one  or  more  employees. — The  Board  recom- 
mends that  the  present  Federal  restriction  to  employers  who  have 
had  8  or  more  employees  in  20  or  more  weeks  during  the  year  be 
eliminated  so  that  the  unemployment  compensation  provisions  would 
cover  all  those  having  one  or  more  employees,  just  as  in  the  case  of 
old-age  insurance.  Twenty-four  State  unemployment  compensation 
laws  already  cover  smaller  employers  than  those  included  in  the 
Federal  act  as  it  now  stands;  of  these,  10  cover  employers  of  one  or 
more. 

Employer-employee  relationship. — -The  Board  recommends  that  the 
changes  to  broaden  and  clarify  these  terms,  already  described  in 
connection  with  old-age  insurance,  be  also  incorporated  in  the  Federal 
provisions  for  unemployment  compensation. 

General. — -The  Board  recommends  that  the  Federal  pay-roll  tax 
in  connection  with  unemployment  compensation  be  limited  to  the 
first  $3,000  of  annual  wages,  if  that  maximum  is  retained  in  the  old- 
age  insurance  tax  provisions.  Though  the  Board  recognizes  that 
such  a  limitation  would  reduce  revenue  somewhat,  it  believes  that 
this  disadvantage  would  be  counterbalanced  by  the  advantages  to 
be  derived  from  making  the  Federal  tax  provisions  identical  for  both 
programs. 

If  unemployment  compensation  coverage  is  extended  to  employers 
of  one  or  more,  the  Board  believes  it  will  be  necessary  to  exclude — 
for  the  same  reason  as  in  old-age  insurance — casual  labor  not  in  the 
course  of  the  employer's  trade  or  business. 

UNEMPLOYMENT  COMPENSATION  FOR  SEAMEN 

Under  the  Constitution  it  is  impossible  to  confer  upon  the  States 
jurisdiction  over  maritime  employment,  with  the  possible  exception 
of  that  incidental  to  employment  on  land.  Therefore,  in  order  to 
afford  unemployment  compensation  protection  to  seamen  it  would 
be  necessary  to  pass  a  Federal  act.  The  Board  recommends  that 
such  an  act  be  passed  covering  all  maritime  employment  which  cannot 
be  brought  under  State  laws,  with  the  exceptions  noted  under  old-age 
insurance. 

STATE  PERSONNEL 

Under  the  present  Federal  law,  before  a  grant  to  a  State  for  unem- 
ployment compensation  administration  may  be  certified,  the  Social 
Security  Board  must  find  that  the  State  law  includes  provisions  for 
"such  methods  of  administration  (other  than  those  relating  to  selec- 
tion, tenure  of  office,  and  compensation  of  personnel)  as  are  found 
by  the  Board  to  be  reasonably  calculated  to  insure  full  payment  of 
unemployment  compensation  when  due."  In  another  section,  the 
Board  is  required,  in  making  such  grants,  to  determine  the  amount 
"necessary  for  proper  administration"  of  the  State  law. 

The  Board  believes  that  proper  administration  must  necessarily 
include  adequate  provision  for  the  selection,  tenure  of  office,  and  com- 
pensation of  personnel.  Therefore  it  may  be  argued  that  a  conflict 
exists  in  the  present  Federal  provisions.  The  Board  believes  this 
should  be  resolved  by  repealing  the  parenthetical  language  quoted 
above. 

In  the  opinion  of  the  Board  it  is  sound  policy  for  the  State  unem- 
ployment compensation  agencies  to  have  entire  authority  and  respon- 
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sibilitv  for  the  selection,  tenure  of  office,  and  compensation  of  indi- 
vidual employees.  But  this  authority  and  responsibility  should  be 
exercised  in  accordance  with  a  systematic  merit  system  for  the  estab- 
lishment and  maintenance  of  desirable  personnel  standards.  The 
Board  therefore  recommends  that  for  the  parenthetical  language 
already  quoted,  there  be  substituted  language  requiring  that  methods 
of  State  administration  shall  include  procedures  for  the  establishment 
and  maintenance  of  personnel  standards  on  a  merit  basis. 

Such  merit  systems  should  include,  as  does  the  Federal  civil-service 
law,  prohibition  against  political  solicitation  and  political  activity, 
since  the  salaries  of  State  unemployment  compensation  personnel  are 
paid  entirely  out  of  Federal  funds. 

Thirty-nine  State  unemployment  compensation  agencies  already 
operate  under  a  general  State  civil-service  law  or  in  accordance  with 
a  merit  system  established  for  or  by  the  agency  itself.  The  effect  of 
this  suggested  amendment  would  simply  be  to  make  personnel 
practices  already  put  into  operation  by  a  large  majority  of  States 
more  general. 

The  Board  believes  that  requiring  the  State  agencies  to  establish 
a  merit  system  would  place  Federal-State  relations  on  a  more  stable 
and  automatic  basis.  In  actual  experience  the  result  of  establishing 
an  adequate  State  personnel  system  has  been  to  eliminate  the  neces- 
sity for  detailed  Federal  scrutiny  of  operation,  and  the  possibility 
of  misunderstanding  and  conflict  in  Federal-State  relations.  The 
suggested  requirement  thus  constitutes  not  an  encroachment  of 
Federal  authority  in  State  operations,  but  rather  a  protection  to  the 
States  against  undue  interference  with  their  administrative  functioning 

The  establishment  of  a  merit  system  also  protects  taxpayers  and 
beneficiaries  within  the  State,  inasmuch  as  it  materially  reduces  the 
hazard  that  administration  will  become  so  unsatisfactory  that  the 
State  law  can  no  longer  be  certified  by  the  Board  as  meeting  the 
administrative  standards  of  the  Federal  act.  Such  inability  to  certify 
means  that  employers  in  a  State  would  be  required  to  pay  to  the 
Federal  Government  100  percent  instead  of  10  percent  of  the  Federal 
tax,  in  addition  to  paying  their  full  tax  under  the  State  unemployment 
compensation  law.  Up  to  the  present  the  Board  has  not  found  it 
necessary  to  withhold  certification  in  the  case  of  unemployment  com- 
pensation, although  it  has  been  necessary  to  take  such  action  regarding 
public  assistance  grants.  Effective  safeguards  should  be  set  up,  in 
order  to  eliminate  the  possibility  that  the  derelictions  of  their  public 
servants  may  bring  such  a  penalty  upon  innocent  citizens  of  a  State. 

UNIFICATION  OF  UNEMPLOYMENT  COMPENSATION  AND  EMPLOYMENT 

SERVICE 

In  order  to  promote  effective  administration,  the  Board  recommends 
that  the  administration  of  unemployment  compensation  and  of  the 
United  States  Employment  Service  be  unified  in  a  single  Federal 
bureau,  in  such  a  way  that  the  specialized  functions  of  each  are  not 
only  protected  but  strengthened.  In  all  other  countries  having 
unemployment  compensation  systems,  a  single  governmental  agency 
administers  both  the  placement  function  and  the  insurance  function. 
This  has  been  found  necessary  because  of  the  close  relationship 
essential  to  the  proper  carrying  out  of  these  two  functions.    In  this 
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country  each  is  under  a  separate  Federal  agency,  although  in  all  the 
States  but  one  a  single  State  agency  administers  the  unemployment 
compensation  law  and  operates  the  State  employment  service. 

The  Social  Security  Act,  provides  that  unemployment  compensation 
may  be  paid  through  public  employment  offices  or  such  other  agencies 
as  the  Social  Security  Board  may  approve.  The  Board  has  fully  rec- 
ognized the  desirability  of  paying  claims  through  public  employment 
offices,  in  order  to  aid  the  unemployed  worker  in  finding  new  employ- 
ment, and  to  reduce  the  amount  of  unemployment  compensation 
claims  to  a  minimum.  It  has,  therefore,  not  approved  of  payment  of 
unemployment  compensation  claims  through  any  agencies  other  than 
employment  offices. 

Recognizing  the  necessity  for  an  efficient  employment  service  as  a 
part  of  the  proper  administration  of  a  State  unemployment  compen- 
sation law,  the  Board  has  made  grants  to  the  States  for  the  adminis- 
tration of  their  employment  services.  The  Board  has  realized  that  it 
would  be  uneconomical,  undesirable,  and  impracticable  to  have  two 
employment  services — one  for  workers  covered  under  the  unemploy- 
ment compensation  laws  and  one  for  workers  not  so  covered.  There- 
fore, it  has  encouraged  the  States  to  affiliate  with  the  United  States 
Employment  Service  and  to  match  the  Federal  funds  available  in 
connection  with  that  service.  All  the  States  have  taken  this  action. 
The  Federal  funds  available  to  them  from  this  source  have  been  sub- 
stantially augmented  by  grants  from  the  Social  Security  Board.  Of 
the  total  funds  now  being  expended  for  the  operation  of  the  expanded 
Federal-State  employment  service,  approximately  80  percent  is  pro- 
vided by  grants  from  the  Board,  10  percent  by  grants  from  the  United 
States  Employment  Service,  and  10  percent  by  the  States  themselves. 

From  the  outset  the  Board  has  recognized  the  necessity  for  coordi- 
nating and  integrating  its  unemployment  compensation  functions 
with  those  of  the  United  States  Employment  Service,  in  order  to 
avoid  the  dilemma  in  which  the  State  agencies  would  be  placed  if 
obliged  to  deal  with  two  Federal  agencies  having  conflicting  standards 
and  policies.  The  Board,  therefore,  negotiated  an  agreement  with 
the  Secretary  of  Labor  whereby  the  United  States  Employment 
Service  and  the  Board's  Bureau  of  Unemployment  Compensation 
would  act  as  if  they  were  a  single  agency.  This  joint  agreement  has 
promoted  a  considerable  degree  of  coordination  and  integration. 
But  complete  integration  is  necessary  in  the  interests  of  economy, 
efficiency,  and  good  will.  The  day-to-day  activities  of  the  local 
employment  offices,  through  which  unemployment  compensation 
claims  are  paid,  are  closely  interrelated  and  vary  in  such  a  way  be- 
tween unemployment  compensation  and  placement  work,  that  it  is 
necessary  for  a  considerable  amount  of  care  to  go  from  one  func- 
tion to  another  as  occasion  requires.  Only  unified  supervision  and 
direction  can  properly  protect  and  integrate  the  various  functions  that 
must  be  performed  if  unemployed  workers  and  employers  are  to  be 
served  adequately. 

OTHER  ADMINISTRATIVE  CHANGES 

The  Board  recommends  a  number  of  other  changes  designed  to 
improve  the  administration  of  the  present  program: 

1.  Increasing  the  authorization  for  the  annual  appropriation  of 
Federal  funds  to  assist  the  States  in  the  administration  of  their  unem- 
ployment compensation  laws.    The  present  maximum  of  $49,000,000 
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is  clearly  insufficient  to  cover  the  necessary  cost  of  proper  administra- 
tion. The  Board  recommends  that  the  maximum  be  raised  to  $80,- 
000,000.  The  history  of  this  legislation  indicates  that  Congress 
intended  that  the  10-percent  net  proceeds  of  the  Federal  tax  should 
cover  the  entire  cost  of  administration.  An  authorization  of  this 
increased  amount  would  still  be  covered  by  the  probable  proceeds  of 
this  tax. 

2.  Supplementary  provisions  authorizing  the  Social  Security  Board 
to  enforce  requirements  that  expenditure  by  State  officials  of  Federal 
funds  be  in  accordance  with  the  purposes  authorized  by  the  act. 

3.  Changing  the  base  of  the  pay-roll  tax  from  "wages  payable"  to 
"wages  paid,"  thus  making  it  the  same  as  that  for  old-age  insurance 
taxes. 

4.  Permitting  the  employers  to  offset  against  their  Federal  tax, 
up  to  the  90-percent  maximum,  all  contributions  made  under  State 
unemployment  compensation  laws,  regardless  of  whether  or  not  the 
latter  are  made  with  respect  to  employment  as  defined  under  the 
Federal  law. 

5.  Exclusion  of  nominal  wages  paid  to  employees  of  nonprofit 
organizations,  as  already  recommended  under  old-age  insurance. 

6.  Exclusion  from  the  definition  of  wages  of  all  payments  made  by 
an  employer  to  or  in  behalf  of  an  employee  under  any  benefit  plan  or 
system,  as  described  in  the  identical  recommendation  made  with 
regard  to  old-age  insurance. 

7.  Extending  the  time  within  which  credit  may  be  claimed  under 
the  Federal  taxing  provisions  in  cases  where  the  employer  has  paid 
his  State  tax  on  time,  but  has  paid  it  to  the  wrong  State. 

8.  Authorizing  the  States  to  make  their  unemployment  compen- 
sation laws  applicable  to  persons  employed  upon  land  held  by  the 
Federal  Government,  such  as  employees  of  hotels  in  national  parks. 
Congress  has  already  enacted  a  statute  giving  the  States  authority  to 
apply  their  workmen's  compensation  laws  to  such  employees. 

9.  Clarification  of  the  language  excluding  State  ins trumentali ties 
to  indicate  that  the  exemption  applies  to  any  instrumentality  wholly 
owned  by  the  State  or  political  subdivision  as  well  as  to  those  which 
would  be  exempt  under  the  Constitution. 

10.  Clarification  of  the  law  as  regards  services  of  an  employee  per- 
forming both  excluded  and  included  employment.  The  same  recom- 
mendation is  made  in  connection  with  old-age  insurance. 

11.  Clarification  of  the  provisions  relating  to  so-called  "merit 
rating"  or  "experience  rating"  under  State  unemployment  compen- 
sation laws. 

Public  Assistance 

The  Social  Security  Act  offers  the  States  Federal  aid  in  providing 
public  assistance  for  three  groups  of  the  needy — the  aged,  the  blind, 
and  dependent  children.  The  Nation-wide  development  of  these  pro- 
grams since  the  passage  of  the  act  leaves  no  question  as  to  the  effec- 
tiveness of  this  Federal  legislation  in  promoting  more  systematic, 
equitable,  and  humane  assistance  to  these  needy  men,  women,  and 
children. 

As  a  result  of  the  Federal  grants-in-aid  which  the  act  makes  avail- 
able, all  the  States  and  Territories  and  the  District  of  Columbia  have 
joined  in  the  Federal-State  old-age  assistance  program.  Forty  States, 
the  District  of  Columbia,  and  Hawaii  are  taking  part  in  the  program 
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for  aid  to  dependent  children,  and  the  same  number  in  aid  to  the 
needy  blind.  By  the  close  of  1938  some  1,771,000  old  people,  636,000 
children,  and  42,000  blind  were  thus  being  aided  from  combined 
Federal  and  State  funds.  The  total  amount  of  Federal  and  State  aid 
given  during  the  current  fiscal  year  will  approximate  half  a  billion 
dollars. 

The  Board  recommends  no  fundamental  change  in  Federal-State 
relations  as  regards  public  assistance.  It  believes,  however,  that 
certain  substantive  and  procedural  changes  can  be  made  which  will 
greatly  strengthen  and  improve  the  protection  now  afforded. 

OLD-AGE  ASSISTANCE  AND  AID  TO  THE  BLIND 

At  the  present  time,  in  addition  to  reimbursing  the  States  for  50 
percent  of  their  assistance  payments  to  the  needy  aged  and  needy 
blind  (subject  to  a  maximum  of  $30  a  month  for  each  person  aided), 
the  Federal  Government  makes  an  additional  grant  of  5  percent 
which  the  State  may  apply  to  administration.  This  flat  5  percent 
does  not  represent  an  adequate  Federal  contribution  for  proper  ad- 
ministration; and  the  Board,  therefore,  recommends  that  the  law  be 
amended  so  that  Federal  grants  may  reimburse  the  States  for  50 
percent  of  the  necessary  cost  of  proper  administration. 

AID  TO  DEPENDENT  CHILDREN 

The  Board  strongly  recommends  that  grants-in-aid  to  the  States  for 
aid  to  dependent  children  be  placed  on  the  50-percent  matching  basis 
already  in  effect  for  the  other  two  programs.  At  the  present  time  the 
Federal  Government  contributes  only  one-third  of  the  payments  made 
by  the  States  to  dependent  children.  As  a  result,  fewer  States  are 
participating  in  this  program,  and  in  many  of  the  States  that  are  par- 
ticipating, the  level  of  assistance  for  dependent  children  is  lower  than 
that  for  the  aged  and  the  blind.  The  number  of  old  people  now  being 
aided  through  Federal  grants  is  three  times  as  large  as  the  number  of 
dependent  children.  But  the  actual  number  of  dependent  children  in 
need  of  assistance  and  eligible  under  Federal  and  State  standards  is 
probably  fully  as  large  as  the  number  of  needy  aged  now  receiving 
assistance. 

At  present  the  maximum  amounts  which  may  be  taken  into  con- 
sideration in  making  Federal  grants  are  $18  for  the  first  child  and  $12 
for  each  additional  child  in  the  family.  The  Board  recommends  that 
these  maximum  limitations  be  raised  to  the  same  maximum  as  that 
provided  in  the  case  of  needy  aged  and  needy  blind. 

In  addition  to  these  changes  in  the  basis  of  Federal  matching,  the 
Board  recommends  that  the  age  limit  for  dependent  children  should 
be  raised  in  the  Federal  law  from  16  to  18  when  the  child  is  regularly 
attending  school.  This  would  recognize  the  present  desirable  tend- 
ency for  children  to  finish  high  school  before  seeking  permanent 
employment. 

For  aid  to  dependent  children  the  Federal  law  already  provides  that 
the  cost  of  administration  shall  be  reimbursed  by  the  Federal  Govern- 
ment in  the  same  proportion  as  the  cost  of  assistance.  This  should 
be  retained  in  placing  Federal  grants  for  this  program  on  an  equal 
matching  basis. 
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PUBLIC  ASSISTANCE  FOR  INDIANS 

A  number  of  States  have  a  considerable  Indian  population,  some  of 
whom  are  still  wards  of  the  Federal  Government.  The  Board  believes 
that  in  cases  where  such  individuals  are  in  need  of  old-age  assistance, 
aid  to  the  blind,  or  aid  to  dependent  children,  the  Federal  Government 
should  pay  the  entire  cost.  If  this  provision  is  made,  the  Board 
should  be  authorized  to  negotiate  cooperative  agreements  with  the 
proper  State  agencies  so  that  aid  to  these  Indians  may  be  given  in  the 
same  manner  as  to  other  persons  in  the  State,  the  only  difference  being 
in  the  amount  of  the  Federal  contribution.  The  Board  believes  that  it 
should  also  be  given  authority  to  grant  funds  to  the  Office  of  Indian 
Affairs  for  this  purpose,  if  that  appears  more  desirable  in  certain 
circumstances. 

VARIABLE  GRANTS 

Federal  grants-in-aid  under  the  three  public  assistance  provisions  of 
the  Social  Security  Act  will  total  approximately  a  quarter  of  a  billion 
dollars  during  the  current  fiscal  year.  These  grants  are  made  to  all 
States  on  the  same  percentage  basis,  regardless  of  the  varying  capacity 
among  the  States  to  bear  their  portion  of  this  cost.  The  result  has 
been  wide  difference  between  the  States,  both  in  number  of  persons 
aided  and  average  payments  to  individuals.  Thus  in  the  case  of  old- 
age  assistance  the  number  of  persons  being  aided  varies  from  54  per- 
cent of  the  population  over  65  years  of  age  in  the  State  with  the  highest 
proportion  to  7  percent  in  that  with  the  lowest  proportion.  Similarly 
State  averages  for  payments  to  needy  oldJpeople  range  from  about  $32 
per  month  to  $6.  While  these  variations  may  be  explained  in  part 
on  other  grounds,  there  is  no  question  that  they  are  due  in  very  large 
measure  to  the  varying  economic  capacities  of  the  States. 

The  Board  believes  that  it  is  essential  to  change  the  present  system 
of  uniform  percentage  grants  to  a  system  whereby  the  percentage 
of  the  total  cost  in  each  State  met  through  a  Federal  grant  would 
vary  in  accordance  with  the  relative  economic  capacity  of  the  State. 
There  should,  however,  be  a  minimum  and  maximum  limitation  to 
the  percentage  of  the  total  cost  in  a  State  which  will  be  met  through 
Federal  grants.  The  present  system  of  uniform  percentage  grants 
results  at  best  in  an  unnecessarily  large  amount  of  money  flowing  in 
and  out  of  the  Federal  Treasury,  and  at  worst  in  increasing  the  in- 
equalities which  now  exist  in  the  relative  economic  capacities  of  the 
States. 

The  Board  believes  that,  with  such  large  sums  involved,  it  would 
be  desirable  to  establish  an  interdepartmental  agency  representing 
the  various  governmental  departments  which  collect  and  analyze 
economic  data  having  a  bearing  on  the  relative  economic  capacity  of 
the  various  States.  Such  an  agency  could  be  given  the  responsibility 
of  determining  the  relative  economic  capacity  of  the  various  States 
upon  the  basis  of  which  the  varying  percentages  of  Federal  grants 
would  be  computed. 

STATE  PERSONNEL 

With  regard  to  requiring  States  to  establish  merit  systems  for  the 
selection  and  maintenance  of  personnel,  the  Board  makes  the  same 
recommendations  for  public  assistance  as  for  unemployment  com- 
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pensation.  These — and  the  reasons  therefor — have  already  been  set 
forth.  It  should  be  noted  that  in  19  States  public  assistance  agencies 
already  operate  under  a  systematic  merit  system  and  that  in  varying 
degrees  all  the  States  have  set  up  objective  standards  of  some  sort 
for  the  selection  of  public  assistance  personnel.  In  public  assistance, 
as  in  unemployment  compensation,  this  provision  would  strengthen 
State  administration,  safeguard  taxpayers  and  beneficiaries,  and  place 
Federal-State  relations  in  a  more  stable  and  automatic  basis. 

DISCLOSURE  OF  CONFIDENTIAL  INFORMATION 

The  Board  recommends  that  State  public  assistance  plans  be  re- 
quired, as  one  of  the  conditions  for  the  receipt  of  Federal  grants,  to 
include  reasonable  regulations  governing  the  custody  and  use  of  its 
records,  designed  to  protect  their  confidential  character.  The  Board 
believes  that  such  a  provision  is  necessary  for  efficient  administration, 
and  that  it  is  also  essential  in  order  to  protect  beneficiaries  against 
humiliation  and  exploitation  such  as  resulted  in  some  States  where 
the  public  has  had  unrestricted  access  to  official  records.  Efficient 
administration  depends  to  a  great  extent  upon  enlisting  the  full  co- 
operation of  both  applicants  and  other  persons  who  are  interviewed 
in  relation  to  the  establishment  of  eligibility;  this  cooperation  can 
only  be  assured  where  there  is  complete  confidence  that  the  informa- 
tion obtained  will  not  be  used  in  any  way  to  embarrass  the  individual 
or  jeopardize  his  interests.  Similar  considerations  are  involved  in 
safeguarding  the  names  and  addresses  of  recipients  and  the  amount 
of  assistance  they  receive.  Experience  has  proved  that  publication 
of  this  information  does  not  serve  the  avowed  purpose  of  deterring 
ineligible  persons  from  applying  for  assistance.  The  public  interest 
is  amply  safeguarded  if  this  information  is  available  to  official  bodies. 

ADMINISTRATIVE  CHANGES 

The  Board  recommends  a  number  of  minor  technical  changes  to 
clarify  and  simplify  existing  Federal  public  assistance  provisions:  Of 
these  the  most  important  is  provision  for  a  different  method  of  settle- 
ment with  the  States  for  amounts  recovered  from  the  estates  of  de- 
ceased recipients  of  old-age  assistance.  At  present  the  States  are  not 
required  to  make  collections  against  the  estates  of  deceased  recipients; 
nor  does  the  Board  propose  that  any  such  requirement  be  set  up. 
However,  a  number  of  States  do  make  such  collections  in  accordance 
with  their  own  plans.  The  present  method  of  settlement  between 
the  States  and  the  Federal  Government  in  such  cases  creates  needless 
administrative  difficulties  which  can  readily  be  eliminated  by  per- 
mitting the  Federal  Government  to  offset  its  pro  rata  share  of  the 
amounts  recovered  against  the  next  payment  made  by  it  to  the  State. 

Health 

The  Chairman  of  the  Social  Security  Board  is  a  member  of  the 
Interdepartmental  Committee  to  Coordinate  Health  and  Welfare 
Activities  which  has  presented  to  the  President  a  long-range  National 
Health  Program.    The  Board  is  of  the  opinion  that  the  enactment  of 
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the  National  Health  Program  would  not  only  result  in  meeting  more 
adequately  the  needs  of  those  now  receiving  aid  under  the  Social 
Security  Act,  but  would  also  have  a  material  effect  in  reducing  the 
future  cost  of  public  assistance  under  the  act. 

Recommendation  V  of  the  National  Health  Program  calls  for  in- 
surance against  loss  of  wages  during  disability  not  arising  out  of 
employment.  The  Board  believes  that  adoption  of  this  recommenda- 
tion would  go  far  toward  completing  the  protection  now  afforded 
workers  against  loss  of  wages.  The  present  State  workmen  s  com- 
pensation laws  offer  protection  against  loss  of  wages  resulting  from 
injury  arising  out  of  employment.  The  State  unemployment  com- 
pensation laws  furnish  some  protection  against  wage  loss  due  to 
unemployment.  The  Federal  old-age  insurance  system  will  provide 
protection  against  permanent  loss  of  wages  due  to  old  age.  But, 
though  some  workers  have  some  protection  through  voluntary  insur- 
ance, no  comprehensive  protection  yet  exists  agamst  unemployment 
due  to  disability  not  connected  with  employment. 

As  already  indicated  in  the  discussion  of  old-age  insurance,  the 
Board  believes  that  if  protection  against  wage  loss  due  to  permanent 
total  disability  is  provided,  it  should  be  linked  with  that  program 
since  permanent  disability  is  most  likely  to  occur  among  older  workers, 
and  the  permanently  disabled  worker  leaves  the  labor  market  in 
much  the  same  sense  as  does  the  aged  person.  Another  reason  for 
linking  permanent  total  disability  with  old-age  insurance  is  that  the 
latter  is  on  a  Federal  basis.  The  load  would  thus  be  more  evenly  dis- 
tributed among  the  States  than  would  be  possible  if  permanent  total 
disability  were  administered  on  a  State-by-State  basis,  since  some 
States  have  higher  proportions  of  the  older  persons  among  whom  dis- 
ability more  frequently  occurs. 

As  regards  temporary  disability  compensation,  the  Board  believes 
that  this  can  be  placed  on  a  State  basis  following  the  precedent  of 
unemployment  compensation.  The  Board  recommends  that  if  such  a 
program  is  inaugurated,  it  incorporate  taxing  and  grants-in-aid  pro- 
visions like  those  in  operation  for  unemployment  compensation — that 
is,  provision  for  a  uniform,  Federal  pay-roll  tax  against  which  em- 
ployers would  be  permitted  to  offset  a  substantial  percentage  of  their 
contributions  under  State  laws  for  this  purpose.  If  Congress  should 
not  wish  to  levy  an  additional  pay-roll  tax  at  this  time,  this  offset 
might  be  allowed  against  the  present  tax  levied  upon  the  employer 
under  the  old-age  insurance  system.  But  it  should  be  realized  that 
this  would  materially  reduce  the  proceeds  available  for  future  old-age 
insurance  benefits.  The  Board  estimates  that  a  system  of  temporary 
disability  compensation  would  involve  a  cost  of  approximately  1  per- 
cent of  wages.  If  a  State  levied  a  tax  of  1  percent  payable  equally  by 
employers  and  employees,  allowance  to  employers  of  an  offset  up  to 
90  percent  of  a  Federal  tax  of  one-half  of  1  percent  would  be  sufficient 
to  enable  the  States  to  provide  temporary  disability  compensation, 
without  the  risk  of  unfair  competition  on  the  part  of  employers  in  other 
States  that  fail  to  pass  such  legislation.  In  order  to  afford  the  States 
ample  opportunity  to  enact  the  necessary  legislation,  the  Board 
recommends  that  any  Federal  action  in  this  field  should  not  be  made 
effective  prior  to  January  1,  1941. 


24 


REPORT  OF  THE  COMMITTEE  ON  ECONOMIC  SECURITY 


General 

The  Board  recommends  the  following  amendments  of  a  general 
character.   These  are  to  a  large  extent  self-explanatory: 

1.  An  amendment  to  prohibit  the  disclosure  of  information  ob- 
tained by  the  Board  or  its  employees  except  under  certain  restricted 
conditions  related  to  proper  administration.  The  provisions  which 
the  Board  recommends  are  similar  to  those  already  applicable  to  the 
Veterans'  Administration. 

2.  An  amendment  to  confer  upon  the  Social  Security  Board  the 
power  to  issue  subpenas,  administer  oaths,  and  examine  witnesses 
and  the  like  in  connection  with  its  administration  of  the  Social 
Security  Act.  This  recommendation  is  in  line  with  the  authority 
conferred  on  numerous  other  administrative  agencies,  such  as  the 
Veterans'  Administration,  the  Federal  Trade  Commission,  and  the 
Securities  and  Exchange  Commission. 
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FOREWORD 


The  Advisory  Council  on  Social  Security  was  appointed  by  the  Sen- 
ate Special  Committee  on  Social  Security  (subcommittee  of  the  Com- 
mittee on  Finance)  and  the  Social  Security  Board  in  May  1937.  The 
following  announcement,  which  was  issued  at  that  time,  explains  the 
purposes  for  which  the  council  was  appointed  and  lists  its  members: 

At  a  hearing  before  the  Committee  on  Finance  of  the  United  States  Senate  on 
February  22,  1937,  it  was  agreed  that  the  chairman  of  the  Committee  on  Finance 
would  appoint  a  special  committee  to  cooperate  with  the  Social  Security  Board 
to  study  the  advisability  of  amending  titles  II  and  VIII  of  the  Social  Security 
Act.  The  chairman  of  the  Committee  on  Finance  has  appointed  such  a  special 
committee  consisting  of  Senator  Pat  Harrison,  Senator  Harry  Flood  Byrd,  and 
Senator  Arthur  H.  Vandenberg.  It  was  agreed  that  this  special  committee  in 
cooperation  with  the  Social  Security  Board  would  appoint  an  Advisory  Council  on 
Social  Security  to  assist  in  studying  the  advisability  of  amending  titles  II  and  VIII 
of  the  Social  Security  Act. 

It  is  desired  that  the  Advisory  Council  on  Social  Security  cooperate  with  the 
Special  Committee  of  the  Committee  on  Finance  of  the  United  States  Senate  and 
with  the  Social  Security  Board  in  considering  the  following  matters: 

(1)  The  advisability  of  commencing  payment  of  monthly  benefits  under  title 
II  sooner  than  January  1,  1942; 

(2)  The  advisability  of  increasing  the  monthly  benefits  payable  under  title 
II  for  those  retiring  in  the  early  years; 

(3)  The  advisability  of  extending  the  benefits  in  title  II  to  persons  who  become 
incapacitated  prior  to  age  65; 

(4)  The  advisability  of  extending  the  benefits  of  title  II  to  survivors  of  indi- 
viduals entitled  to  such  benefits; 

(5)  The  advisability  of  increasing  the  taxes  less  rapidly  under  title  VIII; 

(6)  The  advisability  6f  extending  the  benefits  under  title  II  to  include  groups 
now  excluded; 

(7)  The  size,  character  and  disposition  of  reserves; 

(8)  Any  other  questions  concerning  the  Social  Security  Act  about  which  either 
the  Special  Senate  Committee  or  the  Social  Security  Board  may  desire  the  advice 
of  the  Advisory  Council. 

It  is  understood  that  the  Social  Security  Board  will  make  all  necessary  studies 
and  furnish  all  necessary  technical  assistance  in  connection  with  the  consideration 
of  the  foregoing  subjects.  It  is  further  understood  that  these  subjects  will  be 
considered  jointly  by  the  Advisory  Council,  the  Special  Senate  Committee,  and 
the  Social  Security  Board. 

The  Special  Committee  on  Social  Security  of  the  Committee  on  Finance  of  the 
United  States  Senate  and  the  Social  Security  Board  join  in  appointing  the  fol- 
lowing persons  to  serve  as  members  of  an  Advisory  Council  on  Social  Security:  1 

REPRESENTING  EMPLOYEES 

G.  M.  Bugniazet,  secretary,  International  Brotherhood  of  Electrical  Workers 
of  America,  and  president,  Union  Cooperative  Insurance  Association,  Washington, 
D.  C. 

Harvey  Fremming,  president,  Oil  Field,  Gas  Well  and  Refinery  Workers 
International  Union,  Fort  Worth,  Tex. 

John  P.  Frey,  president,  Metal  Trades  Department  of  the  American  Federation 
of  Labor,  Washington,  D.  C. 

Sidney  Hillman,2  president,  Amalgamated  Clothing  Workers  of  America,  New 
York,  N.  Y. 


'  Where  the  connections  or  positions  of  the  members  of  the  council  have  changed  since  their  appointment, 
the  present  position  is  indicated. 

'Lee  Pressman,  general  counsel,  Congress  of  Industrial  Organizations,  Washington,  D.  C,  served  as 
alternate  for  Mr.  Hillman. 
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Philip  Murray,  vice  president,  United  Mine  Workers  of  America,  Washington, 
D.  C. 

Matthew  Woll,  vice  president,  International  Photo  Engravers'  Union  of  North 
America,  and  president,  Union  Labor  Life  Insurance  Co.,  New  York,  N.  Y. 

REPRESENTING  EMPLOYERS 

Marion  B.  Folsom,  treasurer,  Eastman  Kodak  Co.,  Rochester,  N.  Y. 
Walter  D.  Fuller,  president,  Curtis  Publishing  Co.,  Philadelphia,  Pa. 
Jay  Iglauer,  vice  president  and  treasurer,  Halle  Brothers  Co.,  Cleveland,  Ohio. 
M.  Albert  Linton,  president,  Provident  Mutual  Life  Insurance  Co.,  Phila- 
delphia, Pa. 

E.  R.  Stettinius,  Jr.,  chairman  of  the  board,  United  States  Steel  Corporation, 
New  York,  N.  Y. 

Gerard  Swope,  president,  General  Electric  Co.,  New  York,  N.  Y. 

REPRESENTING  THE  PUBLIC 

J.  Douglas  Brown,  Princeton  University,  Princeton,  N.  J. 

Henry  Bruere,  president,  The  Bowery  Savings  Bank,  New  York,  N.  Y. 

Paul  H.  Douglas,  University  of  Chicago,  Chicago,  111. 

William  Haber,  University  of  Michigan,  Ann  Arbor,  Mich. 

Alvin  H.  Hansen,  Harvard  University,  Cambridge,  Mass. 

Lucy  R.  Mason,3  general  secretary,  National  Consumers'  League,  New  York, 
N.  Y. 

Theresa  McMahon,  University  of  Washington,  Seattle,  Wash. 
Gerald  Morgan,  Hyde  Park,  N.  Y. 

A.  H.  Mowbray,  University  of  California,  Berkeley,  Calif. 
T.  L.  Norton,  University  of  Buffalo,  Buffalo,  N.  Y. 
George  W.  Stocking,  University  of  Texas,  Austin,  Tex. 

Elizabeth  Wisner,  past-president  of  the  Association  of  Schools  of  Social 
Work,  New  Orleans,  La. 

Edwin  E.  Witte,  University  of  Wisconsin,  Madison,  Wis. 

The  council  held  its  first  meeting  in  Washington  on  November  5  and 
6,  1937.  Other  meetings  have  been  held  in  December  1937  and 
February,  April,  October,  and  December  1938.  To  provide  for  the 
continuous  study  of  the  problems  before  the  council  and  to  plan  the 
agenda  of  the  full  sessions  of  the  council,  an  interim  committee  of  the 
council  was  appointed.  This  committee,  including  two  representatives 
of  industry,  two  representatives  of  labor,  and  three  representatives  of 
the  public,  has  held  frequent  meetings  during  the  past  year  and  has 
been  of  great  assistance  to  the  council  in  its  work.  At  the  same  time, 
the  individual  members  of  the  council  have  continued  their  study  of 
the  questions  before  the  council  through  the  use  of  a  large  number  of 
documents  and  reports  prepared  by  the  Social  Security  Board  and  the 
interim  committee.  Discussions  at  meetings  have  been  supple- 
mented by  a  large  volume  of  correspondence  among  the  members  of 
the  council  and  between  them  and  the  Social  Security  Board. 

The  Social  Security  Board  has  been  most  generous  in  assigning  a 
large  number  of  its  research  and  administrative  technicians  for  pro- 
tracted periods  to  the  preparation  of  material  requested  from  time  to 
time  by  the  council.  At  the  meetings  both  of  the  council  and  of  the 
interim  committee,  the  principal  officials  of  the  Board  have  afforded 
their  help  in  the  study  of  the  technical  aspects  of  the  problems  before 
the  council.  At  the  invitation  of  the  council,  experts  from  the 
Treasury  Department  and  the  Post  Office  Department  have  been 
present  when  subjects  affecting  these  Departments  have  been  con- 
sidered. 


•  Resigned.  Miss  Josephine  Roche,  the  Rocky  Mountain  Fuel  Co.,  Denver,  Colo.,  was  appointed  to  fill 
the  vacancy. 
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In  addition  to  the  assistance  afforded  by  the  Social  Security  Board, 
the  council  has  received  valuable  suggestions  from  the  members  of 
the  Senate  Special  Committee.  It  has  also  studied  the  proposals 
concerning  old-age  security  advanced  by  a  large  number  of  bodies 
representing  industry,  labor,  professional,  social  welfare  and  general- 
citizen  groups.  The  recommendations  developed  by  committees  of 
experts  and  by  individual  students  of  social  insurance  have  been 
carefully  analyzed  and  examined.  To  the  extent  time  has  permitted, 
the  council  has  invited  a  number  of  outstanding  experts  on  various 
aspects  of  the  problem  of  old-age  security  to  present  their  views 
orally. 

In  accordance  with  the  terms  of  its  appointment,  the  council  has 
concentrated  its  attention  on  problems  connected  with  the  old-age 
insurance  program  established  by  titles  II  and  VIII  of  the  Social 
Security  Act  and  the  means  by  which  the  program  there  established 
might  be  improved  or  extended.  While  keenly  interested  in  the  other 
phases  of  social  security  affected  by  the  Social  Security  Act  as  a  whole, 
the  council  considered  its  specific  task  to  be  concerned  with  these  two 
titles  of  the  law,  including  their  relation  to  the  old-age  assistance  pro- 
gram provided  in  title  I. 

From  time  to  time  in  the  course  of  its  deliberations,  the  council  has 
submitted  to  the  Senate  Special  Committee  and  the  Social  Security 
Board  interim  recommendations  or  statements  on  subjects  upon  which 
immediate  comment  seemed  desirable.  In  December  1937,  the  coun- 
cil unanimously  approved  proposals  developed  by  the  Social  Security 
Board  for  the  amendment  of  titles  II  and  VIII  in  regard  to  coverage. 
The  amendments  then  approved  are  outlined  in  the  body  of  this  report. 
On  April  29,  1938,  the  council  made  further  recommendations  as  to 
coverage,  which  are  likewise  repeated  herein,  and  also  approved  a 
statement  concerning  the  financing  of  the  old-age  insurance  system 
which  will  be  found  in  the  appendix  of  this  report. 

The  recommendations  which  follow,  while  stated  in  principle,  have 
been  developed  through  intensive  study  of  the  practical  problems 
involved  in  their  application.  In  the  course  of  the  deliberations,  the 
council  has  had  before  it  a  series  of  carefully  developed  proposals, 
accompanying  financial  and  actuarial  studies,  and  administrative 
provisions  in  outline  form.  Each  proposal,  applying  the  principles 
under  discussion,  has  been  examined  in  order  to  test  the  principle 
involved  and  its  practicability.  The  council  in  presenting  its 
recommendations  has  confined  itself  to  statements  of  principle 
supplemented  by  brief  summaries  of  the  reasons  for  each  conclusion. 


SUMMARY  OF  RECOMMENDATIONS 


A.  RECOMMENDATIONS  ON  BENEFITS 

I.  The  average  old-age  benefits  payable  in  the  early  years  under 
title  II  should  be  increased. 

II.  The  eventual  annual  cost  of  the  insurance  benefits  now  recom- 
mended, in  relation  to  covered  pay  roll  and  from  whatever  source 
financed,  should  not  be  increased  beyond  the  eventual  annual  dis- 
bursements under  the  1935  act. 

III.  The  enhancement  of  the  early  old-age  benefits  under  the 
system  should  be  partly  attained  by  the  method  of  paying  in  the 
case  of  a  married  annuitant  a  supplementary  allowance  on  behalf  of 
an  aged  wife  equivalent  to  50  percent  of  the  husband's  own  benefit; 
provided,  that  should  a  wife  after  attaining  age  65  be  otherwise  eligible 
to  a  benefit  in  her  own  right  which  is  larger  in  amount  than  the  wife's 
allowance  payable  to  her  husband  on  her  behalf,  the  benefit  payable 
to  her  in  her  own  right  will  be  substituted  for  the  wife's  allowance. 

IV.  The  minimum  age  of  a  wife  for  eligibility  under  the  provision 
for  wives'  supplementary  allowances  should  be  65  years;  provided, 
that  marital  status  had  existed  prior  to  the  husband's  attainment  of 
age  60. 

V.  The  widow  of  an  insured  worker,  following  her  attainment  of 
age  65,  should  receive  an  annuity  bearing  a  reasonable  relationship 
to  the  worker's  annuity;  provided,  that  marital  status  had  existed 
prior  to  the  husband's  attainment  of  age  60  and  1  year  preceding  the 
death  of  the  husband.  • 

VI.  A  dependent  child  of  a  currently  insured  individual  upon  the 
latter's  death  prior  to  age  65  should  receive  an  orphan's  benefit,  and 
a  widow  of  a  currently  insured  individual,  provided  she  has  in  her 
care  one  or  more  dependent  children  of  the  deceased  husband,  should 
receive  a  widow's  benefit. 

VII.  The  provision  of  benefits  to  an  insured  person  who  becomes 
permanently  and  totally  disabled  and  to  his  dependents  is  socially 
desirable.  On  this  point  the  council  is  in  unanimous  agreement. 
There  is  difference  of  opinion,  however,  as  to  the  timing  of  the  intro- 
duction of  these  benefits.  Some  members  of  the  council  favor  the 
immediate  inauguration  of  such  benefits.  Other  members  believe 
that  on  account  of  additional  costs  and  administrative  difficulties, 
the  problem  should  receive  further  study. 

VIII.  In  order  to  compensate  in  part  for  the  additional  cost  of  the 
additional  benefits  herein  recommended,  the  benefits  payable  to  indi- 
viduals as  single  annuitants  after  the  plan  has  been  in  operation  a 
number  of  years  should  be  reduced  below  those  now  incorporated  in 
title  II.  If  the  national  income  should  increase  in  future  years,  these 
reductions  may  not  be  necessary. 

IX.  The  death  benefit  payable  on  account  of  coverage  under  the 
system  should  be  strictly  limited  in  amount  and  payable  on  the  death 
of  any  eligible  individual. 

X.  The  payment  of  old-age  benefits  should  be  begun  on  January 
1,  1940. 
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B.  RECOMMENDATIONS  ON  COVERAGE 

I.  The  employees  of  private  nonprofit  religious,  charitable,  and 
educational  institutions  now  excluded  from  coverage  under  titles  II 
and  VIII  should  immediately  be  brought  into  coverage  under  the 
same  provisions  of  these  titles  as  affect  other  covered  groups. 

II.  The  coverage  of  farm  employees  and  domestic  employees  under 
titles  II  and  VIII  is  socially  desirable  and  should  take  effect,  if 
administratively  possible,  by  January  1,  1940. 

III.  The  old-age  insurance  program  should  be  extended  as  soon  as 
feasible  to  include  additional  groups  not  included  in  the  previous 
recommendations  of  the  council  and  studies  should  be  made  of  the 
administrative,  legal,  and  financial  problems  involved  in  the  coverage 
of  self-employed  persons  and  governmental  employees. 

C.  RECOMMENDATIONS  QN  FINANCE 

I.  Since  the  nation  as  a  whole,  independent  of  the  beneficiaries 
of  the  system,  will  derive  a  benefit  from  the  old-age  security  program, 
it  is  appropriate  that  there  be  Federal  financial  participation  in  the 
old-age  insurance  system  by  means  of  revenues  derived  from  sources 
other  than  pay-roll  taxes. 

II.  The  principle  of  distributing  the  eventual  cost  of  the  old-age 
insurance  system  by  means  of  approximately  equal  contributions  by 
employers,  employees,  and  the  Government  is  sound  and  should  be 
definitely  set  forth  in  the  law  when  tax  provisions  are  amended. 

III.  The  introduction  of  a  definite  program  of  Federal  financial 
participation  in  the  system  will  affect  the  consideration  of  the  future 
rates  of  taxes  on  employers  and  employees  and  their  relation  to  future 
benefit  payments. 

IV.  The  financial  program  of  the  system  should  embody  provision 
for  a  reasonable  contingency  fund  to  insure  the  ready  payment  of 
benefits  at  all  times  and  to  avoid  abrupt  changes  in  tax  and  contribution 
rates. 

V.  The  planning  of  the  old-age  insurance  program  must  take  full 
account  of  the  fact  that,  while  disbursements  for  benefits  are  relatively 
small  in  the  early  years  of  the  program,  far  larger  total  disbursements 
are  inevitable  in  the  future.  No  benefits  should  be  promised  or 
implied  which  cannot  be  safely  financed  not  only  in  the  early  years  of 
the  program  but  when  workers  now  young  will  be  old. 

VI.  Sound  presentation  of  the  government's  financial  position 
requires  full  recognition  of  the  obligations  implied  in  the  entire  old- 
age  security  program  and  treasury  reports  should  annually  estimate 
the  load  of  future  benefits  and  the  probable  product  of  the  associated 
tax  program. 

VII.  The  receipts  of  the  taxes  levied  in  title  VIII  of  the  law,  less  the 
costs  of  collection,  should  through  permanent  appropriation  be  credited 
automatically  to  an  old-age  insurance  fund  and  not  to  the  general  fund 
for  later  appropriation  to  the  account,  in  whole  or  in  part,  as  Congress 
may  see  fit.  It  is  believed  that  such  an  arrangement  will  be  constitu- 
tional. 

VIII.  The  old-age  insurance  fund  should  specifically  be  made  a 
trust  fund,  with  designated  trustees  acting  on  the  behalf  of  the  pro- 
spective beneficiaries  of  the  program.  The  trust  fund  should  be 
dedicated  exclusively  to  the  payment  of  the  benefits  provided  under 


ADVISORY  COUNCIL  ON  SOCIAL  SECURITY 


7 


the  program  and,  in  limited  part,  to  the  costs  necessary  to  the  adminis- 
tration of  the  program. 

IX.  The  consideration  of  change  in  the  tax  schedule  under  title 
VIII  of  the  law  should  be  postponed  until  after  the  rates  of  V/2  percent 
each  on  employer  and  employee  are  in  effect  since  information  will  not 
be  available  for  some  time  concerning  (a)  tax  collections  under  varying 
conditions,  (b)  effective  coverage  under  taxes  and  benefits,  (c)  average 
covered  earnings,  period  of  coverage,  time  of  retirement,  and  average 
amount  of  benefits,  (d)  the  possibilities  of  covering  farm  labor,  domestic 
employees  or  self-employed  persons,  and  (e)  the  possibilities  of  intro- 
ducing new  types  of  benefits. 

X.  The  problem  of  the  timing  of  the  contributions  by  the  govern- 
ment, taking  into  account  the  changing  balance  between  pay-roll-tax 
income  and  benefit  disbursements,  is  of  such  importance  as  to  require 
thorough  stud}7  as  information  is  available. 

XI.  Following  the  accumulation  of  such  information,  this  problem 
should  be  restudied  for  report  not  later  than  January  1,  1942,  as  to  the 
proper  planning  of  the  program  of  pay-roll  taxes  and  governmental  con- 
tributions to  the  old-age  insurance  system  thereafter,  since  by  that 
time  experience  on  the  basis  of  5  years  of  tax  collections  and  2  years  of 
benefit  payments  (provided  the  present  act  is  amended  to  that  effect) 
will  be  available.  Similar  studies  should  be  made  at  regular  intervals 
following  1942. 


S.  Doc.  4,  76-1  2 


FINAL  REPORT  OF  THE  ADVISORY  COUNCIL  ON  SOCIAL 

SECURITY 


INTRODUCTION 

The  Social  Security  Act  became  law  on  August  14,  1935.  A  major 
purpose  of  the  statute  was  to  provide  a  constructive  program  for 
meeting  the  growing  national  problem  of  old-age  dependency.  Under 
title  I  of  the  act  provision  was  made  for  Federal  subsidies  to  approved 
State  programs  for  old-age  assistance.  By  the  use  of  the  method  of 
assistance,  encouraged  and  aided  under  this  title,  needy  persons 
already  old  or  becoming  old  in  the  future  without  the  opportunity  of 
accumulating  sufficient  rights  to  benefits  under  an  insurance  program 
were  afforded  basic  protection  against  want.  Under  titles  II  and  VIII, 
through  separate  provisions  for  old-age  benefits  and  pay-roll  taxes  on 
employers  and  employees,  there  was  established,  in  effect,  a  national 
system  of  old-age  insurance.  The  method  of  insurance  was  approved 
by  Congress  as  a  means  of  preventing  old-age  dependency  and  of  assur- 
ing protection  to  qualified  individuals  as  a  matter  of  right,  without  the 
use  of  the  means  test.  These  two  measures  provide  a  coordinated 
approach  to  a  well-rounded  program  of  old-age  security. 

The  old-age  benefits  provided  in  title  II  of  the  Social  Security  Act 
are  payable  to  qualified  persons  65  years  of  age  and  over  commencing 
January  1,  1942.  The  amount  of  benefit  is  determined  by  the  appli- 
cation of  graduated  percentages  to  the  total  covered  earnings  of  the 
beneficiary  under  the  system  prior  to  age  65.  A  minimum  monthly 
benefit  of  $10  is  established  as  well  as  a  maximum  monthly  benefit  of 
$85.  It  is  estimated  that  the  average  monthly  benefit  payable  by 
1945  under  existing  provisions  would  be  approximately  $19.  Persons 
not  qualified  to  receive  the  monthly  benefit  at  the  time  of  attainment 
of  age  65,  or  the  estates  of  persons  dying  before  that  age,  receive  a 
settlement  equivalent  in  amount  to  3%  percent  of  wages  covered  under 
the  program.  Under  the  present  legislation  no  provision  is  made  for 
the  supplementary  protection  of  male  annuitants  with  a  dependent 
aged  wife,  for  the  protection  of  the  aged  widow,  or  the  younger  widow 
and  dependent,  surviving  children  of  a  deceased  wage  earner  except 
upon  a  means  test  under  titles  I  or  IV. 

Under  title  VIII  of  the  act  pay-roll  taxes  are  levied  upon  covered 
employers  and  employees  commencing  at  the  rate  of  one  percent  on 
each  in  the  years  1937-39,  1%  percent  in  the  years  1940-42,  and  rising 
one-half  of  1  percent  on  each  in  3-year  intervals  until  a  permanent 
rate  of  3  percent  on  each  is  reached  in  1949.  The  proceeds  of  such 
taxes  are  covered  into  the  general  funds  of  the  Treasury.  Congress 
is  authorized  under  title  II  of  the  act  to  appropriate  to  an  old-age 
reserve  account  each  year  an  amount  sufficient  as  an  annual  premium 
to  provide  for  the  payment  of  the  benefits  afforded,  such  amount  to 
be  determined  on  a  reserve  basis  in  accordance  with  accepted  actuarial 
principles.    Investment  of  amounts  credited  to  the  account  is  limited 
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to  the  securities  issued  or  guaranteed  by  the  Federal  government  and 
yielding  not  less  than  a  3-percent  return.  The  amount  of  pay-roll 
taxes  collected  through  November  1938  was  $963,800,000.  The 
amount  in  the  old-age  reserve  account  at  that  time  was  nearly  $1,132,- 
700,000,  of  which  $830,300,000  was  invested  in  special  Treasury  notes 
bearing  3-percent  interest,  approximately  $300,000,000  was  held  to  the 
credit  of  the  appropriation  made  by  Congress,  and  nearly  $2,400,000 
was  held  by  the  Treasury  disbursing  officer  for  the  payment  of  benefits. 
Payments  from  the  account,  lor  lump-sum  settlements  had  amounted 
to  $10,000,000. 

Since  the  enactment  of  the  Social  Security  Act,  the  problem  of  old- 
age  dependency  in  this  country  has  been  studied  more  thoroughly 
than  in  any  other  period  in  our  history.  Not  only  have  the  normal 
operations  of  the  Social  Security  Board  made  available  a  large  amount 
of  additional  material,  but  the  research  and  actuarial  staffs  of  the 
Board  have,  during  the  past  3  years,  had  an  opportunity  for  the  anal- 
ysis and  interpretation  of  rapidly  accumulating  data.  While  such 
studies  are  by  no  means  definitive  and  must  ever  be  subject  to  revision 
in  the  light  of  new  information,  the  estimates  of  the  present  and 
future  problem  now  available  are  of  significance  in  planning  any 
revision  of  our  old-age  security  program. 

It  is  estimated  that  approximately  65  percent  of  all  persons  aged 
65  and  over  are  wholly  or  partially  dependent,  of  whom  nearly  one- 
third  are  dependent  on  public  or  private  social  agencies  and  two- 
thirds  on  friends  and  relatives.  The  number  of  aged  persons  in  our 
population,  moreover,  is  steadily  growing.  In  1900  there  were  only 
3,080,000  persons  65  and  over,  representing  4.1  percent  of  the  popula- 
tion. These  figures  reached  6,634,000,  or  5.4  percent,  in  1930,  and 
will  be  about  8,180,000,  or  6.3  percent,  on  January  1,  1939.  Recent 
estimates  by  the  National  Resources  Committee  indicate  that  by  1980 
we  may  have  over  22,000,000  persons  aged  65  and  over,  representing 
14  to  16  percent  of  the  total  population.  Recognizing  these  facts,  it 
is  possible  to  foresee  that  we  shall  have  a  growing  number  of  aged 
persons  for  whom  some  provision  must  be  made.  This  has  been  the 
experience  of  all  industrial  countries  as  their  population  became  older 
and  industrialization  advanced. 

The  experience  thus  far  developed  in  the  application  of  title  I  of  the 
Social  Security  Act  is  likewise  of  significance  in  planning  any  revision 
of  the  old-age  insurance  provisions  of  the  act.  The  old-age  assistance 
plan  therein  provided  is  already  in  operation  in  the  48  States,  the 
District  of  Columbia,  and  the  Territories  of  Alaska  and  Hawaii.  Over 
$800,000,000  has  been  expended  by  the  Federal,  State,  and  local 
governments  for  this  purpose  since  February  11,  1936,  when  Federal 
funds  first  became  available.  Of  this  amount  it  is  estimated  that 
about  $380,000,000  will  be  expended  for  this  purpose  during  the 
calendar  year  1938.  During  September  1938  about  1,738,000  persons 
were  in  receipt  of  old-age  assistance  in  the  States.  This  number  has 
grown  from  the  206,000  who  were  in  receipt  of  old-age  assistance  in  27 
States  at  the  end  of  1934  just  prior  to  consideration  of  the  Social 
Security  Act  in  Congress.  The  average  grant  for  old-age  assistance 
was  $19.21  for  the  month  of  September  1938,  but  this  varied  from  $6.37 
in  Mississippi  to  $32.39  in  California.  A  recent  study  by  the  Social 
Security  Board  of  recipients  accepted  by  the  States  for  assistance 
shows  that  about  35  percent  received  less  than  $15  per  month,  over  50 
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percent  amounts  between  $15  and  $30,  and  nearly  15  percent  $30  and 
over.  Of  all  married  persons  accepted  for  old-age  assistance  during 
1937-38,  over  40  percent  had  a  spouse  receiving  a  separate  grant.  The 
total  to  an  aged  couple  may  therefore  be  substantially  higher  than  the 
general  average. 

In  the  month  of  September  1938  about  21.6  percent  of  all  persons 
aged  65  and  over  were  in  receipt  of  assistance.  This  proportion  varied 
from  54.5  percent  in  Oklahoma  to  7.2  percent  in  New  Hampshire. 

After  a  thorough  consideration  of  the  growing  problem  of  old-age 
dependency  facing  our  country  and  of  the  experience  thus  far  under 
the  program  of  old-age  assistance,  the  council  is  convinced  of  the 
wisdom  of  Congress  in  establishing  a  contributory  program  of  old-age 
insurance.  The  council  believes  that  such  a  method  of  encourage- 
ment of  self-help  and  self-reliance  in  securing  protection  in  old  age  is 
essentially  in  harmony  with  individual  incentive  within  a  democratic 
society.  It  is  highly  desirable  in  preserving  American  institutions  to 
remove  from  as  many  individuals  as  possible,  in  the  years  to  come,  the 
necessity  for  dependency  relief  and  to  substitute  instead  protection 
afforded  as  a  matter  of  right,  related  to  past  participation  in  the 
productive  processes  of  the  country.  It  is  only  through  the  encour- 
agement of  individual  incentive,  through  the  principle  of  paying 
benefits  in  relation  to  past  wages  and  employment,  that  a  sound  and 
lasting  basis  for  security  can  be  afforded. 

The  council  believes  that  the  contributory  insurance  method  safe- 
guards not  only  the  wage  earner  but  the  public  as  well.  By  this 
method  benefits  have  a  reasonable  relation  to  wages  previously 
earned,  and  costs  may  be  kept  in  control  felative  to  tax  collections. 
Through  careful  planning,  the  continued  payment  of  benefits  can  be 
assured  without  undue  diversion  of  funds  needed  for  other  govern- 
mental services.  At  the  same  time,  the  routine  nature  of  contribu- 
tory old-age  insurance  permits  the  perfection  of  effective  administra- 
tive machinery.  The  council  is  impressed  by  the  effectiveness  already 
attained  in  the  administration  of  old-age  insurance  by  the  Social 
Security  Board  and  believes  that  available  skill  in  handling  large- 
scale  accounting  operations  is  sufficient  to  meet  new  problems  success- 
fully. 

Since  contributory  old-age  insurance  possesses  these  advantages 
over  dependency  relief  or  old-age  assistance,  it  is  in  the  public  interest 
that  the  insurance  program  be  improved  and  extended  to  cover  addi- 
tional groups.  The  council  is  convinced  of  the  necessity  of  gradual 
evolution  in  the  development  of  a  broad  social  program  such  as  this. 
At  the  same  time,  the  speed  of  evolution  in  a  democratic  society  must 
be  related  to  the  economic  and  social  conditions  present.  The  council 
is  cognizant  of  the  fact  that  a  large  amount  of  experience  under 
similar  insurance  programs  has  developed  abroad  and  that  only  in 
recent  years  has  our  country  realized  the  necessity  of  social  insurance 
systems  under  modern  industrial  conditions. 

The  council  is  also  aware  of  the  great  financial  costs,  particularly 
in  the  future,  involved  in  an  insurance  program.  The  pattern  cannot 
be  larger  than  the  cloth ;  the  degree  of  security  afforded  must  be  limited 
by  the  national  income  and  the  proportion  of  that  income  properly 
available  for  any  specific  purpose.  Old-age  insurance  is  only  one  ele- 
ment in  the  whole  structure  of  governmental  social  services.  The 
protection  of  the  aged  must  not  be  at  the  expense  of  adequate  protec- 
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tion  of  dependent  children,  the  sick,  the  disabled,  or  the  unemployed ; 
or  at  the  cost  of  impairing  such  essential  services  as  education  and 
public  health  or  of  lowering  of  the  standard  of  living  of  the  working 
population.  However,  the  cost  of  old-age  insurance  is  by  no  means 
a  net  addition  to  the  costs  of  government.  An  old-age  insurance 
program  is  not  only  an  improvement  upon  the  method  of  relief,  but 
is  also  aimed  to  control  and  reduce  the  inevitable  pressure  to  divert  a 
larger  and  larger  proportion  of  public  funds  in  the  form  of  free  pen- 
sions to  aged  persons.  The  value  to  society  of  preventing  dependency 
in  old  age,  as  far  as  possible,  must  be  weighed  against  the  cost  of  the 
insurance  method. 

In  the  course  of  its  study  of  the  problem,  the  council  has  become 
increasingly  impressed  by  the  need  to  revise  the  existing  old-age  insur- 
ance program  in  the  direction  of  fitting  the  structure  of  benefits  more 
closely  to  the  basic  needs  of  our  people,  now  and  in  the  future.  With 
limited  funds  available  for  this  type  of  insurance  protection,  the  pro- 
gram will  never  be  sufficient  to  afford  the  ideal  standard  of  life  for  our 
aged  citizens  except  insofar  as  insurance  benefits  are  supplemented 
by  individual  savings.  As  a  means  of  affording  basic  protection, 
however,  the  existing  system  can  be  much  improved.  With  the 
advantage  of  more  than  3  years  of  further  study  and  experience  since 
the  passage  of  the  act  and  with  a  greatly  enhanced  public  understand- 
ing of  the  method  of  social  insurance,  the  time  seems  ripe  for  the 
revision  of  the  program  to  afford  more  adequate  protection  to  more 
of  our  people.  At  the  same  time,  the  council  has  studied  the  financial 
problems  involved  and  the  best  means  by  which  the  costs  may  be  met. 
With  a  view  to  assuring  basic  protection  for  the  largest  possible 
number  of  our  people,  the  council  has  thoroughly  reexamined  the 
principles  upon  which  the  financial  aspects  of  the  existing  program 
were  planned. 

In  the  following  outline  of  its  recommendations,  the  council  has 
departed  somewhat  from  the  precise  order  of  the  questions  submitted 
to  it  by  the  Senate  special  committee  and  the  Social  Security  Board. 
In  the  deliberations  of  the  council,  it  was  found  that  the  logical 
development  of  its  conclusions  could  best  be  presented  under  the 
following  headings: 

1.  The  improvement  in  the  structure  and  scope  of  benefits. 

2.  The  expansion  of  the  system  to  cover  a  larger  proportion  of 
the  population. 

3.  The  best  method  of  fina/icing  the  program  and  of  handling 
the  necessary  funds. 

The  council  has  sought  in  this  way  to  answer  to  the  best  of  its  ability 
the  questions  submitted  for  its  consideration. 


RECOMMENDATIONS  AND  CONCLUSIONS 


A.  RECOMMENDATIONS  ON  BENEFITS 

I.  The  average  old-age  benefits  payable  in  the  early  years  under 
title  II  should  be  increased. 

Since  it  is  the  purpose  of  old-age  insurance  to  prevent  dependency 
in  old  age,  the  benefits  payable  under  the  program  should,  as  soon  as 
possible,  be  sufficient  in  amount  to  afford  the  aged  recipient  at  least  a 
minimum  subsistence  income.  This  does  not  mean  that  minimum 
old-age  benefits  must  always  exceed  maximum  old-age  assistance 
grants  since  the  two  types  of  payment  are  based  on  different  considera- 
tions in  the  individual  case.  Further,  old-age  benefits  and  old-age 
assistance  grants  cannot  be  properly  compared  in  terms  of  national 
averages  but  should  be  examined  relative  to  state  or  community  con- 
ditions as  to  wage  levels,  living  costs,  and  assistance  grants.  After 
study  of  such  comparisons,  however,  the  council  believes  that  in  a 
considerable  proportion  of  cases,  the  schedule  of  old-age  benefits 
established  in  title  II  will  not  provide  reasonable  benefits  in  the  early 
years  of  the  program.  While,  in  some  cases,  it  will  be  necessary  to 
supplement  insurance  benefits  by  assistance  grants  despite  any  reason- 
able enhancement  of  early  benefit  payments,  it  is  sound  public  policy 
to  reduce  this  overlap  considerably.  Only  by  relieving  a  large  pro- 
portion of  the  beneficiaries  under  the  insurance  system  from  the  neces- 
sity of  resorting  to  old-age  assistance  to  supplement  their  benefits,  will 
the  social  advantages  of  old-age  insurance  be  realized. 

The  policy  of  paying  higher  benefits  to  persons  retiring  in  the  earlier 
years  of  the  system  than  are  the  equivalent  of  the  individual  contribu- 
tions is  already  established  in  the  present  act.  Such  a  policy  is  not 
only  sound  social  insurance  practice  but  has  long  been  recognized  as 
necessary  in  private  pension  programs.  Only  through  the  payment 
of  reasonable  benefits  can  older  workers  be  retired.  It  is  believed  that 
the  reasoning  which  led  to  the  application  of  the  principle  in  the  law 
in  1935  inevitably  leads  to  a  further  application  of  the  principle  in  the 
light  of  experience  now  available.  The  methods  by  which  it  is  pro- 
posed to  accomplish  this  are  outlined  in  this  report. 

Since  old-age  insurance  benefits  are  related  to  past  wages,  the 
upward  adjustment  of  early  minimum  benefits  in  line  with  this 
recommendation  can  be  attained  only  in  terms  of  minimum  needs  as 
related  to  such  wages,  and  not,  as  in  old-age  assistance,  through  in- 
vestigation in  the  individual  case.  The  council  is  convinced  that  the 
structure  of  the  benefit  schedule  can  be  adjusted  to  meet  more  effec- 
tively the  needs  of  insured  persons  retiring  in  the  early  years  of  the 
system.  At  the  same  time,  it  believes  that  the  payment  of  higher 
benefits  to  persons  retiring  in  the  earlier  years  of  the  system  than  are 
the  equivalent  of  their  individual  contributions  should  not  be  at  the 
expense  of  reasonable  differentials  in  benefit  payments  as  related  to 
taxable  wages  earned.    As  the  system  matures  it  may  be  advisable 
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to  limit  more  strictly  the  "unearned"  portion  of  the  benefit  payments 
where  persons  have  spent  but  short  periods  of  their  working  lives  in 
covered  employment. 

II.  The  eventual  annual  cost  of  the  insurance  benefits  now  recom- 
mended, in  relation  to  covered  pay  roll  and  from  whatever  source 
financed,  should  not  be  increased  beyond  the  eventual  annual  dis- 
bursements under  the  1935  Act.4 

In  considering  specific  improvements  in  the  benefit  structure  under 
title  II,  the  council  believes  it  to  be  essential  to  avoid  proposals  which 
would  increase  the  eventual  annual  disbursements  under  the  old-age 
insurance  system  above  those  involved  in  the  present  act.  While 
future  years  may  bring  changes  in  these  eventual  disbursements,  it 
is  unwise  at  this  time  to  assign  any  larger  share  of  our  national  income 
to  old-age  and  survivors'  protection  some  decades  hence  while  other 
pressing  social  needs  exist.  The  council  is  agreed,  however,  that  the 
annual  benefit  disbursements  in  the  earlier  years  of  the  program 
should  be  considerably  increased  in  order  that  the  insurance  system 
fulfill  its  proper  function  more  adequately.  So  far  as  possible,  there- 
fore, the  council  has  sought  to  level  out  the  progressive  increases  in 
the  annual  costs  of  the  system  to  avoid  a  great  upward  acceleration 
of  future  disbursements,  at  the  expense  of  inadequate  protection  in 
the  early  years,  and  at  the  risk  of  exceeding  proper  eventual  limits. 
While  old-age  insurance  disbursements  will  increase  in  years  to  come, 
a  closer  approximation  of  disbursements  to  available  tax  proceeds  is 
in  itself  desirable  in  financing  a  continuing  social  insurance  program. 

It  is  possible  to  make  only  approximate  estimates  of  the  eventual 
disbursements  under  any  insurance  program.  Information  now  avail- 
able indicates  that  the  benefit  structure  under  title  II  of  the  present 
act  will  involve  financing  from  all  sources  of  an  annual  disbursement 
equivalent  to  10  to  12  percent  of  covered  pay  roll  by  1980  when  persons 
now  in  their  twenties  will  be  at  retirement  age.5  The  council  believes 
that  any  revised  benefit  structure  recommended  at  this  time  should 
not  involve  eventual  annual  disbursements  in  excess  of  this  approxi- 
mate level. 

It  is  recognized  that  further  periodic  studies  of  the  disbursements 
under  the  program  will  permit  a  refinement  of  present  actuarial  esti- 
mates just  as  existing  estimates  are  in  turn  a  refinement  of  those  made 
before  the  initiation  of  the  program.  It  is  reasonable  to  expect  that 
surveys  in  the  years  to  come  may  lead  to  a  revision  of  best  judgments 
concerning  the  probable  eventual  cost  of  any  program.  The  council  is 
agreed  that  the  recommendations  for  revisions  in  the  existing  benefit 
structure  here  submitted  can  be  reasonably  implemented  within  the 
eventual  cost  limit  now  suggested. 

It  is  understood  by  all  members  of  the  council  that  this  recommen- 
dation relates  only  to  the  benefits  recommended  unanimously  and 
does  not  apply  to  the  disability  benefits  referred  to  in  Recommendation 
VII. 


4  Several  members  of  the  council  believe,  in  view  of  the  other  types  of  benefits  which  later  may  be  added 
to  the  plan,  that  in  adopting  revised  old-age  and  survivors'  benefits  their  eventual  cost  should  be  kept  within 
10  percent  of  pay  rolls,  the  original  estimate  of  the  probable  eventual  cost  of  the  present  old-age  benefits 
when  the  act  was  adopted. 

>  Two  members  of  the  council  who  are  actuaries  fear  that  the  upper  limit  of  the  eventual  cost  of  the  benefits 
provided  by  title  II  of  the  present  Act  «  ill  be  higher  than  here  estimated. 
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III.  The  enhancement  of  the  early  old-age  benefits  under  the  sys- 
tem should  be  partly  attained  by  the  method  of  paying  in  the  case  of 
a  married  annuitant  a  supplementary  allowance  on  behalf  of  an  aged 
wife  equivalent  to  50  percent  of  the  husband's  own  benefit;  provided, 
that  should  a  wife  after  attaining  age  65  be  otherwise  eligible  to  a 
benefit  in  her  own  right  which  is  larger  in  amount  than  the  wife's 
allowance  payable  to  her  husband  on  her  behalf,  the  benefit  payable 
to  her  in  her  own  right  will  be  substituted  for  the  wife's  allowance. 

The  inadequacy  of  the  benefits  payable  during  the  early  years  of 
the  old-age  insurance  program  is  more  marked  where  the  benefits  must 
support  not  only  the  annuitant  himself  but  also  his  wife.  In  1930, 
63.8  percent  of  men  aged  65  and  over  were  married.  Payment  of 
supplementary  allowances  to  annuitants  who  have  wives  over  65  will 
increase  the  average  benefit  in  such  a  manner  as  to  meet  the  greatest 
social  need  with  the  minimum  increase  in  cost.  The  council  believes 
that  an  additional  50  percent  of  the  basic  annuity  would  constitute 
a  reasonable  provision  for  the  support  of  the  annuitant's  wife.  To 
increase  the  annuity  in  all  cases,  regardless  of  marital  status,  by  this 
amount  would,  it  is  believed,  involve  unwarranted  costs.  It  is  true 
that  in  some  instances  a  single  annuitant  will  need  to  support  an  aged 
dependent  relative.  To  make  such  relatives  eligible  for  allowances 
would  create  many  administrative  problems.  After  careful  considera- 
tion of  many  alternatives,  the  council  believes  the  supplementary 
wives'  allowance  here  proposed  is  an  effective  method  of  enhancing 
early  benefits  in  accordance  with  Recommendation  I. 

Among  the  possible  alternative  methods  of  raising  the  average  level 
of  early  benefits  is  that  of  a  substantial  readjustment  of  the  present 
benefit  formula  to  raise  materially  the  amount  paid  all  persons  on  the 
basis  of  the  lowest  segment  of  accumulated  wages  under  the  system. 
While  such  a  readjustment  would  enhance  the  level  of  early  benefits, 
it  would  likewise  add  a  large  and  permanent  burden  of  cost  which 
would  not  be  warranted  in  the  later  years  of  the  program  after  a  large 
proportion  of  aged  wage  earners  had  been  under  coverage  for  many 
years.  The  council  believes  that  any  adjustment  in  the  benefit  for- 
mula which  raises  the  level  of  early  benefits  should  be  so  designed  as  to 
avoid  adding  to  this  eventual  burden.  The  method  of  the  supple- 
mentary wives'  allowance,  while  providing  more  adequate  protection 
where  needed,  meets  this  limitation,  since  the  allowance  would  be 
payable  only  where  the  wife  is  not  eligible  for  a  larger  annuity  on  her 
own  account. 

In  addition,  the  council  believes  that  careful  study  should  be  given 
to  the  substitution  of  an  average  wage  formula  for  the  accumulated 
wage  formula  incorporated  in  the  present  Act.  An  average  wage 
formula  would  more  readily  permit  an  increase  in  the  early  benefit 
payments  and  enable  eventual  costs  to  be  kept  within  the  limits  pre- 
scribed under  Recommendation  II.  Furthermore,  in  Recommenda- 
tion VI  the  council  is  on  record  as  approving  the  average  wage  formula 
for  computing  survivorship  benefits.  By  basing  all  benefits  under 
title  II  upon  average  wages,  simplicity  of  understanding  and  adminis- 
tration is  achieved  as  well  as  a  consistent  and  related  pattern  of  benefit 
payments. 
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As  indicated  in  Recommendation  VIII  hereafter,  the  council  recom- 
mends that  the  cost  of  the  program  of  wives'  allowances  here  proposed 
be  financed  in  part  through  some  reduction  in  the  eventual  rates  of 
benefits  payable  to  individuals  as  single  annuitants.  Not  only  does 
such  a  readjustment  of  the  benefit  structure  seem  socially  desirable 
but  such  an  adjustment  can  and  should  be  made  without  doing  violence 
to  the  principle  of  individual  equity  in  the  case  of  widowers,  bachelors, 
and  women  workers,  since  such  persons  should  receive  in  all  cases 
insurance  protection  at  least  equal  in  value  to  their  individual  direct 
contributions  invested  at  interest. 

IV.  The  minimum  age  of  a  wife  for  eligibility  under  the  provision 
for  wives'  supplementary  allowances  should  be  65  years;  provided, 
that  marital  status  had  existed  prior  to  the  husband's  attainment  of 
age  60. 

This  minimum  age  requirement  with  respect  to  eligibility  for 
wives'  allowances  appears  to  the  council  to  be  necessary  on  the  grounds 
of  cost,  internal  consistency  of  the  program,  and  administrative 
feasibility.  It  is  recognized  that  the  wives  of  a  considerable  propor- 
tion of  aged  men  are  several  years  younger  than  the  men  themselves 
and  that  where  this  discrepancy  in  ages  occurs,  the  payment  of  the 
wives'  allowance  will  be  delayed  some  time  after  possible  retirement 
of  the  husband.  After  thorough  consideration  of  all  possible  alterna- 
tives, the  council  is  convinced  that  the  minimum  age  requirement  here 
proposed  is  necessary  and  justifiable  at  this  time. 

A  reduction  of  the  age  for  eligibility  for  wives'  allowances  to  60 
would  involve  anomalies  and  inequities  between  the  wives  of  annui- 
tants and  women  with  wage  credits  in  their  own  account  against 
which  benefits  would  not  be  payable  until  age  65.  A  reduction  in  the 
minimum  age  requirement  to  age  60  for  both  wives'  allowances  and 
annuities  to  all  women,  while  eliminating  such  anomalies,  would  add 
greatly  to  the  cost  of  the  program.  Women  annuitants  are  already 
heavily  favored  by  the  plan  since  no  account  is  taken  in  either  contri- 
butions or  benefits  of  their  relatively  longer  life.  The  council  believes 
such  a  large  additional  cost  for  this  purpose  to  be  unwarranted  so 
long  as  far  more  pressing  needs  exist. 

The  requirement  that  the  wives'  allowance  be  payable  only  where 
marital  status  existed  prior  to  the  husband's  attainment  of  age  60  is 
intended  to  serve  as  protection  against  abuse  of  the  plan  through  the 
contracting  of  marriages  solely  for  the  purpose  of  acquiring  enhanced 
benefits.  If  the  marriage  takes  place  at  least  5  years  before  any 
old-age  benefits  can  be  paid,  a  reasonable  assumption  exists  that  it 
was  contracted  in  good  faith. 

V.  The  widow  of  an  insured  worker,  following  her  attainment  of 
age  65,  should  receive  an  annuity  bearing  a  reasonable  relationship 
to  the  worker's  annuity;  provided,  that  marital  status  had  existed 
prior  to  the  husband's  attainment  of  age  60  and  1  year  preceding  the 
death  of  the  husband. 

A  haunting  fear  in  the  minds  of  many  older  men  is  the  possibility, 
and  frequently  the  probability,  that  their  widows  will  be  in  need  after 
their  death.  The  day  of  large  families  and  of  the  farm  economy, 
when  aged  parents  were  thereby  assured  comfort  in  their  declining 
years,  has  passed  for  a  large  proportion  of  our  population.  This 
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change  has  had  particularly  devastating  effect  on  the  sense  of  security 
of  the  aged  women  of  our  country. 

Women  as  a  rule  live  longer  than  men.  Wives  are  often  younger 
than  their  husbands.  Consequently,  the  probabilities  are  that  a 
woman  will  outlive  her  husband.  Old-age  insurance  benefits  for  the 
husband,  supplemented  during  his  life  by  an  allowance  payable  on 
behalf  of  his  wife,  fall  considerably  short,  therefore,  of  providing 
adequate  old-age  security. 

Lump-sum  death  benefits,  such  as  payable  under  the  present  act, 
are  a  very  unsatisfactory  and  ineffective  form  of  protection.  The 
amount  in  the  individual  case  is  quite  unlikely  to  bear  any  reasonable 
relationship  to  the  needs  of  the  surviving  widow.  Payable  immedi- 
ately in  one  sum,  such  settlements  are  likely  to  be  used  for  many  other 
purposes  long  before  her  old  age. 

The  council  believes,  therefore,  that  the  old-age  insurance  program 
should  include  provision  for  old-age  annuities  for  the  widows  of  all 
covered  workers.  Where  the  worker  had  been  an  annuitant  at  time 
of  death,  it  appears  reasonable  that  his  widow,  if  65  or  over,  should 
receive  an  annuity  equal  to  approximately  three-fourths  of  the  hus- 
band's annuity  which  would  be  equal  to  one-half  of  their  combined 
annuity.  Similar  protection  should  be  afforded  if  death  occurred 
before  the  husband  had  reached  old  age.  In  the  latter  event,  espe- 
cially, there  is  some  likelihood  that  the  widow  may  reenter  covered 
employment.  If  so,  a  systematic  procedure  should  be  available 
whereby  she  may  build  upon  a  deferred  old-age  annuity  accruing  to 
her  as  a  result  of  her  deceased  husband's  earnings.  By  such  a  supple- 
ment the  needs  in  old  age  of  women  becoming  widows  either  early 
or  late  in  life  can  be  more  adequately  met. 

As  in  the  case  of  wives'  allowances,  it  is  believed  desirable  to  protect 
the  provisions  for  widows'  benefits  against  abuse  by  the  requirement 
of  a  minimum  period  of  marital  status.  It  would  also  be  necessary  to 
provide  that  such  widows'  benefits  terminate  on  remarriage. 

The  cost  of  financing  the  program  of  widows'  protection  here  recom- 
mended can  be  met,  in  the  judgment  of  the  council,  from  the  savings 
to  the  system  in  the  revision  of  the  present  provisions  for  death 
benefits  (as  proposed  in  Recommendation  IX),  and  in  the  reduction 
of  the  eventual  rates  of  old-age  benefits  payable  to  single  annuitants 
(as  proposed  in  Recommendation  VIII).  It  is  believed  that  such  a 
readjustment  in  the  benefit  structure  is  both  in  the  public  interest  and 
equitable  in  its  effect  upon  the  various  classes  of  beneficiaries  under 
the  system  and  may  be  expected  to  reduce  the  costs  of  old-age 
assistance. 

VI.  A  dependent  child  of  a  currently  insured  individual  upon  the 
latter's  death  prior  to  age  65  should  receive  an  orphan's  benefit,  and 
a  widow  of  a  currently  insured  individual,  provided  she  has  in  her 
care  one  or  more  dependent  children  of  the  deceased  husband,  should 
receive  a  widow's  benefit. 

The  council  believes  that  a  program  of  survivors'  insurance, 
intended  primarily  for  the  protection  of  the  dependent  orphans  of 
deceased  wage  earners,  is  of  as  much  importance  to  the  community 
as  an  old-age  insurance  program.  While  public  assistance  is  now  being 
provided  to  a  large  number  of  dependent  children  in  this  country  on 
a  heeds-test  basis,  the  arguments  for  substituting  benefits  as  a  matter 
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of  right  in  the  case  of  children  are  even  more  convincing  than  in  the 
case  of  aged  persons.  A  democratic  society  has  an  immeasurable 
stake  in  avoiding  the'  growth  of  a  habit  of  dependency  among  its 
youth.  The  method  of  survivors'  insurance  not  only  sustains  the 
concept  that  a  child  is  supported  through  the  efforts  of  the  parent, 
but  affords  a  vital  sense  of  security  to  the  family  unit. 

The  need  for  providing  cash  allowances  for  the  care  of  dependent 
children  has  long  been  recognized  in  this  country.  "Mothers'  aid" 
legislation  was  first  adopted  over  25  years  ago  and  was  greatly  ex- 
panded through  the  program  for  aid  to  dependent  children  incor- 
porated in  the  Social  Security  Act  in  1935.  Over  626,000  children  in 
254,000  families  were  receiving  aid  during  the  month  of  September 
1938.  The  total  expenditures  for  this  aid  in  that  month  were  over 
$8,000,000,  of  which  less  than  one-third  was  from  Federal  funds  avail- 
able through  the  Social  Security  Act.  The  average  amount  of  aid  per 
family  for  the  month  of  September  was  $31.72,  or  approximately  $13 
per  dependent  child. 

A  recent  study  made  by  the  Social  Security  Board  of  families  ac- 
cepted for  aid  to  dependent  children  in  1937-38  showed  that  in  about 
43  percent  of  the  families  receiving  such  aid  the  father  was  dead. 

While  the  expansion  of  aid  to  dependent  children  under  the  Social 
Security  Act  has  been  gratifying,  there  is  great  need  for  further  pro- 
tection of  dependent  children.  In  many  instances,  the  aid  is  insuffi- 
cient to  maintain  normal  family  life  or  tb  permit  the  children  to  de- 
velop into  healthy  citizens.  Many  deserving  cases  are  not  able  to 
obtain  any  aid.  Above  all,  the  relief  method  is  not  the  most  desirable 
way  of  meeting  childhood  dependency.  Social  insurance  offers  an 
improved  method  of  dealing  with  the  problem. 

A  program  of  survivors'  insurance  providing  for  dependent  children 
can  be  most  effectively  administered  in  conjunction  with  an  old-age 
insurance  program.  Moreover,  survivors'  protection  in  the  event  of  the 
early  death  of  a  wage  earner  with  young  children  is  the  counterpart  of 
the  protection  of  the  wage  earner  and  his  aged  wife  or  widow  should 
he  live  to  retirement  after  his  children  are  grown.  These  two  types  of 
protection  can,  therefore,  be  most  effectively  financed  under  a  single 
insurance  program.  In  addition  to  the  fact  that  lump-sum  settle- 
ments are  undesirable,  the  death  benefits  under  the  existing  provisions 
of  title  II,  which  are  so  payable,  do  not  provide  adequate  survivors' 
protection.  The  council  therefore  recommends  that  the  savings  to  the 
system  accruing  through  the  elimination  of  larger  death  benefits  (pro- 
posed in  recommendation  IX)  be  used  in  part  for  the  financing  of  a 
program  of  benefits  to  surviving  dependent  children. 

The  council  recommends  that,  in  addition  to  benefits  for  such 
children,  benefits  be  payable  to  widows  who  have  in  their  oare  one 
or  more  of  their  children  of  the  deceased  wage  earner.  Such  pay- 
ments are  intended  as  supplements  to  the  orphans'  benefits  with  the 
purpose  of  enabling  the  widow  to  remain  at  home  and  care  for  the 
children.  It  is  recommended  that  as  soon  as  the  last  child  attains 
the  upper  limit  of  age  for  eligibility  for  benefits,  the  payments  to  the 
widow  shall  cease.  This  is  not  intended,  however,  to  affect  her 
eligibility  to  an  old-age  annuity  on  her  attainment  of  age  65. 

As  contrasted  with  the  payments  to  widows  with  dependent  chil- 
dren, here  recommended,  benefits  to  all  younger  widows  would  not 
only  greatly  increase  the  cost  of  the  total  program  but  would,  it  is 
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believed,  divert  funds  from  more  pressing;  social  needs.  It  is  normal 
for  a  large  majority  of  younger  widows  without  dependent  children  to 
reenter  employment.  To  provide  continuing  benefits  to  such  widows 
would  create  not  only  many  anomalies  and  inequities,  but  serious 
administrative  difficulties  as  well. 

In  order  to  provide  orphans'  benefits  of  reasonable  amount  and 
related  to  the  normal  income  of  the  deceased  wage  earner,  it  is  recom- 
mended that  such  benefits  be  computed  on  a  basis  of  average  wages 
rather  than  of  accumulated  earnings  as  now  provided  in  the  case  of 
old-age  benefits  under  title  II.  Since  death  may  occur  at  any  age, 
average  wages,  on  the  one  hand,  and  the  number  of  dependents,  on 
the  other,  are  the  significant  factors.  Survivors'  insurance  must  be 
looked  upon  as  current  protection,  closely  related  to  the  current 
earning  status  of  the  insured  worker.  At  the  same  time,  reasonable 
provision  should  be  made  for  the  continuance  of  insured  status  for 
a  limited  time  where  a  period  of  sickness  or  unemplo}Tment  precedes 
the  death  of  the  wage  earner. 

VII.  The  provision  of  benefits  to  an  insured  person  who  becomes 
permanently  and  totally  disabled  and  to  his  dependents  is  socially 
desirable.  On  this  point  the  council  is  in  unanimous  agreement. 
There  is  difference  of  opinion,  however,  as  to  the  timing  of  the  intro- 
duction of  these  benefits.  Some  members  of  the  council  favor  the 
immediate  inauguration  of  such  benefits.  Other  members  believe 
that  on  account  of  additional  costs  and  administrative  difficulties,  the 
problem  should  receive  further  study. 

With  the  growth  of  industry  and  urban  life,  the  problem  of  providing 
for  wage  earners  who  become  permanently  and  totally  disabled  before 
the  age  of  retirement  has  become  increasingly  serious.  While  the 
number  of  persons  who  reach  old  age  is  much  larger  than  the  number 
who  become  disabled  at  younger  ages,  the  latter  state  when  it  does 
materialize,  is  likely  to  be  of  more  serious  concern  to  the  individual, 
his  family,  and  the  community.  Moreover,  protection  against  this 
hazard,  except  to  the  extent  that  workmen's  compensation  coverage 
applies,  is  even  further  out  of  the  question  for  most  wage  earners  than 
is  protection  against  dependency  in  old  age. 

The  members  who  favor  the  immediate  inauguration  of  benefits  for 
insured  persons  who  become  permanently  and  totally  disabled  prior 
to  their  attainment  of  age  65  and  for  their  dependents  call  attention 
to  the  fact  that  this  class  of  persons  (except  for  the  blind)  is  the  only 
category  of  permanent  social  casualties  who  receive  no  insurance  or 
assistance  under  the  Social  Security  Act.  No  provisions  whatever 
are  made  for  them,  except  general  relief  as  administered  by  local  com- 
munities, which  is  often  entirely  insufficient.  No  other  group  in  our 
population  is  more  completely  dependent  or  in  a  more  desperate 
economic  situation.  People  who  become  permanently  and  totally 
disabled  before  reaching  retirement  age  are  economically  in  the  same 
position,  or  a  worse  one,  as  those  who  are  unable  to  work  by  reason  of 
old  age.  By  making  early  provisions  for  people  who  are  permanently 
and  totally  disabled  before  age  65,  it  is  hoped  that  much  of  the 
pressure  for  lowering  the  retirement  age  will 'be  relieved. 

The  members  who  believe  that  immediate  provisions  should  be 
made  to  provide  protection  for  these  unfortunates  and  their  depend- 
ents recognize  that  the  determination  of  permanent  and  total  disa- 
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bility  gives  rise  to  difficult  administrative  problems  and  that  a  system 
of  benefits  such  as  they  recommend  may  increase  the  total  eventual 
benefit  costs  beyond  the  estimated  ultimate  costs  of  the  benefits  pro- 
vided in  the  present  law.  They  believe,  however,  that  the  adminis- 
trative difficulties  and  those  of  calculating  the  exact  costs  are  not  so 
great  as  to  warrant  long  continued  delay.  Nearly  all  other  countries 
which  have  old-age  insurance  systems  include  protection  for  the 
permanently  and  totally  disabled  and  have  not  found  the  adminis- 
trative problems  insurmountable.  It  is  the  opinion  of  these  members, 
moreover,  that  the  administrative  problems  involved  will  never  be 
solved  until  benefit  payments  are  actually  begun.  If  the  Social 
Security  Act  had  not  been  launched  until  all  administrative  difficulties 
had  been  solved,  this  act  would  never  have  been  put  into  operation. 

Regarding  costs,  the  members  who  favor  immediate  action  direct 
attention  to  the  fact  that  while  estimates  as  to  the  eventual  costs 
differ  widely,  it  is  agreed  that,  at  least  for  some  years,  the  additional 
costs  of  providing  protection  for  this  now  unprotected  group  are  but 
small.  They  also  stress  that  society  now  bears  a  large  cost  for  the 
support  and  care  of  the  permanently  disabled  and  their  dependents 
in  the  form  of  relief  and  institutional  care.  In  large  part,  the  benefits 
under  title  II  for  the  permanently  and  totally  disabled  will  not  be 
additional  costs  but  a  shifting  of  costs  now  borne  in  another  form. 
For  the  unfortunates  thus  afflicted,  however,  the  plan  of  including 
permanent  and  total  disability  along  with  old-age  insurance  means 
the  substitution  of  the  certainties  of  insurance  for  the  uncertainties 
of  relief. 

While  recognizing  the  desirability  of  providing  protection  against 
total  and  permanent  disability  and  the  advantages  of  contributory 
insurance  as  a  method  of  attacking  this  problem,  other  members 
believe  it  is  undesirable  to  recommend  the  initiation  of  a  program  of 
disability  insurance  at  this  time.  The  probable  costs  of  such  a  pro- 
gram are  extremely  difficult  to  determine.  Costs  will  vary  with  a 
large  number  of  factors.  The  range  between  minimum  and  maximum 
estimates  is  wide.  Until  the  probable  costs  of  the  old-age  and  sur- 
vivors' insurance,  recommended  in  this  report,  can  be  more  accurately 
projected,  it  is  unwise  to  recommend  the  assuming  of  the  burden  of  a 
distinctly  new  type  of  protection,  the  cost  of  which  is  indeterminate 
and  heavy. 

Further,  these  members  believe  that  disability  insurance  would 
introduce  many  administrative  problems  of  great  difficulty,  and  of  a 
character  apart  from  those  involved  in  the  program  here  recom- 
mended. The  determination  whether  total  and  permanent  disability 
exists  in  each  individual  case  would  not  only  require  a  highly  skilled 
professional  staff  but  would  necessitate  intensive  and  sustained  local 
investigation  to  prevent  abuse.  The  experience  of  the  private  insur- 
ance companies  with  total  and  permanent  disability  insurance  has 
been  so  unfavorable  that  it  has  caused  heavy  and  unexpected  losses 
and  has  practically  been  abandoned. 

These  members  believe  that  until  coverage  under  the  social  security 
program  has  been  widened  to  include  other  large  groups  in  the  popula- 
tion which  are  now  excluded,  there  would  be  added  administrative 
and  financial  problems  resulting  from  shifts  from  uncovered  to  covered 
employment.  Until  the  whole  question  of  health  insurance  is  given 
further  consideration,  definitive  action  on  disability  insurance  should 
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be  delayed.  With  added  experience  in  the  administration  of  the 
benefit  programs  now  recommended,  administrative  problems  under 
disability  insurance  should  be  more  readily  met. 

VIII.  In  order  to  compensate  in  part  for  the  additional  cost  of  the 
additional  benefits  herein  recommended,  the  benefits  payable  to 
individuals  as  single  annuitants  after  the  plan  has  been  in  operation 
a  number  of  years  should  be  reduced  below  those  now  incorporated 
in  title  II.  If  the  national  income  should  increase  in  future  years, 
these  reductions  may  not  be  necessary. 

In  order  to  provide  more  adequate  basic  protection  to  the  wage 
earners  of  the  country  and  at  the  same  time  fit  the  pattern  ©f  benefits 
to  the  financial  cloth,  it  is  believed  that  the  formula  used  in  the  com- 
putation of  old-age  benefits  should  be  revised  in  such  a  manner  as  to 
reduce  the  eventual  rates  of  benefit  payable  to  individuals  as  single 
annuitants.  The  council  is  convinced  of  the  necessity  of  broadening 
the  scope  of  insurance  protection  to  include  allowances  for  aged  wives 
and  benefits  for  aged  widows  and  surviving  dependent  children.  It  is 
of  the  conclusion  that  the  use  of  a  part  of  the  funds  otherwise  allocated 
to  the  payment  of  relatively  high  benefits  to  single  individuals  in  future 
years  to  permit  the  immediate  broadening  of  the  protection  afforded 
by  the  system  is  both  socially  justifiable  and  financially  necessary. 
The  single  individual  will  not  be  deprived  of  adequate  basic  protection. 
Differentials  in  terms  of  past  wages  and  employment  will  remain.  It 
would  not  be  necessary  for  the  single  individual  to  receive  less  in  pro- 
tection than  the  value  of  his  direct  contributions  with  interest.  Mean- 
while through  life,  the  single  person  will  have  received  directly  or 
potentially  the  advantages  of  the  protection  of  the  family  unit. 

Certainty  is  more  valuable  than  promises.  Only  by  such  readjust- 
ment of  benefit  schedules  does  the  expansion  of  the  scope  of  the  in- 
surance program  seem  financially  feasible. 

IX.  The  death  benefit  payable  on  account  of  coverage  under  the 
system  should  be  strictly  limited  in  amount  and  payable  on  the  death 
of  any  eligible  individual. 

With  the  introduction  of  a  systematic  and  adequate  plan  of  sur- 
vivors' protection  under  the  old-age  insurance  program,  all  justifica- 
tion of  the  large  lump-sum  death  benefits  now  possible  under  the 
existing  provisions  of  title  II  disappears.  The  present  lump-sum 
payments  have  been  considered  in  the  nature  of  rebates  of  contribu- 
tions on  a  "savings-bank"  basis  and  are  in  no  way  related  in  amount 
to  the  needs  of  a  surviving  family.  At  the  same  time  the  repayment 
of  3%  percent  of  covered  wages  to  the  estates  of  all  deceased  persons, 
regardless  of  the  family  situation,  would  consume  a  large  amount  of 
funds  in  the  years  to  come.  The  council,  therefore,  recommends  the 
substitution  of  a  strictly  limited  death  benefit  such  as  3  months' 
average  wages  but  not  in  excess  of  $200  and  payable  in  all  cases  where 
the  insured  individual  is  eligible.  On  account  of  the  diminishing 
number  of  cases  affected  as  the  program  matures,  it  is  recommended 
that  no  payment  be  made  upon  the  death  of  an  individual  who  is  not 
eligible. 

X.  The  payment  of  old-age  benefits  should  be  begun  on  January  1, 
1940. 
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Since  it  is  convinced  of  the  importance  of  enhancing  the  effectiveness 
and  adequacy  of  the  contributory  system  of  old-age  protection  in  this 
country,  the  council  recommends  that  benefits  under  the  broadened 
program  be  begun  on  January  1,  1940.  It  is  believed  that  such  an 
advancement  of  the  date  of  beginning  benefits  is  not  only  financially 
and  administratively  feasible  but  of  marked  social  advantage  in 
enhancing  public  understanding  of  the  method  of  contributory  social 
insurance.  Where  existing  needs  can  be  met  on  an  insurance  basis, 
there  seems  little  justification  for  unnecessary  delay.  Rather  it  is 
highly  important  that  experience  in  the  payment  of  benefits  be 
obtained  as  soon  as  feasible  in  order  to  provide  more  definite  experience 
for  planning  the  financial  program  of  the  system.  Many  of  the  details 
of  administering  benefits  can  only  be  tested  in  operation.  With 
marked  progress  already  made  in  the  administration  of  the  program, 
the  expansion  of  the  existing  benefit  payment  facilities  of  the  Board 
could  be  readily  accomplished  in  the  course  of  the  year  1939. 

B.  RECOMMENDATIONS  ON  COVERAGE 

The  council  wishes  to  repeat  the  recommendations  affecting  cover- 
age under  the  system  adopted  at  its  meeting  in  December  1937,  and 
submitted  to  the  Special  Senate  Committee  and  the  Social  Security 
Board  at  that  time.  These  recommendations  approved  proposals 
developed  by  the  Social  Security  Board  for  the  amendment  of  titles 
II  and  VIII  in  the  following  particulars: 

1.  An  amendment  which  would  permit  an  individual  to  qualify 
for  monthly  benefits  and  to  secure  a  larger  monthly  benefit  because 
of  employment  after  age  65. 

2.  An  amendment  which  would  exclude  from  the  definition  of 
wages  certain  types  of  payments  made  by  an  employer  to  or  on  behalf 
of  an  employee  under  plans  for  providing  for  retirement  or  disability 
benefits. 

3.  The  coverage  of  seamen  under  the  program. 

4.  The  coverage  of  employees  of  national  banks,  and  of  State 
banks  which  are  members  of  the  Federal  Reserve  System  and  of 
certain  other  Federal  and  State  instrumentalities. 

5.  An  amendment  defining  coverage  of  services  under  the  Act 
depending  on  whether  the  excepted  or  included  services  predominate. 

In  addition,  the  council  makes  the  following  recommendations  at 
this  time: 

I.  The  employees  of  private  nonprofit  religious,  charitable,  and 
educational  institutions  now  excluded  from  coverage  under  titles  II 
and  VIII  should  immediately  be  brought  into  coverage  under  the  same 
provisions  of  these  titles  as  affect  other  covered  groups. 

The  council  believes  that  there  is  no  justification  in  social  policy 
for  the  exclusion  of  the  employees  of  such  organizations  from  the 
protection  afforded  by  the  insurance  program  here  recommended. 
Further,  no  special  administrative  difficulties  exist  in  the  coverage  of 
the  employees  of  such  organizations  under  the  system. 

II.  The  coverage  of  farm  employees  and  domestic  employees  under 
titles  II  and  VIII  is  socially  desirable  and  should  take  effect,  if 
administratively  possible,  by  January  1,  1940. 
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Farm  and  domestic  employees  are,  in  general,  among  those  wage 
earners  most  in  need  of  protection  against  dependent  old  age  and 
premature  death.  Low  wages  and  intermittent  employment  fre- 
quently combine  to  make  individual  savings  difficult.  Their  exclusion 
from  the  existing  legislation  was  based  to  a  considerable  extent  on 
grounds  of  administrative  difficulties  foreseen  with  respect  to  wage 
reporting  and  tax  collections.  Recent  studies  indicate  that  the  addi- 
tional cost  of  extending  the  coverage  of  the  system  to  these  classes  of 
workers  will  be  considerably  less  than  originally  estimated  since  a 
large  number  of  such  workers  are  already  coming  under  the  system 
through  employment  in  covered  occupations  on  a  seasonal  or  part- 
time  basis.  Intermittent  coverage  of  this  character  is  not  only  unsatis- 
factory in  the  benefits  afforded  but  is  a  factor  of  uncertainty  in 
financing  the  program.  These  groups  could  probably  be  covered  by 
means  of  some  form  of  stamp-book  system  applied  to  a  limited 
number  of  broad  wage  classifications. 

III.  The  old-age  insurance  program  should  be  extended  as  soon  as 
feasible  to  include  additional  groups  not  included  in  the  previous 
recommendations  of  the  council  and  studies  should  be  made  of  the 
administrative,  legal,  and  financial  problems  involved  in  the  coverage 
of  self-employed  persons  and  governmental  employees. 

Consistent  with  its  acceptance  of  the  contributory  insurance 
method  as  socially  necessary  and  desirable,  the  council  recommends 
the  extension  of  the  coverage  of  this  method  to  the  largest  possible 
proportion  of  our  gainfully  employed  population.  An  important 
group  outside  the  existing  program  are  those  persons  working  on  their 
own  account  such  as  business  and  professional  men,  farmers,  and 
mechanics.  Not  only  would  the  inclusion  of  this  group  be  socially 
desirable,  but  it  would  also  be  a  marked  advantage  in  planning  the 
financial  program  of  the  system.  At  present,  the  shift  in  and  out  of 
insurance  coverage  among  this  group  of  individuals  is  an  added  factor 
of  uncertainty. 

Despite  the  reasons  in  its  favor,  extension  of  coverage  to  the  self- 
employed  cannot  be  recommended  at  this  time.  The  council  finds 
that  the  administrative  problems  of  obtaining  reports  of  earnings  and 
of  collecting  contributions  from  persons  without  an  employer,  together 
with  the  problems  of  financing  the  benefits  to  be  paid  such  persons, 
are  extremely  difficult.  The  council  believes  that  attempts  to  find  a 
solution  should  be  made,  and  urges  that  studies  directed  toward  this 
end  be  continued. 

C.  RECOMMENDATIONS  ON  FINANCE 

The  council  is  convinced  that  the  problem  of  financing  the  amended 
program  of  old-age  and  survivors'  insurance  here  proposed  must  be 
approached  as  a  part  of  the  general  fiscal  problem  of  the  government 
in  providing  for  a  continuing  social  service  mechanism.  In  planning 
financial  policy,  conservatism  is  a  necessity  but  at  the  same  time  flexi- 
bility is  vital.  In  a  continuing  social  insurance  program,  the  cost  of 
future  benefits  can  only  be  estimated.  The  sources  of  future  income 
can  likewise  only  be  estimated.  Frequent  revaluations  of  future  costs 
and  future  income  are  essential  to  the  safe  planning  of  the  system. 

In  its  recommendations,  the  council  has  sought  to  attack  the  pres- 
ent problem  of  continuing  old-age  and  survivors'  protection,  doing  the 
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most  possible  to  solve  what  can  be  solved  now,  avoiding,  however, 
impossible  or  unreasonable  commitments  for  future  generations.  As 
has  been  stated,  the  council  has  had  before  it,  at  its  request,  a  series 
of  carefully  developed  proposals,  accompanying  financial  and  actuarial 
studies,  and  administrative  provisions  m  outline  form.  On  the  basis 
of  such  studies  the  council  believes  that  the  ultimate  annual  cost  of 
the  revised  program  here  proposed  would  not  exceed  that  involved  in 
title  II  of  the  existing  act  although  the  volume  of  benefit  payments 
would  be  increased  in  the  earlier  years. 

Much  of  the  present  controversy  in  regard  to  the  financing  of  the 
old-age  insurance  program  has  been  concerned  with  long-run  future 
policy.  Experience  developing  since  the  initiation  of  the  program  and 
further  studies  of  probable  future  trends  have  already  shed  much  new 
light  on  the  problem.  The  revision  of  the  structure  of  benefits  along 
the  lines  here  recommended  will  aid  materially  in  resolving  the  prob- 
lem. After  thorough  canvassing  of  this  aspect  of  the  insurance 
program,  the  council  makes  the  following  recommendations. 

I  Since  the  Nation  as  a  whole,  independent  of  the  beneficiaries  of 
the  system,  will  derive  a  benefit  from  the  old-age  security  program,  it 
is  appropriate  that  there  be  Federal  financial  participation  in  the  old- 
age  insurance  system  by  means  of  revenues  derived  from  sources 
other  than  pay-roll  taxes. 

Dependent  old  age  has  become  a  national  problem.  A  steadily 
rising  proportion  of  aged,  technological  change,  mobility,  and  urban 
life  have  combined  to  create  a  condition  which  cannot  be  met  effectively 
by  State  governments  alone.  The  council  has  indicated  its  conviction 
of  the  importance  of  an  adequate  contributory  insurance  program  in 
the  prevention  of  the  growth  of  dependency  in  a  democratic  society. 
Since  the  Nation  as  a  whole  will  materially  and  socially  benefit  by  such 
a  program,  it  is  highly  appropriate  that  the  Federal  Government  should 
participate  in  the  financing  of  the  system.  With  the  broadening  of  the 
scope  of  the  protection  afforded,  governmental  participation  in  meet- 
ing the  costs  of  the  program  is  all  the  more  justified  since  the  existing 
costs  of  relief  and  old-age  assistance  will  be  materially  affected. 

Governmental  participation  in  financing  of  a  social  insurance  pro- 
gram has  long  been  accepted  as  sound  public  policy  in  other  countries. 
Definite  limits  exist  in  the  proper  use  of  pay-roll  taxes.  An  analysis  of 
the  incidence  of  such  taxes  leads  to  the  conviction  that  they  should 
be  supplemented  by  the  general  tax  program.  The  prevention  of 
dependency  is  a  community  gain  in  more  than  social  terms. 

II.  The  principle  of  distributing  the  eventual  cost  of  the  old-age 
insurance  system  by  means  of  approximately  equal  contributions  by 
employers,  employees,  and  the  Government  is  sound  and  should  be 
definitely  set  forth  in  the  law  when  tax  provisions  are  amended. 

The  council  believes  that  this  recommendation  is  a  logical  imple- 
mentation of  the  principle  of  governmental  financial  participation. 

III.  The  introduction  of  a  definite  program  of  Federal  financial 
participation  in  the  system  will  affect  the  consideration  of  the  future 
rates  of  taxes  on  employers  and  employees  and  their  relation  to 
future  benefit  payments. 

Future  taxes  under  the  program  must  be  determined  in  relation  to 
the  future  volume  of  benefits  as  knowledge  becomes  more  definite. 
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The  introduction  of  Federal  financial  participation  will  permit  redeter- 
mination of  tax  rates  and  intervals  between  adjustments  of  tax  rates 
in  relation  to  benefit  costs,  as  then  estimated,  if  such  redetermination 
is  deemed  appropriate.  Such  adjustments  may,  under  these  condi- 
tions, be  so  determined  as  to  affect  the  amount  remaining  on  balance 
in  the  old-age  insurance  fund  without  the  creation  of  serious  financial 
problems  as  the  system  matures.  The  council  believes  that  with 
Federal  financial  participation,  problems  of  financial  policy  can  be 
far  more  readily  resolved. 

IV.  The  financial  program  of  the  system  should  embody  provision 
for  a  reasonable  contingency  fund  to  insure  the  ready  payment  of 
benefits  at  all  times  and  to  avoid  abrupt  changes  in  tax  and  contribu- 
tion rates. 

The  council  is  of  the  conclusion  that,  in  the  financing  of  the  insur- 
ance program,  it  is  desirable  to  make  provision  for  a  contingency  fund 
to  insure  ready  payment  of  benefits  at  all  stages  of  the  business  cycle 
and  under  varying  conditions  resulting  from  fluctuations  in  such  factors 
as  the  average  age  of  retirement,  the  total  coverage  under  the  pro- 
gram, and  average  wage  rates.  It  is  desirable  that  the  payment  of 
benefits  should  not  be  dependent  upon  quick  congressional  action  in 
levying  emergency  taxes  to  meet  deficits  or  in  sudden  raising  of  con- 
tribution rates  when  disbursements  exceed  current  tax  collections  or 
normal  appropriations  to  the  system. 

With  the  changes  in  the  benefit  structure  here  recommended  and 
with  the  introduction  of  a  definite  program  of  governmental  contribu- 
tions to  the  system,  the  council  believes  that  the  size  of  the  old-age 
insurance  fund  will  be  kept  within  much  lower  limits  than  are  in- 
volved in  the  present  act.  Under  social  insurance  programs  it  is  not 
necessary  to  maintain  a  full  invested  reserve  such  as  is  required  in 
private  insurance,  provided  definite  provision  is  made  for  govern- 
mental support  of  the  system.  The  only  invested  fund  then  neces- 
sary would  be  a  reasonable  contingency  fund  as  outlined  above.  The 
financial  program  inherent  in  the  present  act  offers  one  means  of 
meeting  the  future  costs  of  an  old-age  insurance  program.  If  the 
method  of  accumulating  a  relatively  large  reserve  is  eliminated,  there 
must  be,  instead,  the  definite  assurance  that  the  program  will  be 
financed  not  by  pay-roll  taxes  alone  but,  in  addition,  by  governmental 
contributions  from  other  sources.  Without  interest  returns  on  a 
relatively  large  fund,  pay-roll  taxes  alone  would  prove  insufficient  to 
meet  the  current  disbursements  necessary  as  the  system  matures. 
For  this  reason,  the  council  insists  that  the  principle  of  adequate 
governmental  contributions  should  be  definitely  established  in  the  law 
when  tax  provisions  are  revised,  if  the  reserve  policy  under  the  old- 
age  insurance  program  is  changed. 

V.  The  planning  of  the  old-age  insurance  program  must  take  full 
account  of  the  fact  that,  while  disbursements  for  benefits  are  relatively 
small  in  the  early  years  of  the  program,  far  larger  total  disbursements 
are  inevitable  in  the  future.  No  benefits  should  be  promised  or  im- 
plied which  cannot  be  safely  financed  not  only  in  the  early  years  of 
the  program  but  when  workers  now  young  will  be  old. 

VI.  Sound  presentation  of  the  Government's  financial  position 
requires  full  recognition  of  the  obligations  implied  in  the  entire  old- 
age  security  program  and  Treasury  reports  should  annually  estimate 
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the  load  of  future  benefits  and  the  probable  product  of  the  associated 
tax  program. 

The  council  wishes  to  reiterate  the  necessity  of  taking  full  account 
of  the  greatly  increasing  costs  of  the  old-age  insurance  program  in 
future  years.  The  council  has  kept  this  fact  constantly  in  mind  in  its 
study  of  recommended  revisions.  It  is  of  the  belief  that  we  should  not 
commit  future  generations  to  a  burden  larger  than  we  would  want  to 
bear  ourselves.  It  is  therefore  important  that  Congress  be  kept  fully 
informed  of  the  obligations  implied  in  the  entire  old-age  security  pro- 
gram in  the  years  to  come  under  both  the  assistance  and  the  contrib- 
utory insurance  provisions  of  the  Social  Security  Act. 

VII.  The  receipts  of  the  taxes  levied  in  title  VIII  of  the  law,  less 
the  costs  of  collection,  should  through  permanent  appropriation  be 
credited  automatically  to  an  old-age  insurance  fund  and  not  to  the 
general  fund  for  later  appropriation  to  the  account,  in  whole  or  in 
part,  as  Congress  may  see  fit.  It  is  believed  that  such  an  arrangement 
will  be  constitutional. 

VIII.  The  old-age  insurance  fund  should  specifically  be  made  a  trust 
fund,  with  designated  trustees  acting  on  the  behalf  of  the  prospective 
beneficiaries  of  the  program.  The  trust  fund  should  be  dedicated 
exclusively  to  the  payment  of  the  benefits  provided  under  the  program 
and,  in  limited  part,  to  the  costs  necessary  to  the  administration  of 
the  program. 

At  the  time  the  Social  Security  Act  was  drafted  it  was  deemed 
necessary  for  constitutional  reasons  to  separate  legally  the  taxation 
and  benefit  features  of  the  program.  It  is  believed  that  in  the  light 
of  subsequent  court  decisions  such  legal  separation  is  no  longer  nec- 
essary. Since  the  taxes  levied  are  essentially  contributions  intended 
to  finance  the  benefit  program,  it  is  not  only  logical  but  expedient  to 
provide  for  automatic  crediting  of  tax  proceeds  to  the  old-age  insurance 
fund.  It  is  believed  by  the  council  that  such  a  procedure  would 
enhance  public  understanding  of  the  contributory  insurance  system. 
Since  the  tax  proceeds  thus  credited  are  intended  for  payment  of 
benefits,  it  is  recommended  that  they  be  deposited  in  a  trust  fund 
under  the  control  of  designated  trustees  in  accordance  with  appropri- 
ate legal  provisions.  The  trust  fund  should  be  dedicated  to  the  pay- 
ment of  benefits  and,  to  a  restricted  amount,  to  the  costs  necessary  to 
the  administration  of  the  program.  It  is  recommended  that  these 
funds  should  continue  to  be  invested  in  securities  of  the  Federal  Gov- 
ernment as  at  present. 

In  recommending  these  technical  changes  in  the  method  of  handling 
the  contributions  under  the  program,  the  council  wishes  to  record 
again  its  unanimous  conclusion  that  the  provisions  of  the  existing  law 
have  been  strictly  respected  by  Congress  and  the  Treasury  Depart- 
ment. It  is  believed,  however,  that  the  technical  improvements  here 
recommended  will  simplify  and  strengthen  the  financial  provisions  of 
the  program. 

IX.  The  consideration  of  change  in  the  tax  schedule  under  title 
VIII  of  the  law  should  be  postponed  until  after  the  rates  of  l'/2  percent 
each  on  employer  and  employee  are  in  effect  since  information  will  not 
be  available  for  some  time  concerning  (a)  tax  collections  under  varying 
conditions,  (6)  effective  coverage  under  taxes  and  benefits,  (c)  average 
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covered  earnings,  period  of  coverage,  time  of  retirement,  and  average 
amount  of  benefits,  (d)  the  possibilities  of  covering  farm  labor, 
domestic  employees  or  self-employed  persons,  and  (e)  the  possibilities 
of  introducing  new  types  of  benefits. 

With  these  and  many  other  variahle  elements  now  present  in  any 
estimate  of  the  future  costs  of  a  revised  program  under  title  II,  the 
majority  of  the  council  is  not  ready  to  recommend  any  change  in  the 
tax  schedule  under  title  VIII  of  the  act  at  this  time.  It  does  not  feel 
that  it  could  determine  intelligently  or  with  proper  caution  any 
precise  adjustment  of  rates.  Nor  is  immediate  change  considered 
necessary  since  in  any  case  the  amount  accumulated  in  the  old-age 
insurance  fund  for  some  years  will  not  exceed  that  deemed  appropriate 
for  the  contingency  fund  previously  recommended.  In  view  of  the 
probable  increase  in  the  immediate  cash  outlay  to  begin  in  1940  which 
the  council's  recommendations  of  benefits  will  entail,  it  is  conservative 
policy  to  continue  the  taxes  now  provided  in  the  present  act.  It 
seems  the  part  of  wisdom  to  make  changes,  as  warranted,  on  the  basis 
of  more  certain  knowledge.6 

X.  The  problem  of  the  timing  of  the  contributions  by  the  Govern- 
ment, taking  into  account  the  changing  balance  between  pay-roll-tax 
income  and  benefit  disbursements,  is  of  such  importance  as  to  require 
thorough  study  as  information  is  available. 

The  timing  of  the  governmental  contributions  here  proposed  is 
particularly  a  question  requiring  further  study  on  the  basis  of  better 
knowledge. 

XI.  Following  the  accumulation  of  such  information,  this  problem 
should  be  restudied  for  report  not  later  than  January  1,  1942,  as  to 
the  proper  planning  of  the  program  of  pay-roll  taxes  and  govern- 
mental contributions  to  the  old-age  insurance  system  thereafter,  since 
by  that  time  experience  on  the  basis  of  5  years  of  tax  collections 
and  2  years  of  benefit  payments  (provided  the  present  act  is  amended 
to  that  effect)  will  be  available.  Similar  studies  should  be  made  at 
regular  intervals  following  1942. 

After  thorough  canvassing  of  the  problem,  the  council  is  of  the 
conclusion  that  by  the  close  of  1941  sufficiently  comprehensive 
knowledge  will  be  available  for  definitive  recommendations  on  changes 
in  the  tax  program,  if  then  deemed  appropriate,  and  for  definitive 
recommendations  as  to  the  timing  of  governmental  contributions 
toward  the  financing  of  the  insurance  system.  By  that  time  approx- 
imately 5  years  of  experience  in  tax  collection  under  varying  condi- 
tions will  be  available.  Even  more  important,  approximately  2 
years  of  benefit  experience  under  a  revised  program  will  have  devel- 
oped, if  suggested  revisions  are  made.  Further  change  in  the  tax 
rates  under  the  existing  schedules  will  not  take  place  until  January  1, 
1943. 

At  that  time,  the  determination  of  the  long-run  philosophy  as  to 
the  financing  of  the  program  will  come  to  have  significance  in  terms 

6  Several  members  of  the  council  feel  that  the  increase  of  50  percent  in  the  tax  rate  from  2  percent  to  3  per- 
cent now  provided  by  the  law  to  be  made  in  1940  should  be  reconsidered.  Unless  the  cost  of  the  benefits 
payable  in  1940  and  1941  shall  exceed  current  income  from  the  present  2-percent  pay-roll  tax,  and  in  view  af  the 
probable  size  of  the  contingency  fund  on  January  1,  1940,  they  feel  that  the  increase  in  the  tax  rate  should  not 
take  place  before  the  study  herein  recommended  to  be  made  in  1941  shall  have  been  completed.  They 
believe  that  under  the  present  conditions  it  would  be  better  policy  to  allow  the  sum  involved  in  the  increase 
in  the  ta_x  rate  to  remain  in  the  hands  of  employees  and  employers  than  to  use  it  to  increase  the  contingency 
fund. 
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of  tax  rates.  Discussion  of  such  philosophy,  while  of  great  concern 
to  all  far-sighted  students  of  fiscal  policy,  does  not  warrant  departure 
from  the  recommendations  on  financial  policy  here  presented. 

The  council  has  deemed  it  a  privilege  to  cooperate  in  the  study  of 
the  old-age  security  program  carried  on  by  the  Senate  special  com- 
mittee and  the  Social  Security  Board  and  hopes  that  its  findings  will 
be  of  service  to  the  bodies  which  appointed  it.  While  anxious  to  be 
of  service  as  individuals,  we  assume  that  with  the  presentation  of 
this  report  the  task  for  which  the  council  was  appointed  has  been 
fulfilled. 

Respectfully  submitted. 

(Signed)    J.  Douglas  Brown,  Chairman;  Henry  Bruere; 

G.  M.  Bugniazet;  Paul  H.  Douglas;  M*.  B.  Folsom; 

Harvey  Fremming;  John  P.  Frey;  W.  D.  Fuller; 

William  Haber;  Alvin  H.   Hansen;  Jay  Iglauer; 

M.  Albert  Linton;  Theresa  S.  McMahon;  Gerald 

Morgan;  A.  H.  Mowbray;  Philip  Murray;  Thomas 

L.  Norton;  Lee  Pressman;  Josephine  Roche;  E.  R. 

Stettinius,  Jr.;  George  W.  Stocking;  Gerard  Swope; 

Elizabeth  Wisner;  Edwin  E.  Witte;  Matthew  Woll. 

December  10,  1938. 


APPENDIX 


On  April  29,  1938,  the  council  unanimously  approved  the  following 
statement  concerning  the  financing  of  the  old-age  insurance  system: 

The  Advisory  Council  on  Social  Security  has  been  giving  much  attention  to  the 
probiem  of  financing  the  old-age  insurance  system.  The  council  recognizes  that 
there  are  other  ways  of  financing  the  old-age  insurance  system  which  upon  further 
study  may  prove  to  have  greater  advantages  than  the  present  system.  The  entire 
subject,  however,  is  so  complex  that  the  council  is  not  yet  prepared  to  express  a 
final  judgment  as  to  the  method  of  financing  which  would  be  most  desirable  from 
a  social  and  economic  standpoint. 

Upon  one  aspect  of  the  general  problem  the  Advisory  Council  deems  it  advisable 
to  make  a  public  statement  at  this  time  to  allay  unwarranted  fears.  This  relates 
to  the  method  of  handling  the  funds  collected  for  old-age  insurance  purposes. 

In  accordance  with  the  statutes,  the  taxes  collected  from  employers  and  em- 
ployees under  title  VIII  of  the  Social  Security  Act  are  paid  into  the  general  fund  of 
the  Treasury.  While  not  expressly  provided  by  law,  it  was  understood  at  the 
time  of  the  enactment  of  the  Social  Security  Act  that  amounts  equivalent  to  the 
entire  proceeds  of  these  taxes,  less  costs  of  administration,  shall  be  appropriated 
annually  by  Congress  to  the  old-age  reserve  account.  Congress  has  not  only  done 
so,  but  to  date  has  appropriated  somewhat  more  to  the  old-age  reserve  account 
than  has  been  collected  from  the  taxes  levied  in  title  VIII  of  the  Social  Security 
Act.  Thus,  up  to  the  end  of  March  1938,  $636,100,000  had  been  invested  to  the 
credit  of  the  old-age  reserve  account,  and  $577,447,532  had  been  collected  from 
the  taxes  for  old-age  insurance  purposes. 

A  proportionate  part  of  the  moneys  appropriated  by  Congress  to  the  old-age 
reserve  account  has  been  turned  over  periodically  to  this  account  and  has  been 
immediately  invested  in  special  securities  of  the  United  States  Government  bearing 
3  percent  interest. 

The  special  securities  issued  to  the  old-age  reserve  account  are  general  obliga- 
tions of  the  United  States  Government,  which  differ  from  other  securities  of  the 
Government  only  in  the  higher  rate  of  interest  they  bear  and  in  the  fact  that  they 
are  not  sold  in  the  open  market.  The  issuance  of  such  special  securities  is  not 
only  expressly  authorized  by  law,  but  is  required  by  the  provision  of  the  Social 
Security  Act  that  the  old-age  reserve  funds  are  to  be  invested  so  as  to  yield  an 
interest  return  of  3  percent. 

The  United  States  Treasury  uses  the  moneys  realized  from  the  issuance  of  these 
special  securities  by  the  old-age  reserve  account  in  the  same  manner  as  it  does 
moneys  realized  from  the  sale  of  other  Government  securities.  As  long  as  the 
budget  is  not  balanced,  the  net  result  is  to  reduce  the  amounts  which  the  Govern- 
ment has  to  borrow  from  banks,  insurance  companies  and  other  private  parties. 
When  the  budget  is  balanced,  these  moneys  will  be  available  for  the  reduction  of 
the  national  debt  held  by  the  public.  The  members  of  the  Advisory  Council  are 
in  agreement  that  the  fulfillment  of  the  promises  made  to  the  wage  earners  in- 
cluded in  the  old-age  insurance  system  depends  upon,  more  than  anything  else, 
the  financial  integrity  of  the  Government.  The  members  of  the  council,  regard- 
less of  differing  views  on  other  aspects  of  the  financing  of  old-age  insurance,  are 
of  the  opinion  that  the  present  provisions  regarding  the  investment  of  the  moneys 
in  the  old-age  reserve  account  do  not  involve  any  misuse  of  these  moneys  or 
endanger  the  safety  of  these  funds. 
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In  the  Senate  of  the  United  States, 

June  19  (legislative  day,  June  15),  1948. 
Ordered,  That  reports  of  the  Advisory  Council  on  Social  Security 
to  the  Committee  on  Finance,  when  submitted  to  the  Secretary  of 
the  Senate  subsequent  to  the  proposed  adjournment  of  the  Senate,  be 
printed  as  Senate  documents  with  illustrations,  and  that  thereafter 
a  compilation  of  the  various  reports  by  such  Advisory  Council,  with 
other  relevant  materials  on  the  subject,  be  printed  as  a  Senate  docu- 
ment with  illustrations. 

Attest: 

Carl  A.  Loeffler,  Secretary. 
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LETTER  OF  TRANSMITTAL 


December  31,  1948. 

Hon.  Eugene  D.  Millikin, 

Chairman,  Committee  on  Finance, 

United  States  Senate,  Washington  25,  D.  C. 

Dear  Senator  Millikin:  There  is  transmitted  herewith  a  com- 
pilation of  the  four  reports  of  the  Advisory  Council  on  Social  Security 
to  the  Senate  Committee  on  Finance  containing  recommendations 
for  changes  in  social-security  legislation.  Each  of  these  reports  has 
previously  been  issued  as  a  separate  document:  (1)  Old- Age  and 
Survivors  Insurance  (S.  Doc.  149),  (2)  Permanent  and  Total  Dis- 
ability Insurance  (S.  Doc.  162),  (3)  Public  Assistance  (S.  Doc.  204), 
and  (4)  Unemployment  Insurance  (S.  Doc.  206). 

The  Council  has  studied  the  social-security  programs  and  their 
implications  carefully  and  has  endeavored  to  take  full  account  of  the 
interests — both  present  and  future — of  all  segments  of  the  Nation. 
It  is  the  hope  of  the  Council  that  these  reports  will  be  of  value  to  the 
Congress  in  bringing  about  necessary  and  desirable  changes  in  the 
social-security  programs. 

I  wish  again  to  express  my  deep  appreciation  of  the  earnest  and 
fine-spirited  efforts  of  all  members  of  the  Council  and  particularly  of 
the  splendid  work  done  by  the  Associate  Chairman,  Dr.  Sumner  H. 
Slichter.  The  work  of  the  Council  has  been  greatly  facilitated  by  an 
efficient  and  cooperative  staff  working  under  the  able  direction  of 
Robert  M.  Ball. 

Respectfully  submitted. 

Edward  R.  Stettinitjs,  Jr., 
Chairman,  Advisory  Council  on  Social  Security. 
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SENATE  RESOLUTION  141 


(80th  Cong.,  1st  sess.,  July  23,  1947) 

Resolved,  That  the  Committee  on  Finance,  or  any  duly  constituted  subcom- 
mittee thereof,  is  authorized  and  directed  to  make  a  full  and  complete  investiga- 
tion of  old-age  and  survivors  insurance  and  all  other  aspects  of  the  existing 
social-security  program,  particularly  in  respect  to  coverage,  benefits,  and  taxes 
related  thereto,  for  the  purpose  of  assisting  the  Senate  in  dealing  with  legislation 
relating  to  social  security  hereafter  originating  in  the  House  of  Representatives 
under  the  requirement  of  the  Constitution. 

Sec.  2.  For  the  purpose  of  this  resolution,  the  Committee  on  Finance,  or  any 
duly  constituted  subcommittee  thereof,  is  authorized  to  sit  and  act  at  such  places 
and  times  during  the  sessions,  recesses,  and  adjourned  periods  of  the  Eightieth 
Congress,  to  require  by  subpena  or  otherwise  the  attendance  of  such  witnesses  and 
the  production  of  such  books,  papers,  and  documents,  to  administer  such  oaths, 
to  take  such  testimony,  to  procure  such  printing  and  binding,  and  to  make  such 
expenditures  as  it  deems  advisable. 

Sec.  3.  The  committee  is  authorized  to  designate  and  appoint  an  Advisory 
Council  to  study,  assist,  consult  with,  and  advise  the  Committee  on  Finance  or 
its  duly  authorized  subcommittee,  and  the  committee  is  further  authorized  to 
designate  and  appoint  such  other  officers,  experts,  or  assistants  as  it  deems  neces- 
sary for  the  performance  of  the  investigation  directed  by  this  resolution. 

Sec.  4.  The  compensation  of  persons  assisting  the  committee  in  the  investigation 
directed  by  this  resolution  shall  be  fixed  by  the  committee  at  such  amounts  or 
rates  as  the  committee  deems  appropriate,  but  such  amounts  or  rates  shall  not 
exceed  the  amounts  or  rates  payable  for  comparable  duties  prescribed  by  the 
Classification  Act  of  1923,  as  amended. 

Sec.  5.  The  committee,  or  its  duly  constituted  subcommittee,  is  authorized,  with 
the  approval  of  the  Committee  on  Rules  and  Administration,  to  request  the  use 
of  the  services,  information,  facilities,  and  personnel  of  the  departments  and 
agencies  in  the  executive  branch  of  the  Government  in  the  performance  of  its 
duties  under  this  resolution. 

Sec.  6.  The  expenses  of  the  committee  under  this  resolution,  which  shall  not 
exceed  $25,000,  shall  be  paid  out  of  the  contingent  fund  of  the  Senate  upon 
vouchers  signed  by  the  chairman. 


SENATE  RESOLUTION  202 

(80th  Cong.,  2d  sess.,  February  20,  1948) 

Resolved,  That  the  limit  of  expenditures  authorized  under  Senate  Resolution 
141,  Eightieth  Congress,  agreed  to  July  23,  1947  (authorizing  an  investigation  by 
the  Committee  on  Finance  of  old-age  and  survivors  insurance  and  other  aspects 
of  the  social-security  program),  is  hereby  increased  by  $25,000. 
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The  Advisory  Council  on  Social  Security  was  appointed  by  the 
Committee  on  Finance  of  the  United  States  Senate  under  authority  of 
Senate  Resolution  141.  Members  of  the  Council,  citizens  from 
various  walks  of  life  and  representing  different  parts  of  the  country, 
were  appointed  on  September  17,  1947.  Preliminary  meetings  to 
plan  the  work  of  the  Council  were  held  in  October  and  November  and, 
at  the  first  meeting  of  the  full  Council  held  in  Washington  on  Decem- 
ber 4-5,  1947,  an  interim  committee  was  designated  to  make  a  con- 
tinuing study  of  the  problems  before  the  Council  and  to  develop 
proposals  to  be  considered  by  the  Council  as  a  whole.  The  full 
Council  has  held  a  total  of  seven  2-day  meetings  and  the  interim 
committee  has  had  eight  1-day  meetings. 

The  Council's  four  reports  appear  in  this  compilation  in  the  order 
that  they  were  prepared  and  transmitted  to  the  Senate  Committee  on 
Finance.  Part  I  covers  old-age  and  survivors  insurance;  part  II 
recommends  the  establishment  of  a  permanent  and  total  disability 
insurance  program;  part  III  relates  to  public  assistance  and  maternal 
and  child  health  and  welfare  services;  and  part  IV  relates  to  unem- 
ployment insurance  and  temporary  disability  insurance. 

Part  I.  Old-Age  and  Survivors  Insurance 

In  some  areas  the  present  provisions  of  the  old-age  and  survivors 
insurance  program  fail  to  provide  basic  security.  The  weaknesses 
of  the  existing  program  have  been  taken  into  consideration,  and 
recommendations  are  made  for  ways  to  close  the  gaps  in  the  protec- 
tion now  offered.  Account  has  been  taken  also  of  changes  that  have 
occurred  in  our  economy  since  1939,  when  the  general  structure  of  the 
present  program  was  adopted.  Particular  attention  has  been  given 
to  the  problem  of  financing  the  program.  The  recommendations 
regarding  the  contribution  rates  recognize  the  need  for  a  rate  which 
is  high  enough  to  establish  a  reasonable  relationship  between  contribu- 
tions and  benefits  and  which  will  increase  gradually  to  the  full  amount 
necessary  to  support  the  future  program,  but  not  so  large  as  to  build 
up  excessive  amounts  in  the  trust  fund  in  the  early  years. 

The  recommendations  on  old-age  and  survivors  insurance  are  de- 
signed to  provide  a  program  that  will  meet  the  present  needs  of  the 
people  without  imposing  too  heavy  a  burden  on  the  taxpayers  of  the 
future.  The  Council  anticipates  that  still  further  revisions  in  the 
program  will  be  needed  as  future  events  affect  family  life,  the  labor 
force,  and  the  general  conditions  under  which  people  live. 

Part  II.  Permanent  and  Total  Disability  Insurance 

The  recommendations  on  disability  insurance  are  designed  to  pro- 
vide benefits  for  permanently  and  totally  disabled  workers  through 
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the  extension  of  the  present  system  of  old-age  and  survivors  insurance 
to  cover  the  risk  of  disability.  The  Advisory  Council  has  found  that 
one  of  the  few  major  areas  in  which  the  Nation  lacks'  social-insurance 
protection  is  the  area  of  need  and  dependency  arising  out  of  permanent 
and  total  disability.  The  possibility  of  total  income  loss  and  eventual 
exhaustion  of  all  personal  resources  because  of  such  disability  is  of 
grave  concern  to  every  individual,  his  family,  and  the  community. 

Two  members  of  the  Council  oppose  the  inclusion  of  the  risk  of  total 
and  permanent  disability  under  social  insurance  but  favor  providing 
disability  protection  through  the  addition  of  a  new  category  to  the 
present  State-Federal  assistance  program.    (See  appendix  II-B.) 

Part  III.  Public  Assistance 

This  section  of  the  compilation  includes  recommendations  for  modi- 
fying the  existing  State-Federal  programs — old-age  assistance,  aid  to 
dependent  children,  and  aid  to  the  blind — and  for  the  establishment 
of  a  State-Federal  general  assistance  program  for  needy  persons  not 
currently  covered  by  any  State-Federal  public  assistance  program. 
No  recommendations  are  made  for  changes  in  the  provisions  of  title  V 
of  the  Social  Security  Act  relating  to  maternal  and  child  health, 
services  for  crippled  children,  and  child  welfare  services;  the  Council 
recommends,  however,  that  a  special  commission  be  appointed  to 
study  and  report  on  these  programs. 

The  recommendations  on  public  assistance  are  limited  to  the 
changes  in  the  Federal  law  that  the  Council  considers  necessary  to 
help  the  States  correct  the  weaknesses  in  their  programs.  The  Council 
does  not  propose  basic  changes  in  the  present  State-Federal  division 
of  responsibility  under  which  the  administration  of  the  program  is 
entirely  in  the  hands  of  the  States  and  Territories,  subject  to  certain 
minimum  Federal  standards  relating  to  the  definition  of  need  and 
other  conditions  of  eligibility  and  to  certain  aspects  of  administration. 
Beyond  these  minimum  standards,  the  States  have  wide  discretion 
in  determining  who  is  eligible  for  assistance  and  in  administering  the 
programs. 

The  Council  has  not  made  a  detailed  study  of  the  policies  and 
administrative  practices  of  the  various  States  and  Territories  but 
rather,  accepting  the  desirability  of  considerable  State  discretion  in 
determining  standards  and  policies,  has  confined  itself  to  a  considera- 
tion of  the  Federal  role.  The  wide  differences  among  the  States  in  the 
proportion  of  population  receiving  public  assistance  and  in  the 
amount  of  their  payments  indicate  not  only  great  differences  in  the 
need  to  be  met  but  differences  in  the  definition  of  need  and  in  the 
administration  of  the  programs.  The  Congress  may  wish  to  inform 
itself  further  concerning  the  effects  of  Federal  grants-in-aid  upon  the 
policy  decisions  and  administrative  practices  of  the  States.  The 
Council,  in  studying  the  Federal  part  of  the  program,  has  found  indi- 
cations of  a  number  of  inadequacies  and  of  several  opportunities  to 
improve  and  strengthen  the  Federal  role  in  this  State-Federal  program. 

In  making  its  recommendations,  the  Council  has  been  guided  by  the 
conviction  that  social  security  should  be  provided  insofar  as  possible 
through  insurance  rather  than  through  assistance.  Its  recom- 
mendations with  respect  to  public  assistance,  therefore,  presuppose 
that  the  essential  recommendations  contained  in  parts  I,  II,  and  IV, 
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of  this  compilation  on  old-age  and  survivors  insurance,  permanent  and 
total  disability  insurance,  and  unemployment  insurance  will  be 
enacted  into  law. 

Part  IV.  Unemployment  Insurance 

The  recommendations  in  this  section  of  the  compilation  are  designed 
to  improve  the  existing  State-Federal  system  of  unemployment 
insurance  by  (1)  extension  of  coverage,  (2)  removing  some  of  the 
present  barriers  to  more  adequate  benefit  provisions  and  providing 
for  adequate  benefit  financing,  (3)  making  more  rational  the  rela- 
tionship of  the  rate  of  contribution  to  the  cyclical  movements  of 
business,  (4)  improving  the  methods  and  financial  basis  of  adminis- 
tration, and  (5)  increasing  employee  and  citizen  participation  in  the 
program. 

Five  members  of  the  Council  favor  the  establishment  of  a  single 
national  system  of  unemployment  insurance  (see  appendix  IV-C). 
It  should  be  noted,  however,  that  four  of  these  members  would  join 
with  the  majority  in  supporting  the  recommendations  in  this  report 
for  the  improvement  of  the  State-Federal  system  should  the  Congress 
decide  against  the  establishment  of  a  national  program. 
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PART  I 

OLD-AGE  AND  SURVIVORS  INSURANCE 


INTRODUCTION  AND  SUMMARY 

Opportunity  for  the  individual  to  secure  protection  for  himself 
and  his  family  against  the  economic  hazards  of  old  age  and  death  is 
essential  to  the  sustained  welfare,  freedom,  and  dignity  of  the  American 
citizen.  For  some,  such  protection  can  be  gained  through  individual 
savings  and  other  private  arrangements.  For  others,  such  arrange- 
ments are  inadequate  or  too  uncertain.  Since  the  interest  of  the 
whole  Nation  is  involved,  the  people,  using  the  Government  as  the 
agency  for  their  cooperation,  should  make  sure  that  all  members  of 
the  community  have  at  least  a  basic  measure  of  protection  against 
the  major  hazards  of  old  age  and  death. 

In  the  last  analysis  the  security  of  the  individual  depends  on  the 
success  of  industry  and  agriculture  in  producing  an  increasing  flow 
of  goods  and  services.  However,  the  very  success  of  the  economy  in 
making  progress,  while  creating  opportunities,  also  increases  risks. 
Hence,  the  more  progressive  the  economy,  the  greater  is  the  need 
for  protection  against  economic  hazards.  This  protection  should 
be  made  available  on  terms  which  reinforce  the  interest  of  the  indi- 
vidual in  helping  himself.  A  properly  designed  social-security 
system  will  reinforce  the  drive  of  the  individual  toward  greater 
production  and  greater  efficiency,  and  will  make  for  an  environment 
conducive  to  the  maximum  of  economic  progress. 

The  Method  of  Social  Insurance 

The  Council  favors  as  the  foundation  of  the  social -security  system 
the  method  of  contributory  social  insurance  with  benefits  related  to 
prior  earnings  and  awarded  without  a  needs  test.  Differential  bene- 
fits based  on  a  work  record  are  a  reward  for  productive  effort  and  are 
consistent  with  general  economic  incentives,  while  the  knowledge  that 
benefits  will  be  paid — irrespective  of  whether  the  individual  is  in  need — 
supports  and  stimulates  his  drive  to  add  his  personal  savings  to  the 
basic  security  he  has  acquired  through  the  insurance  system.  Under 
such  a  social  insurance  system,  the  individual  earns  a  right  to  a 
benefit  that  is  related  to  his  contribution  to  production.  This  earned 
right  is  his  best  guaranty  that  he  will  receive  the  benefits  promised 
and  that  they  will  not  be  conditioned  on  his  accepting  either  scrutiny 
of  his  personal  affairs  or  restrictions  from  which  others  are  free. 

Public-assistance  payments  from  general  tax  funds  to  persons  who 
are  found  to  be  in  need  have  serious  limitations  as  a  way  of  maintain- 
ing family  income.  Our  goal  is,  so  far  as  possible,  to  prevent  de- 
pendency through  social  insurance  and  thus  greatly  reduce  the  need 
for  assistance.    We  recognize  that,  for  a  decade  or  two,  public  assist- 
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ance  will  be  necessary  for  many  persons  whose  need  could  hare  been 
met  by  the  insurance  program  if  it  had  been  in  effect  for  a  longer  time 
and  had  covered  all  persons  gainfully  employed.  The  Council  looks 
forward,  however,  to  the  time  when  virtually  all  persons  in  the  United 
States  will  have  retirement  or  survivorship  protection  under  the  old- 
age  and  survivors  insurance  program.  If  insurance  benefits  are  of 
reasonable  amount,  public  assistance  will  then  be  necessary  only  for 
those  aged  persons  and  survivors  with  unusual  needs  and  for  the  few 
who,  for  one  reason  or  another,  have  been  unable  to  earn  insurance 
rights  through  work.  Under  such  conditions  the  Federal  expenditure 
for  public  assistance  can  be  reduced  to  a  small  fraction  of  its  present 
amount. 

The  Council  has  studied  the  existing  system  of  old-age  and  sur- 
vivors insurance  and  unanimously  approves  its  basic  principles.  The 
Council,  however,  finds  three  major  deficiencies  in  the  program: 

1.  Inadequate  coverage — only  about  three  out  of  every  five  jobs 
are  covered  by  the  program. 

2.  Unduly  restrictive  eligibility  requirements  for  older  workers — 
largely  because  of  these  restrictions,  only  about  20  percent  of  those 
aged  65  or  over  are  either  insured  or  receiving  benefits  under  the  pro- 
gram. 

3.  Inadequate  benefits — retirement  benefits  at  the  end  of  1947 
averaged  $25  a  month  for  a  single  person. 

The  Council's  recommendations  are  designed  to  remedy  these 
major  defects. 

The  Council  has  agreed  unanimously  on  20  of  its  22  specific  recom- 
mendations. The  two  instances  of  dissenting  opinions  have  been 
noted  in  connection  with  the  recommendations  themselves,  and  the 
reasons  for  the  dissents  have  been  given  in  appendixes  I-E  and  I-F. 

Summary  of  Recommendations 

1.  Self-employment. — Self-employed  persons  such  as  business  and 
professional  people,  farmers,  and  others  who  work  on  their  own  account 
should  be  brought  under  coverage  of  the  old-age  and  survivors  in- 
surance system.  Their  contributions  should  be  payable  on  their 
net  income  from  self-employment,  and  their  contribution  rate  should 
be  IK  times  the  rate  payable  by  employees.  Persons  who  earn  very 
low  incomes  from  self-employment  should  for  the  present  remain 
excluded. 

2.  Farm  workers. — Coverage  of  the  old-age  and  survivors  insurance 
system  should  be  extended  to  farm  employees. 

3.  Household  workers. — Coverage  of  the  old-age  and  survivors  in- 
surance system  should  be  extended  to  household  workers. 

4.  Employees  of  nonprofit  institutions. — Employment  for  nonprofit 
institutions  now  excluded  from  coverage  under  the  old-age  and  sur- 
vivors insurance  program  should  be  brought  under  the  program,  except 
that  clergymen  and  members  of  religious  orders  should  continue  to  be 
excluded. 

5.  Federal  civilian  employees. — Old-age  and  survivors  insurance  cover- 
age should  be  extended  immediately  to  the  employees  of  the  Federal 
Government  and  its  instrumentalities  who  are  now  excluded  from  the 
civil-service  retirement  system.  As  a  temporary  measure  designed  to 
give  protection  to  the  short-term  Government  worker,  the  wage  credits 
of  all  those  who  die  or  leave  Federal  employment  with  less  than  5  years' 
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service  should  be  transferred  to  old-age  and  survivors  insurance.  The 
Congress  should  direct  the  Social  Security  Administration  and  the 
agencies  administering  the  various  Federal  retirement  programs  to 
develop  a  permanent  plan  for  extending  old-age  and  survivors  insur- 
ance to  all  Federal  civilian  employees,  whereby  the  benefits  and  contri- 
butions of  the  Federal  retirement  systems  would  supplement  the  pro- 
tection of  old-age  and  survivors  insurance  and  provide  combined 
benefits  at  least  equal  to  those  now  payable  under  the  special  retire- 
ment systems. 

6.  Railroad  employees. — The  Congress  should  direct  the  Social  Secu- 
rity Administration  and  the  Railroad  Retirement  Board  to  undertake 
a  study  to  determine  the  most  practicable  and  equitable  method  of 
making  the  railroad  retirement  system  supplementary  to  the  basic 
old-age  and  survivors  insurance  program.  Benefits  and  contributions 
of  the  railroad  retirement  system  should  be  adjusted  to  supplement  the 
basic  protection  afforded  by  old-age  and  survivors  insurance,  so  that 
the  combined  protection  of  the  two  programs  would  at  least  equal  that 
under  the  Railroad  Retirement  Act. 

7.  Members  of  the  armed  forces. — Old-age  and  survivors  insurance 
coverage  should  be  extended  to  members  of  the  armed  forces,  including 
those  stationed  outside  the  United  States. 

8.  Employees  of  State  and  local  governments. — The  Federal  Govern- 
ment should  enter  into  voluntary  agreements  with  the  States  for  the 
extension  of  old-age  and  survivors  insurance  to  the  employees  of 
State  and  local  governments,  except  that  employees  engaged  in 
proprietary  activities  should  be  covered  compulsorily. 

9.  Social  security  in  island  possessions. — A  commission  should  be 
established  to  determine  the  kind  of  social-security  protection  appro- 
priate to  the  possessions  of  the  United  States. 

10.  Inclusion  of  tips  as  wages. — The  definition  of  wages  as  con- 
tained in  section  209  (a)  of  the  Social  Security  Act,  as  amended,  and 
section  1426  (a)  of  subchapter  A  of  chapter  9  of  the  Internal  Revenue 
Code  should  be  amended  to  specify  that  such  wages  shall  include  all 
tips  or  gratuities  customarily  received  by  an  employee  from  a  customer 
of  an  employer. 

11.  Insured  status. — To  permit  a  larger  proportion  of  older  workers, 
particularly  those  newly  covered,  to  qualify  for  benefits,  the  require- 
ments for  fully  insured  status  should  be  1  quarter  of  coverage  for  each 
2  calendar  quarters  elapsing  after  1948  or  after  the  quarter  in  which 
the  individual  attains  the  age  of  21,  whichever  is  later,  and  before  the 
quarter  in  which  he  attains  the  age  of  65  (60  for  women)  or  dies. 
Quarters  of  coverage  earned  at  any  time  after  1936  should  count 
toward  meeting  this  requirement.  A  minimum  of  6  quarters  of 
coverage  should  be  required  and  a  worker  should  be  fully  and  per- 
manently insured  if  he  has  40  quarters  of  coverage.  In  cases  of  death 
before  January  1,  1949,  the  requirement  should  continue  to  be  1 
quarter  of  coverage  for  each  2  calendar  quarters  elapsing  after  1936 
or  after  the  quarter  in  which  the  age  of  21  was  attained,  whichever  is 
later,  and  before  the  quarter  in  which  the  individual  attained  the  age 
of  65  or  died. 

12.  Maximum  base  for  contributions  and  benefits. — To  take  into 
account  increased  wage  levels  and  costs  of  living,  the  upper  limit  on 
earnings  subject  to  contributions  and  credited  for  benefits  should  be 
raised  from  $3,000  to  $4,200.    The  maximum  average  monthly  wage 
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used  in  the  calculation  of  benefits  should  be  increased  from  $250  to 
$350. 

13.  Average  monthly  wage. — The  average  monthly  wage  should  be 
computed  as  under  the  present  law,  except  that  any  worker  who  has 
had  wage  credits  of  $50  or  more  in  each  of  six  or  more  quarters  after 
1948  should  have  his  average  wage  based  either  on  the  wages  and 
elapsed  time  counted  as  under  the  present  law  or  on  wages  and  elapsed 
time  after  1948,  whichever  gives  the  higher  result. 

14.  Benefit  formula. — To  provide  adequate  benefits  immediately 
and  to  remove  the  present  penalty  imposed  on  workers  who  lack  a 
lifetime  of  coverage  under  old-age  and  survivors  insurance,  the 
primary  insurance  benefit  should  be  50  percent  of  the  first  $75  of 
the  average  monthly  wage  plus  15  percent  of  the  remainder  up  to  $275. 
Present  beneficiaries,  as  well  as  those  who  become  entitled  in  the  future, 
should  receive  benefits  computed  according  to  this  new  formula  for 
all  months  after  the  effective  date  of  the  amendments. 

15.  Increased  survivor  protection. — To  increase  the  protection  for  a 
worker's  dependents,  survivor  benefits  for  a  family  should  be  at  the 
rate  of  three-fourths  of  the  primary  insurance  benefit  for  one  child 
and  one-half  for  each  additional  child,  rather  than  one-half  for  all 
children  as  at  present.  The  parent's  benefit  should  also  be  increased 
from  one-half  to  three-fourths.  Widows'  benefits  should  remain  at 
three-fourths  of  the  primary  insurance  benefit. 

16.  Dependents  of  insured  women. — To  equalize  the  protection  given 
to  the  dependents  of  women  and  men,  benefits  should  be  payable  to 
the  young  children  of  any  currently  insured  woman  upon  her  death 
or  eligibility  for  primary  insurance  benefits.  Benefits  should  be  pay- 
able also  (a)  to  the  aged,  dependent  husband  of  a  primary  beneficiary 
who,  in  addition  to  being  fully  insured,  was  currently  insured  at  the 
time  she  became  eligible  for  primary  benefits,  and  (b)  to  the  aged, 
dependent  widower  of  a  woman  who  was  fully  and  currently  insured 
at  the  time  of  her  death. 

17.  Maximum  benefits. — To  increase  the  family  benefits,  the  maxi- 
mum benefit  amount  payable  on  the  wage  record  of  an  insured  indi- 
vidual should  be  three  times  the  primary  insurance  benefit  amount 
or  80  percent  of  the  individual's  average  monthly  wage,  whichever  is 
less,  except  that  this  limitation  should  not  operate  to  reduce  the  total 
family  benefits  below  $40  a  month. 

18.  Minimum  benefit. — The  minimum  primary  insurance  benefit 
payable  should  be  raised  to  $20. 

19.  Retirement  test. — No  retirement  test  (work  clause)  should  be 
imposed  on  persons  aged  70  or  over.  At  lower  ages,  however,  the 
benefits  to  which  a  beneficiary  and  his  dependents  are  entitled  for  any 
month  should  be  reduced  by  the  amount  in  excess  of  $35  which  he 
earns  from  covered  employment  in  that  month.  Benefits  should  be 
suspended  for  any  month  in  which  such  earnings  exceed  $35  but,  each 
quarter,  beneficiaries  should  receive  the  amount  by  which  the  sus- 
pended benefits  exceeded  earnings  above  the  exemption. 

20.  Qualifying  age  for  women. — The  minimum  age  at  which  women 
may  qualify  for  old-age  benefits  (primary,  wife's,  widow's,  parent's) 
should  be  reduced  to  60  years. 

21.  Lump-sum  benefits. — To  help  meet  the  special  expenses  of  illness 
and  death,  a  lump-sum  benefit  should  be  payable  at  the  death  of 
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every  insured  worker  even  though  monthly  survivor  benefits  are  pay- 
able. The  maximum  payment  should  be  four  tunes  the  primary  insur- 
ance benefit  rather  than  six  times  as  at  present. 

22.  Contribution  schedule  and  Government  participation. — The  con- 
tribution rate  should  be  increased  to  lK  percent  for  employers  and 
1%  percent  for  employees  at  the  same  time  that  benefits  are  liberal- 
ized and  coverage  is  extended.  The  next  step-up  in  the  contribution 
rate,  to  2  percent  on  employer  and  2  percent  on  employee,  should  be 
postponed  until  the  1  ^-percent  rate  plus  interest  on  the  investments 
of  the  trust  fund  is  insufficient  to  meet  current  benefit  outlays  and 
administrative  costs.  There  are  compelling  reasons  for  an  eventual 
Government  contribution  to  the  system,  but  the  Council  feels  that  it 
is  unrealistic  to  decide  now  on  the  exact  timing  or  proportion  of  that 
contribution.  When  the  rate  of  2  percent  on  employers  and  2  percent 
on  employees  plus  interest  on  the  investments  of  the  trust  fund  is 
insufficient  to  meet  current  outlays,  the  advisability  of  an  immediate 
Government  contribution  should  be  considered. 

Technical  and  Minor  Amendments 

In  addition  to  these  major  recommendations,  several  minor  and 
technical  amendments  are  needed  to  correct  certain  inequities  and 
administrative  problems  resulting  from  the  present  provisions.  The 
Council  has  preferred  in  the  main  to  leave  recommendations  on  such 
questions  to  the  Social  Security  Administration.  The  Council  would 
like  to  call  attention,  however,  to  the  need  for  additional  adjustments 
to  protect  the  rights  of  men  who  served  in  World  War  II.  Our  general 
recommendations,  if  put  into  effect,  would  remove  most  of  the 
inequities  which  these  veterans  would  otherwise  suffer;  but,  in  addition, 
section  210 1  of  the  present  act  should  be  temporarily  extended  to 
protect  veterans  during  the  transitional  period  until  our  general 
recommendations  become  fully  operative.  The  Council  also  wishes 
to  call  attention  to  the  lack  of  coverage  for  American  citizens  employed 
outside  the  United  States  by  American  firms. 

Interdependence  of  Recommendations 

The  Council  stresses  the  fact  that  its  recommendations  are  a 
consistent  whole  and  that  many  of  the  22  specific  proposals  are 
interdependent.  If  coverage  is  not  broadly  extended,  for  example, 
the  Council  would  propose  very  different  modifications  in  the  present 
provisions  for  insured  status,  benefit  structure,  method  of  determining 
the  average  monthly  wage,  and  financing.  Accordingly,  the  Councu 
strongly  urges  that  its  recommendations  be  considered  as  a  whole. 

Plan  of  the  Report 

The  Council's  proposed  remedies  for  the  three  major  deficiencies  of 
the  present  program — inadequate  coverage,  unduly  restrictive  eli- 
gibility requirements,  and  inadequate  benefits — are  outlined  in  this 
section.  The  test  of  retirement,  financing,  and  the  importance  of  a 
broad  informational  program  are  also  discussed.  The  section  which 
follows  treats  the  22  specific  recommendations  in  more  detail.  Ap- 
pendixes I-A  and  I-B  are  concerned  with  special  aspects  of  costs  and 
financing. 


i  Section  210  provides  special  survivor  benefits  to  dependents  of  veterans  who  died  wlthta  3  year*  Ql  dis- 
charge if  such  dependents  are  not  entitled  to  survivor  benefits  under  veterans'  laws. 
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Goal  of  Universal  Coverage 

The  basic  protection  afforded  by  the  contributory  social  insurance 
system  under  the  Social  Security  Act  should  be  available  to  all  who  are 
dependent  on  income  from  work.  The  character  of  one's  occupation 
should  not  force  one  to  rely  for  basic  protection  on  public  assistance 
rather  than  insurance. 

Earlier  decisions  to  exclude  the  self-employed,  workers  in  agricul- 
ture, and  workers  in  domestic  service  from  coverage  of  the  insurance 
system  were  based  on  expectation  that  there  would  be  administrative 
difficulties  in  collecting  contributions  and  obtaining  wage  reports  for 
these  groups.  Other  groups  such  as  railroad  workers,  government 
employees,  and  employees  of  religious,  charitable,  and  educational 
institutions  were  excluded  for  various  reasons — because  some  of  the 
workers  were  protected  under  existing  retirement  plans,  because  of  the 
constitutional  barrier  to  the  levy  of  a  Federal  tax  on  State  and  local 
governments,  or  because  of  objections  to  taxing  traditionally  tax- 
exempt  nonprofit  organizations. 

The  Council  believes  that  none  of  the  reasons  for  the  original  ex- 
clusions justifies  continued  denial  of  basic  social  insurance  protection 
to  these  groups.  The  administrative  difficulties  which  may  arise 
from  including  the  self-employed  and  workers  in  agriculture  and 
domestic  service  seem  far  less  formidable  today  than  they  did  10  years 
ago  when  the  social  insurance  system  was  new  and  in  the  early  stages 
of  developing  its  administrative  organization. 

Ten  years'  experience  with  incomplete  coverage  has  revealed  the 
many  inequities  and  anomalies  which  arise  when  workers  move  be- 
tween covered  and  noncovered  employments.  In  many  cases  these 
workers  pay  contributions  but  never  receive  benefits,  and  in  others 
they  may  become  entitled  to  benefits  which,  though  small,  are  worth 
far  more  in  relation  to  their  contributions  than  are  the  benefits  of 
workers  covered  regularly. 

The  present  incomplete  system  of  social  insurance  affords  uneven 
protection  in  different  parts  of  the  United  States.  Coverage  restric- 
tions cause  relatively  fewer  people  to  receive  old-age  and  survivors 
insurance  benefits  in  agricultural  States  than  in  States  where  industry 
predominates.  Conversely,  the  number  of  persons  receiving  old-age 
assistance  per  1,000  aged  population  is  considerably  larger  in  the 
agricultural  States  (see  appendix  I-C).  As  a  consequence,  the  tax- 
payers of  the  agricultural  States  must  meet,  from  general  revenues,  a 
disproportionate  share  of  the  costs  of  old-age  security  and  aid  to 
families  of  workers  who  die  prematurely.  Since  the  per  capita  income 
of  most  predominantly  agricultural  States  is  far  below  that  of  the 
largely  industrial  and  commercial  States,  the  former  have  relatively 
more  people  in  need  of  assistance  and  smaller  revenues  from  which 
to  meet  this  need. 

Employers  as  well  as  employees  suffer  from  the  lack  of  protection 
for  the  noncovered  occupations,  because  employers  offering  noncovered 
jobs  cannot  furnish  as  attractive  labor  conditions  as  those  of  their 
competitors  in  the  labor  market  who  are  in  covered  industries.  Some 
workers  who  have  been  protected  by  social  insurance  during  the  war 
have  been  unwilling  to  return  to  such  noncovered  jobs  as  agriculture 
or  domestic  work  or  work  in  nonprofit  organizations,  where  they  will 
lose  that  protection. 
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An  incidental  but  important  result  of  extension  of  coverage  will 
be  a  reduction  in  the  percentage  of  pay  rolls  required  to  meet  the  costs 
of  old-age  and  survivors  insurance.  Extension  of  coverage  would 
increase  the  revenue  of  the  program  more  than  it  increases  benefit 
payments.  The  net  saving  would  be  roughly  one-half  percent  to  1 
percent  of  pay  roll  under  the  present  provisions.  Under  a  program 
of  liberalized  benefits  such  as  we  recommend,  costs  would,  of  course, 
be  increased,  but  under  such  a  program  the  net  saving  as  a  result 
of  the  extension  of  coverage  would  also  be  increased — possibly  to 
as  much  as  2  percent  of  pay  roll.  The  saving  occurs  in  the  main 
because  under  the  present  limited  coverage  system,  those  who  move 
in  and  out  of  covered  employment  have  low  average  monthly  wages 
in  covered  employment  and  receive  the  advantage  of  a  formula 
weighted  in  favor  of  those  with  low  average  wages.  Under  extended 
coverage  such  persons  will  have  to  pay  contributions  on  all  the  wages 
which  they  earn,  and  although  their  benefits  will  be  increased,  they 
will  be  increased  at  the  lower  rate  of  the  formula  (the  present  formula 
pays  40  percent  of  the  first  $50  of  average  monthly  wage,  but  only  10 
percent  above)  and  the  income  to  the  fund  will  increase  more  than 
the  claims  against  it. 

There  are  no  immediate  obstacles  to  extension  of  coverage  to  the 
self-employed,  farm  employees,  workers  in  domestic  service,  employees 
of  nonprofit  institutions,  the  armed  forces,  and  employees  of  State 
and  local  governments.  Accordingly,  the  Council  recommends  that 
coverage  be  extended  to  these  groups  without  delay.  A  similar  rec- 
ommendation applies  to  the  Federal  civilian  employees  who  are  not 
under  the  civil-service  retirement  system.  Extension  of  coverage  to 
Federal  civilian  employees  who  are  subject  to  the  Federal  retirement 
plan  and  to  the  employees  of  the  railroads,  however,  requires  solution 
of  various  technical  problems  before  legislation  is  enacted.  The 
civil-service  retirement  system  and  the  railroad  retirement  system 
will  have  to  be  modified  to  take  into  account  the  protection  which 
would  be  afforded  by  coverage  under  old-age  and  survivors  insurance. 
The  Council  believes  that  the  best  way  to  work  out  these  problems 
is  through  joint  studies  by  the  Social  Security  Administration  and 
the  Civil  Service  Commission  in  the  case  of  Federal  civilian  employees, 
and  the  Social  Security  Administration  and  the  Railroad  Retirement 
Board  in  the  case  of  the  railroad  employees.  The  Council  has  rec- 
ommended that  the  necessary  studies  be  required  by  Congress.  Ex- 
tension of  coverage  to  types  of  employment  with  existing  staff  retire- 
ment systems  or  compulsory  insurance  protection  can  and  should  be 
accomplished  without  any  loss  of  benefits  to  the  workers  regularly 
covered  by  these  systems.  This  result  can  be  achieved  by  making 
their  present  special  pension  plans  supplementary  to  old-age  and 
survivors  insurance. 

Since  the  present  civil-service  retirement  plan  and  railroad  retire- 
ment system  now  give  more  protection  to  those  regularly  covered 
than  would  old-age  and  survivors  insurance,  the  question  may  be 
asked:  "Why  extend  old-age  and  survivors  insurance  to  Federal  civil- 
service  employees  or  to  railroad  workers?"  This  question  is  discussed 
under  the  specific  recommendations  in  the  Council's  report.  In 
essence,  the  answer  is  that  some  workers,  particularly  short-service 
workers  and  those  who  move  in  and  out  of  Federal  or  railroad  employ- 
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ment,  are  inadequately  protected  under  present  arrangements.  An 
extension  of  coverage  would  help  these  workers  without  reducing  the 
combined  protection  available  for  long-service  workers.  In  addition, 
if  the  Council's  recommendation  for  an  eventual  Government  contri- 
bution were  followed,  an  extension  of  coverage  would  mean  that  these 
employers  and  employees  would  pay  less  for  that  protection. 

Limitations  of  Voluntary  Methods 

Voluntary  coverage  under  old-age  and  survivors  insurance  has  been 
suggested.  In  the  opinion  of  the  Council,  voluntary  coverage  is 
defensible  only  where  the  Federal  Government  cannot  under  the 
Constitution  apply  compulsion.  Since  it  is  apparently  unconstitu- 
tional for  the  Federal  Government  to  tax  the  States  and  localities, 
we  believe  it  necessary  to  allow  these  units  to  enter  into  voluntary 
compacts  for  the  coverage  of  their  employees.  We  are  convinced 
that  to  offer  voluntary  coverage  in  any  area  where  it  can  possibly  be 
avoided  would  be  a  grave  mistake. 

Since  the  chief  objective  of  the  old-age  and  survivors  insurance 
program  is  basic  family  protection  adequate  for  the  needs  that  can  be 
presumed  to  exist  in  various  family  situations,  the  program  contains 
eligibility  and  benefit  provisions  which,  especially  in  the  early  years  of 
operation  and  in  the  case  of  workers  with  large  families,  allow  for  the 
payment  of  benefits  considerably  in  excess  of  the  value  of  contribu- 
tions. These  provisions  make  the  program  vulnerable  if  voluntary 
participation  by  individuals  is  allowed.  The  "adverse  selection" 
which  would  occur  would  have  serious  effects  on  the  program's 
solvency. 

Voluntary  participation  by  employing  organizations  would  have  less 
serious  but  still  highly  undesirable  effects.  The  organizations  most 
likely  to  participate  in  an  elective  program  would  be  those  whose 
employees  as  a  group  would  stand  to  gain  disproportionately  large 
benefits  in  return  for  their  contributions,  such  as  organizations  largely 
made  up  of  persons  nearing  retirement  age  or  men  with  large  families. 
Furthermore,  many  employers  in  the  groups  now  excluded  employ 
only  a  few  persons.  The  smaller  the  staff,  the  greater  the  probabilities 
that  the  distribution  of  employees  by  age,  sex,  and  family  dependents 
will  differ  from  the  distribution  which  obtains  among  the  employee 
population  as  a  whole  and  therefore  the  greater  are  the  possibilities 
of  adverse  selection.  Under  a  voluntary  system,  the  employers  who 
pay  the  lowest  wages  and  whose  employees  consequently  may  be  in 
greatest  need  of  protection  would  be  least  likely  to  elect  coverage. 

The  history  of  voluntary  social  insurance  indicates  that  those  who 
most  need  the  protection  seldom  participate.  Usually  the  persons 
who  choose  to  participate  are  those  who  can  expect  a  large  return  for 
their  contributions  and  who  can  easily  spare  the  money.  We  see  no 
justification  whatever  in  offering  insurance  protection  at  extreme 
bargain  rates  to  a  select  group,  consisting  primarily  of  those  who 
recognize  the  opportunity  for  a  bargain  and  are  well  able  to  take 
advantage  of  it,  and  in  requiring  the  covered  group  as  a  whole  to 
bear  the  cost  of  the  difference  between  what  the  select  group  pays 
and  what  it  receives. 

More  Liberal  Eligibility  Requirements  for  Older  Workers 

Old-age  and  survivors  insurance  now  offers  basic  retirement  pro- 
tection to  the  majority  of  younger  workers,  but  many  of  those  in  the 
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middle  and  higher-age  groups  will  not  be  eligible  for  benefits  when 
they  retire.  The  worker  who  is  now  young  and  has  a  whole  working 
lifetime  of  some  40  years  ahead  has  ample  opportunity  to  build  up 
credits  toward  meeting  the  present  eligibility  requirements.  Older 
workers,  however,  have  only  relatively  limited  opportunity  to  build 
up  such  credits,  and  many  fail  to  qualify  who  would  have  done  so 
had  the  program  come  into  existence  when  they  were  young.  The 
Council  believes  that,  in  establishing  eligibility  requirements,  special 
allowance  should  be  made  for  those  who  were  already  at  the  higher 
ages  when  the  system  began.  Liberalization  of  the  present  eligibility 
requirements  is  made  even  more  necessary  if  coverage  is  extended. 
As  a  group,  newly  covered  workers  will  have  had  no  opportunity  to 
build  up  credits  in  the  past  and,  unless  some  change  is  made  in  the 
requirements,  very  few  of  the  older  workers  in  the  newly  covered 
groups  would  ever  be  eligible  for  retirement  benefits. 

If  the  effectiveness  of  the  social-insurance  method  of  meeting  income 
loss  in  old  age  is  not  to  be  unduly  postponed,  the  period  of  covered 
employment  required  for  insured  status  will  have  to  be  substantially 
reduced.  It  should  not,  of  course,  be  reduced  so  far  as  to  endanger 
the  character  of  the  benefit  as  an  earned  right  based  on  contributions 
and  work  records.  We  propose  as  a  method  of  reducing  the  require- 
ments for  insured  status  a  "new  start"  which  will  require  the  same 
qualifying  period  for  an  older  worker  now  as  was  required  for  a  person 
who  was  the  same  age  when  the  system  began  operation.  As  pointed 
out  in  the  report  which  follows,  this  recommendation  is  contingent  on  a 
broad  extension  of  coverage. 

More  Adequate  Benefits  Now 

The  benefit  amounts  now  being  paid  under  the  old-age  and  survivors 
insurance  program  are  inadequate  for  the  security  of  most  of  the 
beneficiaries.  At  the  end  of  1946  the  average  benefit  for  a  retired  male 
worker  alone  was  $24.90  a  month,  the  average  benefit  for  a  retired  man 
and  wife  was  $39,  and  the  average  family  benefit  for  a  widow  and 
two  children  was  $48.20.  If  the  old-age  and  survivors  insurance  pro- 
gram is  to  do  an  effective  job  of  insuring  gainfully  occupied  individuals 
and  their  families  against  dependency  in  the  old  age  or  on  the  death  of 
a  family  breadwinner,  the  level  of  benefits  must  be  raised. 

Under  the  present  program,  benefits  are  computed  as  a  basic  amount 
which  is  increased  by  1  percent  for  each  year  in  which  the  wage  earner 
received  $200  or  more  in  wages.  Full-rate  benefits,  under  this  system 
of  computation,  will  not  be  paid  until  after  1980,  when  those  now 
young  will  be  able  to  retire  on  benefits  some  40  percent  larger  than 
the  basic  amounts  payable  at  the  beginning  of  the  system's  operation. 

The  Council  believes  that  the  primary  benefit  should  be  50  percent 
of  the  first  $75  of  the  average  monthly  wage  and  15  percent  of  the 
remainder  up  to  the  maximum  average  monthly  wage  ($350  a  month) 
that  can  be  counted  toward  benefits.  Under  this  formula,  the  full 
rate  of  benefits  contemplated  for  the  future  would  be  paid  at  once 
and  the  1-percent  increment  would  be  eliminated.  Without  the 
increment,  which  commits  the  system  to  an  automatically  increasing 
level  of  benefits,  a  higher  level  of  benefits  can  be  paid  immediately 
than  would  be  warranted  under  a  formula  such  as  that  in  the  present 
law. 

Our  proposed  benefit  formula  was  chosen  because  it  combines  the 
advantages  of  relatively  high  benefits  in  the  low-wage  brackets  with 
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a  considerable  spread  of  benefit  amounts  for  the  middle-  and  higher- 
wage  levels. 

In  addition  to  the  revision  in  the  benefit  formula,  several  other 
changes  we  recommend  would  have  the  effect  of  making  benefits 
more  adequate.  Extension  of  coverage  will  achieve  this  result  for 
those  who  move  in  and  out  of  the  employments  now  covered,  since 
their  future  benefits  will  be  based  on  all  their  earnings  up  to  the  maxi- 
mum base  rather  than  only  on  those  earned  in  certain  types  of  employ- 
ment. By  reducing  the  age  of  eligibility  for  women  from  65  to  60, 
benefits  payable  to  a  family  consisting  of  a  primary  beneficiary  and 
his  wife  aged  60  to  64  would  be  increased  immediately  by  50  percent. 
By  raising  the  base  for  computation  of  benefits  from  the  present 
$3,000  to  $4,200,  the  benefits  for  workers  at  the  higher-wage  levels 
will  be  increased  somewhat  in  the  near  future  and  to  a  greater  extent 
as  additional  years  elapse — an  increase  for  which  in  a  mature  program 
these  workers  will  have  paid  by  additional  contributions.  An  in- 
crease in  benefits  would  also  result  from  our  recommendation  for 
basing  benefits  solely  on  wages  earned  after  1948  if  such  wages  result 
in  a  higher  average  monthly  wage  than  that  derived  from  all  wages 
earned  under  the  program.  After  this  "new  start"  provision  becomes 
effective,  the  over-all  effect  of  our  recommendations  would  be  to  in- 
crease the  benefit  currently  awarded  a  retired  male  worker  alone  from 
the  present  average  of  about  $25  a  month  to  an  average  of  about  $55. 
An  average  benefit  for  man  and  wife  would  be  about  $85  a  month,  and 
the  average  family  benefit  for  a  widow  and  two  childreD  would  be 
about  $110.  These  amounts  are  higher  than  those  which  would  be 
paid  under  the  proposed  formula  before  the  new  start  becomes 
effective. 

Test  of  Retirement 

The  rapidly  increasing  number  of  aged  in  the  population  has  made 
the  Council  conscious  of  the  need  for  modification  of  the  present 
retirement  test,  which  prevents  the  payment  of  benefits  to  all  who 
earn  $15  a  month  or  more  in  covered  employment.  Since  the  time 
of  the  passage  of  the  original  act,  the  number  of  persons  aged  65  and 
over  has  risen  from  somewhat  more  than  7.8  million  to  nearly  11 
million.  In  another  25  years  there  may  be  nearly  20  million  aged 
persons  in  the  United  States.  In  these  circumstances  it  is  particularly 
important  that  the  aged  make  the  contribution  to  production  of 
which  they  are  capable. 

Most  aged  persons,  it  is  true,  do  not  retire  voluntarily.  Generally 
speaking,  those  who  retire  do  so  at  the  will  of  the  employer  or  because 
they  are  unable  to  work.  The  existence  of  a  work  clause  in  old-age 
and  survivors  insurance  probably  has  little  effect  on  this  basic  fact, 
since  few  people  are  likely  to  give  up  full-time  jobs  because  of  the 
availability  of  old-age  and  survivors  insurance  benefits.  The  present 
very  restrictive  work  clause,  however,  probably  discourages  some  of 
those  who  have  retired  from  their  regular  jobs  from  making  such 
contribution  to  production  as  they  are  capable  of  making.  We  have 
therefore  suggested  liberalizations  in  the  retirement  test  which  will 
remove  some  of  the  barriers  to  gainful  activity  on  the  part  of  bene- 
ficiaries. 

The  Council  believes  that  further  study  of  the  broad  problem  of 
the  aged  in  our  society  is  desirable.    We  recommend  that  the  Federal 
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Government  establish  a  commission  to  undertake  such  a  study.  We 
have  in  mind  particularly  consideration  of  employment  opportunities 
for  the  aged,  their  adjustment  to  retirement,  the  availability  of  recrea- 
tional facilities,  housing  for  the  aged,  care  for  the  chronically  ill,  and 
other  services.  The  maintenance  of  income  for  those  who  have 
retired  is  only  part  of  the  provision  of  security  for  the  aged. 

Financing 

A  primary  consideration  in  evaluating  proposals  for  social  security 
benefits  must  be  the  impact  of  their  present  and  future  costs  on  the 
Nation's  economy.  The  recommendations  of  the  Council  for  changes 
in  benefits  and  in  coverage  have  been  made  only  after  careful  considera- 
tion of  the  probable  costs  and  the  method  for  financing  them.  The 
Council,  however,  would  be  less  than  frank  if  it  failed  to  stress  the 
difficulties  of  estimating  the  ultimate  cost  of  the  system.  Appendix 
I-B  of  this  report  deals  with  the  problem  of  estimating  costs  and  dis- 
cusses in  some  detail  the  nature  and  purpose  of  long-range  cost 
estimates. 

Exactly  what  future  costs  will  be  will  depend  on  a'number  of  factors 
that  are  more  or  less  uncertain — the  proportion  of  men  and  women 
in  covered  employment  who  will  reach  the  age  of  retirement,  the 
proportion  of  persons  reaching  the  age  of  retirement  who  will  have 
fully  insured  status,  the  proportion  of  persons  eligible  for  benefits  who 
will  elect  to  work  rather  than  retire,  and  the  length  of  time  retired 
persons  will  draw  benefits.  Similar  questions  arise  in  connection 
with  survivorship  benefits. 

In  setting  the  contribution  rates  for  the  system,  the  essential  question 
is  probably  not  "What  percentage  of  pay  roll  would  be  required  at 
some  distant  time  to  pay  benefits  equal  to  the  money  amount  provided 
in  the  Council's  recommendations?"  Rather  it  is  "What  percentage  of 
pay  roll  will  be  required  to  pay  benefits  representing  about  the  same 
proportion  of  future  monthly  earnings  that  the  benefits  recommended 
by  the  Council  represent  of  present  monthly  earnings?"  If  past 
trends  continue,  monthly  wage  earnings  several  decades  hence  will  be 
considerably  larger  than  those  of  today,  and  benefits  will  probably  be 
revised  to  take  these  increased  wages  into  account.  The  long-range 
estimates  presented  by  the  Council,  however,  disregard  the  possibility 
of  increases  in  wage  levels  and  state  the  costs  of  the  proposed  benefits 
as  a  percentage  of  the  pay  rolls  based  on  continuation  of  the  wage 
levels  of  the  last  few  years.  If  increasing  wage  levels  had  been  as- 
sumed, the  costs  of  these  benefits  as  a  percentage  of  pay  rolls  would  be 
lower  than  those  presented.  Use  of  the  level-wage  assumption, 
therefore,  has  the  effect  of  allowing  for  liberalizations  of  benefits  to 
keep  pace  with  any  increases  in  wages  and  pay  rolls  which  may  occur. 
If  wages  continue  to  rise  and  such  liberalizations  are  not  made,  these 
estimates  overstate  the  cost  as  a  percentage  of  pay  roll  and  a  contribu- 
tion rate  based  on  them  would  be  too  high. 

The  percentage-of-pay-roll  figures  are  the  most  important  measure 
of  the  financial  effort  required  to  support  the  system  and  are  the  basis 
for  determining  ultimate  contribution  rates.  Dollar  figures  taken  alone 
are  misleading.  For  example,  extending  coverage  to  groups  now 
excluded  would  greatly  increase  the  dollar  costs  because  more  people 
would  become  eligible  for  benefits,  but  as  indicated  earlier  it  will 
actually  decrease  the  cost  as  a  percentage  of  pay  roll.   As  a  result  of 
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coverage  extension  the  income  of  the  insurance  system  will  be  in- 
creased more  than  the  outgo.  In  appendix  I-B,  however,  we  have 
included  both  the  dollar  figures  and  the  percentage-of-pay-roll  figures. 

As  indicated  in  appendix  I-B,  the  percentage  of  pay  roll  required 
to  maintain  the  relationship  between  benefits  and  monthly  earnings 
recommended  by  the  Council  would  average  somewhere  between  4.9 
percent  and  7.3  percent  of  covered  pay  roll  under  a  system  of  nearly 
universal  coverage.  The  cost  in  the  early  years  of  the  system  is 
much  lower  than  it  will  be  when  those  attaining  age  65  have  had  a 
working  lifetime  under  the  program  in  which  to  gain  insured  status. 
By  that  time,  the  number  of  persons  over  age  65  will  be  much  larger 
than  at  present  and  a  much  larger  proportion  of  the  aged  population 
will  be  eligible  for  benefits.  Our  estimates  show  that  the  cost  of  the 
expanded  plan  in  1955  will  probably  be  between  2.4  percent  and  3.1 
percent  of  pay  rolls.  In  the  year  2000  a  program  which  maintains  the 
same  relationship  between  benefits  and  monthly  earnings  as  the 
program  now  being  recommended  by  the  Council  might  cost  from  5.9 
percent  to  9.7  percent  of  pay  rolls.  These  costs  are  well  within  the 
range  of  costs  expected  for  the  program  adopted  in  1935  and  for  the 
amended  program  of  1939.  Our  recommendations  therefore  do  not 
make  necessary  any  increase  in  contribution  rates  over  those  con- 
templated from  the  beginning. 

Appendix  I-B  also  contains  an  estimate  of  what  the  Council's  pro- 
posals would  cost  now  as  a  percentage  of  covered  pay  rolls  under  a 
nearly  universal  system,  had  the  Council's  recommendations  been  in 
effect  over  the  last  100  years.  These  estimates  are  included  to  give 
a  sense  of  what  these  recommendations  would  mean  if  they  were  now 
fully  operative.  Using  the  estimate  of  the  actual  wages  paid  over 
the  last  100  years,  such  a  system  would  cost  this  year  from  2.4  per- 
cent to  3.0  percent  of  pay  rolls.  If  it  were  assumed  that  the  benefits 
being  paid  now  under  such  a  system  were  based  on  current  wage  levels 
rather  than  past  wages,  such  a  system  would  cost  this  year  from  4.1 
percent  to  4.9  percent.  These  figures  are  lower  than  the  estimates 
for  the  future,  largely  because  the  number  of  old  people  will  be  much 
greater  in  the  future  than  now. 

Contribution  Rate 

The  Council  believes  that,  at  the  time  benefits  are  liberalized,  the 
contribution  rate  should  be  raised  to  \%  percent  for  both  employees 
and  employers.  The  present  1-percent  rate  has  remained  unchanged 
for  more  than  10  years.  The  longer  it  remains  unchanged,  the  greater 
the  danger  that  the  public  will  fail  to  appreciate  that  in  the  long  run 
there  must  be  a  close  relationship  between  contributions  and  benefits. 
It  is  also  desirable  to  achieve  the  increase  in  contribution  rates  to  the 
level  which  will  eventually  be  necessary  by  gradual  and  more  or  less 
evenly  spaced  changes.  Even  at  the  present  level  of  benefits,  con- 
tributors pay  but  a  fraction  of  the  actuarial  value  of  the  benefits  to 
which  they  are  entitled.  If  benefits  and  eligibility  requirements  are 
changed  as  the  Council  recommends,  current  contributions  will  bear 
an  even  smaller  ratio  to  the  actuarial  value  of  benefits.  For  these 
reasons,  the  Council  believes  that  the  contribution  rate  should  be 
increased  when  benefits  are  liberalized. 

An  incidental  effect  of  the  recommendation  just  outlined  is  that 
the  trust  fund  will  continue  to  increase  for  a  number  of  years.  Changes 
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in  the  size  of  the  trust  fund,  whether  increases  or  decreases,  may 
present  certain  problems  of  fiscal  policy,  the  character  of  which  will 
depend  on  prevailing  economic  conditions.  The  Council  does  not 
believe  that  the  short-range  increases  in  the  trust  fund  which  will 
result  from  its  recommendations  will  confront  the  Government  with 
fiscal  problems  that  cannot  be  readily  handled.  We  favor,  however, 
keeping  this  excess  of  income  over  outgo  as  low  as  is  consistent  with 
public  understanding  that  in  the  long  run  there  must  be  a  close 
relationship  between  benefits  and  contributions.  We  believe  that 
the  second  step-up  in  the  tax  rate,  to  2  percent  on  employer  and  2 
percent  on  employee,  should  not  take  place  until  actually  needed  to 
cover  current  disbursements. 

Government  Participation 

The  Council  believes  that  old-age  and  survivors  insurance  should  be 
planned  on  the  assumption  that  general  taxation  will  eventually  share 
more  or  less  equally  with  employer  and  employee  contributions  in 
financing  future  benefit  outlays  and  administrative  costs.  Under 
our  recommendations,  the  full  rate  of  benefits  will  be  paid  to  those  who 
retire  during  the  first  two  or  three  decades  of  operation  even  though 
they  pay  only  a  fraction  of  the  cost  of  their  benefits.  In  a  social  in- 
surance system,  it  would  be  inequitable  to  ask  either  employers  or 
employees  to  finance  the  entire  cost  of  liabilities  arising  primarily  be- 
cause the  act  had  not  been  passed  earlier  than  it  was.  Hence,  it  is 
desirable  for  the  Federal  Government,  as  sponsor  of  the  program,  to 
assume  at  least  part  of  these  accrued  liabilities  based  on  the  prior 
service  of  early  retirants.  A  Government  contribution  would  be  a 
recognition  of  the  interest  of  the  Nation  as  a  whole  in  the  welfare  of 
the  aged  and  of  widows  and  cliildren.  Such  a  contribution  is  par- 
ticularly appropriate  in  view  of  the  relief  to  the  general  taxpayer 
which  should  result  from  the  substitution  of  social  insurance  for  part 
of  public  assistance. 

The  Council  has  suggested  that  the  introduction  of  the  Govern- 
ment contribution  be  considered  when  the  2  percent  rate  for  employer 
and  employee  plus  interest  on  the  trust  fund  is  insufficient  to  meet 
current  costs.  If  the  Government  contribution  is  delayed  beyond 
the  point  at  which  costs  begin  to  exceed  4  percent,  the  result  might 
well  be  that  the  contribution  would  never  be  as  much  as  one-third 
of  eventual  benefit  outlays,  because  under  our  low-cost  estimates, 
the  annual  cost  of  the  benefits  never  exceeds  6  percent  of  pay  roll 
even  though  under  the  high  estimates  the  cost  reaches  9.7  percent. 

Purchasing  Power  of  Benefits 

For  millions  of  persons  the  social  security  system  represents  a 
guaranty  of  future  security.  If  that  guaranty  is  to  be  valid  and 
meaningful,  the  purchasing  power  of  benefits  must  not  be  destroyed 
by  large  increases  in  price  levels.  A  special  obligation  rests  on  the 
Government  and  all  groups  in  the  community  with  an  interest  in 
the  social-insurance  system  and  in  the  security  it  offers  to  make  sure 
that  monetary  policies,  price  policies,  and  wage  policies  contribute 
to  the  objective  of  preventing  such  a  large  rise  in  the  price  level.  If 
the  people  of  the  United  States  are  unable  to  prevent  steep  increases 
in  price  levels,  benefits  will  have  to  be  readjusted  to  preserve  their  pur- 
chasing power  for  unless  the  purchasing  power  of  the  benefits  is  pre- 
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served,  the  security  guaranteed  by  the  social-insurance  plan  will  be 
illusory. 

Importance  of  a  Broad  Informational  Program 

The  Council  recommends  a  broad  informational  program  to  give 
publicity  to  any  new  amendments  passed  by  the  Congress.  Under 
old-age  and  survivors  insurance,  contributors  have  established  an 
equity  in  the  trust  fund.  The  Government  as  trustee  has  an  obligation 
to  inform  the  beneficiaries  of  their  rights.  The  reporting  and  tax 
provisions  as  well  as  the  benefit  provisions  will  affect  millions  hereto- 
fore outside  the  scope  of  the  law;  unless  they  are  fully  informed  of 
the  duties  they  must  now  assume,  records  will  be  incomplete  and 
the  resulting  confusion  may  tend  to  defeat  the  purpose  of  the  extended 
protection.  No  social-security  program  can  be  effective  unless  those 
who  are  entitled  to  participate  know  their  rights  and  obligations. 


RECOMMENDATIONS  ON  COVERAGE 


1.  Self-Employment 

Self-employed  persons  such  as  business  and  professional  people,  farmers, 
and  others  who  work  on  their  own  account  should  be  brought  under 
coverage  of  the  old-age  and  survivors  insurance  system.  Their 
contributions  should  be  payable  on  their  net  income  from  self- 
employment,  and  their  contribution  rate  should  be  1%.  times  the 
rate  payable  by  employees.    Persons  who  earn  very  low  incomes 
from  self-employment  should  for  the  present  remain  excluded 
The  self-employed — business  and  professional  people,  farmers,  and 
others  who  work  on  their  own  account — represent  more  than  one- 
third  of  all  persons  in  jobs  now  excluded  from  coverage  and  constitute 
by  far  the  largest  single  group  denied  the  protection  of  the  system. 
They  include  about  6  million  persons  in  urban  self-employment  and 
perhaps  5  million  farmers,  though  the  number  of  individuals  actively 
engaged  in  farm  operation  as  a  business  is  probably  only  about  3.5 
milhon.2 

The  desirability  of  extending  coverage  to  the  self-employed  has 
long  been  generally  acknowledged.  Their  need  for  the  basic  protec- 
tion afforded  by  old-age  and  survivors  insurance  is  as  great  as  that  of 
the  groups  now  covered  and,  like  persons  in  all  other  excluded  groups, 
they  move  back  and  forth  between  covered  and  noncovered  work. 
The  Advisory  Council  of  1937-38  recommended  extension  of  coverage 
to  the  self-employed  as  soon  as  administratively  feasible  plans  could 
be  worked  out;  since  then,  the  issue  has  been  largely  one  of  adminis- 
tration. 

The  fact  that  almost  all  full-time  and  a  large  proportion  of  part-time 
self-employed  persons  have  for  the  last  few  years  been  required  to  file 
income-tax  returns  has  radically  changed  tbe  outlook  for  extending 
coverage  to  this  group.  It  has  been  demonstrated  that  income 
reports  can  be  obtained  from  the  great  majority  of  the  self-employed, 
and  it  is  now  apparent  that  the  coverage  of  the  insurance  system  can 
be  extended  to  them  by  tying  in  a  self-reporting  system  for  social 
insurance  with  the  income  tax.  Certain  items  now  reported  for 
income-tax  purposes  can  be  used  as  the  contribution  base  for  old-age 
and  survivors  insurance  and  entered  on  a  social -security  report  form. 
In  the  main,  these  items  are  net  income  from  a  business,  profession,  or 
farm  (schedule  C  of  the  Federal  income-tax  return) ,  and^ rom  partner- 
ships, syndicates,  etc.  (schedule  E). 

If  the  contribution  base  for  the  self-employed  is  to  be  strictly 
comparable  to  that  for  the  groups  now  covered,  only  the  net  income 
from  self-employment  attributable  to  personal  services  should  be 
taxable.    We  believe,  however,  that  this  refinement  would  be  admin- 

2  The  census  figures  on  farm  operators  include  many  persons  who  are  principally  engaged  in  other  kinds 
of  employment  or  are  retired  persons,  disabled  persons,  people  of  independent  means,  and  operators  de- 
pendent on  the  wage  income  of  someone  else  in  the  family  group. 
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istratively  impossible.  The  contribution  base  for  the  self-employed 
can  readily  exclude  certain  types  of  income  which  are  obviously  not 
work-connected,  such  as  dividends,  interest,  annuities,  capital  gains 
and  losses,  and  some  types  such  as  rental  income  from  real  property 
that  largely  arise  from  capital  investment.  Each  dollar  of  income 
from  typical  self-employment  such  as  retail  trade  or  a  profession  or 
farming,  however,  is  income  derived  partly  from  personal  services  and 
partly  from  capital  investment,  combined  in  such  a  way  as  to  make 
any  separation  virtually  impossible. 

For  many  persons  with  relatively  high  income  from  a  business, 
profession,  or  farming,  the  failure  to  make  the  distinction  between 
income  from  personal  services  and  income  from  investment  will  be  of 
little  significance,  since  that  part  of  their  income  (the  first  $4,200  a 
year  of  net  income)  on  which  they  will  pay  contributions  may  be 
presumed  to  be  derived  from  personal  services.  Self-employed  per- 
sons with  lower  incomes  who  yet  have  substantial  capital  invested  in 
their  business,  however,  will  get  higher  benefits  and  pay  more  in  con- 
tributions than  they  would  if  it  were  possible  to  tax  only  their  income 
from  personal  services. 

One  of  the  reasons  for  our  recommending  that  self-employed  per- 
sons contribute  at  a  rate  of  1%  times  the  employee-contribution  rate 
rather  than  at  the  combined  rate  for  employer  and  employee  is  the  fact 
that  some  of  them  will  be  paying  on  income  from  capital  investment  as 
well  as  on  income  from  personal  services.  Moreover,  if  they  were 
required  to  pay  twice  the  normal  employee  rate,  the  high-income  self- 
employed  persons  who  contributed  over  a  long  period  might  be  "over- 
charged" for  their  coverage  in  relation  to  what  they  would  have  to  pay 
for  comparable  protection  under  private  insurance.  The  later  retire- 
ment age  which  characterizes  the  self-employed  will  lengthen  their 
contribution  period,  reduce  the  number  of  years  they  receive  retire- 
ment benefits,  and  result  in  savings  to  the  trust  fund.  As  a  reasonable 
compromise,  we  recommend  that  the  self-employed  person — who  is  at 
once  his  own  employer  and  employee — should  contribute  at  1%  times 
the  employee  rate. 

The  Council  believes  that,  at  the  outset,  extension  of  coverage  to 
the  self-employed  should  be  limited  to  those  at  income  levels  to  which 
the  requirement  for  filing  Federal  income-tax  returns  has  applied, 
i.  e.,  those  with  gross  annual  incomes  of  at  least  $500.  We  therefore 
recommend  exclusion  of  those  whose  self-employment  yields  gross 
income  of  less  than  $500  or  a  net  income  of  less  than  $200.  Setting 
a  minimum  net  income  for  coverage  in  addition  to  a  minimum  gross 
income  will  prevent  a  large  volume  of  returns  from  persons  who  earn 
so  little  from  self-employment  that  they  could  not  qualify  for  benefits. 
This  exclusion  will  avoid  reporting  with  respect  to  inconsequential 
amounts  of  income  and  will  avoid  collecting  contributions  at  an 
expense  out  of  all  proportion  to  the  benefits  afforded. 

We  advocate  limiting  coverage  to  those  who  have  been  required 
to  file  income-tax  returns  in  the  past.  The  coverage  of  the  old- 
age  and  survivors  insurance  system  should  not  vary  with  changes 
in  the  income-tax  exemption.  The  Treasury  Department  should  re- 
quire returns  for  social-security  purposes  from  anyone  who  has  a  gross 
income  of  $500  or  more  and  net  income  of  at  least  $200,  regardless  of 
changes  in  income-tax  requirements. 
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The  application  of  a  retirement  test  for  the  self-employed  presents 
special  and  difficult  problems.  This  is  one  of  the  reasons  for  the 
recommendation  in  proposal  19  that  benefits  be  paid  at  age  70  or  over 
without  reduction  for  earnings.  Since  many  self-employed  persons 
remain  at  work  until  at  or  near  age  70,  the  application  of  the  retire- 
ment test  only  to  beneficiaries  under  that  age  will  avoid  the  need  to 
make  many  of  the  more  difficult  administrative  determinations  con- 
nected with  such  a  test.  The  work  clause  for  those  between  65 
and  70  will,  of  course,  have  to  be  modified  for  the  self-employed  in 
view  of  the  fact  that  their  income  will  be  reported  annually. 

2.  Farm  Workers 

Coverage  of  the  old-age  and  survivors  insurance  system  should  be  extended 
iojarm  employees 

During  the  course  of  a  year  about  3.5  million  agricultural  workers 
are  excluded  from  old-age  and  survivors  insurance.  The  social 
desirability  of  extending  coverage  to  these  workers  has  long  been  a 
matter  of  common  agreement,  and  it  is  now  evident  that  adminis- 
trative considerations  no  longer  constitute  an  important  barrier  to 
their  receiving  the  protection  of  the  system.  The  Treasury  Depart- 
ment and  the  Social  Security  Administration  have  developed  plans 
which  the  Council  believes  are  workable,  although  reporting  problems 
may  be  difficult  in  the  early  years. 

The  Treasury  Department  in  cooperation  with  the  Social  Security 
Administration  should  be  left  free  to  select  the  method  of  collecting 
contributions  for  these  workers.  Although  we  believe  that  either  the 
stamp  system  or  some  modification  of  the  present  reporting  plan 
would  be  practicable,  we  believe  that  it  would  be  a  mistake  at  this 
point  to  stipulate  the  exact  method  to  be  used  and  thus  preclude 
further  study  by  the  agencies  concerned. 

Wages  credited  toward  benefits  should  include  wages-in-kind,  when 
substantial.  Without  credits  for  wages-in-kind,  many  farm  workers 
would  be  ineligible  for  benefits,  and  the  benefit  amounts  for  which 
many  others  could  qualify  would  be  very  small.  Although  evaluating 
wages-in-kind  may  prove  difficult  at  the  outset,  the  same  type  of 
problem  is  now  being  met  satisfactorily  for  groups  covered  under  the 
present  system.  Wage  credits  of  workers  in  restaurants,  hotels,  and 
cafeterias  and  of  maritime  workers,  building  superintendents,  and 
resident  managers,  among  others,  already  include  wages-in-kind. 
Minimum  presumptive  schedules  setting  the  value  of  the  more  im- 
portant types  of  wages -in-kind,  such  as  regular  meals  and  lodging, 
might  be  of  assistance  to  farm  workers  and  their  employers  in  report- 
ing wages.  Inconsequential  facilities  or  privileges,  which  might  create 
a  reporting  nuisance  out  of  all  proportion  to  their  significance,  should 
be  excluded. 

3.  Household  Workers 

Coverage  of  the  old-age  and  survivors  insurance  system  should  be  extended 
to  household  workers 
The  2.5  million  persons  who  work  in  household  employment  during 
the  course  of  a  year  should  be  covered  under  old-age  and  survivors 
insurance.    They  need  social  insurance  protection  fully  as  much  as 
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does  any  other  group,  and  the  Council  believes  that  it  is  now  adminis- 
tratively feasible  to  extend  protection  to  them. 

Though  there  was  ample  reason  at  the  outset  to  postpone  under- 
taking the  special  problems  of  including  household  workers  in  the 
system,  the  administrative  agencies  are  now  in  a  position  to  deal  ade- 
quately with  these  problems.  A  strong  argument  for  the  delay  was 
the  difficulty  anticipated  in  collecting  wage  reports  and  contributions 
from  the  employers  of  domestic  workers.  Since  employers  may  be 
expected  to  outnumber  employees  in  this  area,  the  relatively  high 
costs  and  administrative  problems  generally  associated  with  obtain- 
ing reports  from  small  employers  will  be  heavily  concentrated  here. 
The  Social  Security  Administration  and  the  Treasury  Department, 
however,  have  now  had  11  years  of  experience  in  collecting  wage 
reports  and  contributions  from  small  employers,  and  the  administra- 
tive machinery  of  the  insurance  system  functions  satisfactorily  for 
these  small  establishments.  In  the  first  quarter  of  1946,  for  example, 
employers  with  only  one  employee  represented  one-fourth  of  the  total 
number  who  reported  for  purposes  of  old-age  and  survivors  insurance. 

In  the  early  years  of  coverage  for  household  workers,  some  diffi- 
culties may  arise  from  delinquency  in  the  payment  of  contributions 
and  from  incomplete  understanding  of  the  program  by  household 
workers  and  their  employers.  We  believe,  however,  that  these 
problems  can  be  solved  fully  as  effectively  and  quickly  as  were  the 
very  considerable  problems  met  when  the  present  program  was 
started. 

As  we  indicated  with  respect  to  farm  workers,  we  believe  that, 
for  household  workers,  substantial  wages-in-kind  in  the  form  of  meals 
and  lodging  should  be  reported  and  recorded  as  wage  credits,  but 
that  wages-in-kind  of  relatively  small  value  should  be  disregarded. 
As  in  the  case  of  farm  workers,  also,  the  administrative  agencies 
concerned  should  be  left  free  to  decide  on  the  methods  to  be  used  for 
collecting  wage  information  and  contributions. 

4.  Employees  of  Nonprofit  Institutions 

Employment  for  nonprofit  institutions  now  excluded  from  coverage  under 
the  old-age  and  survivors  insurance  program  should  be  brought  under 
the  program,  except  that  clergymen  and  members  of  religious  orders 
should  continue  to  be  excluded  3 
Approximately  a  million  employees  of  nonprofit  organizations  are 
at  present  denied  the  protection  of  the  old-age  and  survivors  insurance 
program.    Almost  half  are  in  the  service  of  charitable  organizations, 
one-fourth  are  in  educational  institutions,  and  another  fourth  work  in 
religious  institutions.    These  employees  include  not  only  professional 
persons  such  as  nurses,  teachers,  and  clergymen,  but  also  office 
workers,  laboratory  assistants,  janitors,  and  maids. 

The  extension  of  coverage  to  employees  of  nonprofit  organizations 
presents  no  administrative  difficulties  and  the  need  for  old-age  and 
survivors  insurance  protection  of  these  workers  and  their  families  is 
as  great  as  for  workers  who  are  now  covered.  Especially  when  they 
work  in  nonprofessional  jobs,  the  tasks  aDd  earnings  of  employees  of 
nonprofit  organizations,  as  well  as  the  extent  to  which  they  move 


!  Two  members  of  the  Council  favor  extension  of  coverage  to  the  nonprofit  group  on  an  elective  basis 
for  reasons  given  in  appendix  I-E. 
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from  one  job  to  another,  axe  equally  characteristic  of  industrial  and 
commercial  workers. 

Probably  not  more  than  two-fifths  of  the  employees  of  nonprofit 
organizations  are  covered  by  any  formal  retirement  plan  and  very  few 
of  such  plans  extend  protection  to  survivors.  Moreover,  in  general, 
the  right  to  pensions  from  the  private  plans  is  contingent  on  long 
periods  of  service,  hence,  persons  who  transfer  from  one  nonprofit 
organization  to  another  or  between  nonprofit  and  other  organizations, 
may  forfeit  all  retirement  rights. 

Although  many  clergymen  are  covered  by  retirement  programs,  in 
some  denominations  the  lower-paid  clergymen  do  not  participate, 
while  benefits  for  those  who  do  are  often  inadequate;  more  serious, 
however,  is  the  fact  that  few  lay  employees  of  churches  have  any 
assurance  of  economic  security  in  their  old  age  through  staff  pension 
plans.  Not  more  than  half  the  college  teachers  of  the  Nation  actually 
participate  in  retirement  systems,  and  in  private  colleges  most  such 
systems  do  not  cover  nonteaching  personnel.  Coverage  under  old-age 
and  survivors  insurance  can  and  should  be  effected  for  teachers, 
employees  of  charitable  and  scientific  organizations,  and  lay  employees 
of  churches,  without  impairing  any  of  the  rights  which  individuals  may 
have  built  up  under  private  systems. 

Leaders  of  religious,  charitable,  scientific,  and  educational  organi- 
zations apparently  agree  on  the  desirability  of  providing  protection 
under  old-age  and  survivors  insurance  for  employees  of  these  institu- 
tions. Some,  however,  have  feared  that  an  extension  of  the  com- 
pulsory insurance  system  to  employment  for  religious  institutions 
might  impair  religious  freedom  by  undermining  the  principle  of  the 
separation  of  church  and  state.  Others  evidently  feel  that  a  tax  on 
employers  under  the  Federal  Insurance  Contributions  Act  would  tend 
to  weaken  the  traditional  tax-exempt  status  of  such  institutions. 

The  members  of  the  Council  are  unanimous  in  believing  that  free- 
dom of  religion  should  be  protected,  but  we  are  convinced  that  a  tax 
on  employment — a  function  which  employers  in  the  nonprofit  area 
have  in  common  with  all  others — for  the  special  purpose  of  giving 
equal  social  insurance  protection  to  all  employees  would  in  no  way 
imply  or  lead  to  Government  control  over  the  performance  of  the 
religious  function.  To  make  it  absolutely  clear  that  the  legislation 
is  not  concerned  with  the  performance  of  religious  duties,  we  recom- 
mend that  persons  directly  engaged  in  religious  duties,  such  as  clergy- 
men and  members  of  religious  orders,  remain  exempt  from  coverage 
under  the  program.  Our  recommendation  would  extend  coverage 
only  to  lay  personnel  who  perform  services  which  are  secular  in 
character. 

We  also  believe  that  public  encouragement  of  religious,  charitable, 
scientific,  and  educational  enterprise  should  be  continued  through 
preservation  of  the  traditional  tax-exempt  status  of  such  institutions. 
That  encouragement,  however,  would  be  better  expressed,  we  believe, 
by  extending  social  insurance  protection  to  their  employees  than  by 
continuing  to  deny  it.  Employers  in  the  nonprofit  field  are  at  a  con- 
siderable disadvantage  in  the  labor  market  because  they  cannot  offer 
retirement  and  survivorship  protection,  hence,  coverage  exclusion 
handicaps  these  organizations  and  fails  to  promote  their  services  to 
the  community. 
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Religious,  charitable,  scientific,  and  educational  organizations, 
which  have  been  traditionally  exempt  from  taxation  on  income  and 
property  dedicated  to  the  purposes  which  the  community  wishes  to 
promote,  can  and  should  continue  to  enjoy  their  traditional  tax 
exemption  when  the  old-age  and  survivors  insurance  program  is 
extended  to  their  employees.  It  has  long  been  customary  to  require 
such  institutions  to  pay  certain  types  of  special  assessments  for  prop- 
erty improvement,  to  pay  Federal  excise  taxes,  and  in  some  States  to 
pay  the  local  and  State  taxes  on  commodities  which  they  use.  Even 
in  some  States  with  exclusive  State  funds,  they  have  been  required  to 
carry  workmen's  compensation  insurance.  The  use  of  Government 
compulsion  in  connection  with  these  special  taxes  and  levies  has  not 
led  to  taxation  on  the  property  and  general  income  of  these  institu- 
tions. Moreover,  many  organizations  such  as  trade-unions,  trade 
associations,  fraternal  and  beneficial  organizations,  and  the  like, 
which  are  exempt  from  the  Federal  income  tax  and  certain  other 
taxes,  pay  the  old-age  and  survivors  insurance  contribution  without 
appearing  to  be  in  danger  of  losing  their  exemptions  under  other  laws. 

Old-age  and  survivors  insurance  levies  a  special-purpose  tax  on  the 
function  of  employment.  The  proceeds  are  automatically  appro- 
priated to  a  trust  fund  dedicated  to  benefits  for  those  who  have  con- 
tributed. It  has  always  been  clear  that  it  is  a  special  kind  of  tax 
which  should  not  serve  as  a  precedent  for  other  forms  of  taxation  any 
more  than  would  a  special  assessment  levied  by  a  local  government. 
We  believe,  however,  that  Congress  should  indicate  its  intent  that  the 
taxation  of  nonprofit  organizations  for  old-age  and  survivors  insurance 
in  no  way  implies  a  departure  from  the  principle  of  promoting  the 
function  of  these  organizations  through  tax  exemption,  and  that  a 
major  reason  for  extending  protection  to  this  area  of  employment  is  to 
assist  these  institutions  in  fulfilling  their  purpose. 

5.  Federal  Civilian  Employees 

Note. — The  enactment  of  Public  Law  426  by  the  Eightieth  Congress  has 
strengthened  and  improved  the  Civil  Service  Retirement  Act.  Some  500,000 
Federal  workers  4  remain  outside  the  coverage  of  any  retirement  system,  how- 
ever, and  neither  retirement  nor  survivorship  protection  is  afforded  Federal 
employees  with  less  than  5  years  of  service.  Estimates  developed  from  prewar 
employment  figures  indicate  that,  in  general,  only  about  60  percent  of  all  persons 
entering  Federal  service  remain  for  5  years  or  more. 

Persons  who  leave  Federal  service  after  having  been  employed  for  as  much  as 
5  years  but  less  than  20  years  may  elect  to  withdraw  their  contributions  instead 
of  accepting  a  deferred  annuity.  When  they  so  elect,  they  lose  all  retirement 
protection  under  the  Civil  Service  Retirement  Act.  Whatever  survivorship 
protection  an  individual  may  have  acquired  under  the  civil-service  plan  lapses 
as  soon  as  he  leaves  the  Federal  service. 

Old-age  and  survivors  insurance  coverage  should  be  extended  immediately 
to  the  employees  of  the  Federal  Government  and  its  instrumentalities 
who  are  now  excluded  from  the  civil-service  retirement  system.  As  a 
temporary  measure  designed  to  give  protection  to  the  short-term 
Government  worker,  the  wage  credits  of  all  those  who  die  or  leave 
Federal  employment  with  less  than  5  years'  service  should  be  trans- 
ferred to  old-age  and  survivors  insurance.  The  Congress  should 
direct  the  Social  Security  Administration  and  the  agencies  admin- 
istering the  various  Federal  retirement  programs  to  develop  a  per- 
manent plan  for  extending  old-age  and  survivors  insurance  to  all 


*  This  fi(fure  includes  an  unknown  number  of  foreign  nationals. 
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Federal  civilian  employees,  whereby  the  benefits  and  contributions  of 
the  Federal  retirement  systems  would  supplement  the  protection  of 
old-age  and  survivors  insurance  and  provide  combined  benefits  at 
least  equal  to  those  now  payable  under  special  retirement  systems 

The  Advisory  Council  believes  that  the  civil-service  retirement 
system — which  now  covers  about  1.5  million  workers — should  be 
maintained  as  a  supplementary  retirement  system  because  of  its 
importance  in  furthering  the  efficient  conduct  of  the  business  of 
government.  The  civil-service  retirement  system  performs  the 
function  of  a  private  staff-pension  plan.  For  this  function  to  be 
performed  successfully  and  for  the  Government  to  meet  the  obliga- 
tions created  by  its  compulsory  retirement  of  its  employees,  benefits 
larger  than  those  payable  under  the  general  old-age  and  survivors 
insurance  system  must  be  provided.  Hence,  nothing  should  be  done 
to  weaken  the  Federal  civil-service  retirement  system. 

We  are  convinced,  however,  that  extension  of  the  coverage  of  old- 
age  and  survivors  insurance  to  all  Federal  civilian  employees  (includ- 
ing those,  other  than  foreign  nationals,  who  are  employed  outside  the 
United  States)  would  strengthen  rather  than  weaken  the  civil-service 
system.  Such  extension  would  remedy  three  major  defects  in  the 
protection  now  afforded  Federal  employees — the  lack  of  adequate 
survivorship  protection,  the  lack  of  continuity  of  protection  for  those 
who  move  in  and  out  of  Government  service,  and  the  exclusion  of 
many  Federal  workers  from  any  Government  retirement  system. 

The  survivor  benefits  provided  by  Public  Law  426  (80th  Cong.,  2d 
sess.),  while  of  considerable  value  for  long-term  workers,  are  quite 
inadequate  for  the  survivors  of  workers  with  relatively  short  periods 
of  Federal  service.  First,  no  monthly  survivor  benefits  are  payable 
unless  the  employee  has  had  at  least  5  years'  service.  Second, 
survivor  benefits  are  very  small  if  the  employee  has  had  only  a  short 
period  of  service  and  annual  wages  at  about  the  current  average. 
Thus,  the  widow  of  a  Federal  employee  who  had  5  years  of  service  and 
an  average  annual  salary  of  $3,000  would  receive  a  monthly  payment 
of  about  $11,  and  his  child's  monthly  payment  would  be  about  $6. 
The  Federal  employee,  like  all  others,  needs  survivorship  protection 
based  on  the  insurance  principle  of  full  protection  for  the  young 
worker  as  well  as  for  the  older  age  groups. 

As  noted  above,  persons  who  leave  Federal  employment  with  less 
than  5  years'  service  receive  only  a  refund  of  their  contributions  to 
the  civil-service  retirement  system,  while  those  who  leave  after  5 
years  but  before  20  years  of  service  have  the  option  of  receiving 
either  a  refund  of  their  contributions  or  a  deferred  annuity.  Almost 
20  percent  of  all  Federal  employees  leave  in  their  first  year  of  Gov- 
ernment employment  and  another  10  percent  leave  during  the  second 
year.  According  to  data  developed  from  prewar  histories,  only  about 
one-third  stay  on  to  retirement.  The  time  spent  in  Federal  employ- 
ment, moreover,  reduces  the  possibility  of  obtaining  adequate  protec- 
tion under  old-age  and  survivors  insurance.  Extension  of  old-age 
and  survivors  insurance  coverage  to  Federal  employment  would  pro- 
vide continuing  protection  for  these  short-time  workers  as  well  as  for 
career  employees. 

The  500,000  persons  who  are  now  working  for  the  Federal  Govern- 
ment in  civilian  jobs  and  who  are  not  covered  by  any  Federal  retire- 
ment program  represent  nearly  one-fourth  of  the  total  of  all  Federal 
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employees.  The  group  includes  some  postal  workers,  and  certain 
temporary,  part-time,  contract,  and  piecework  employees. 

Pending  the  development  of  a  suitable  plan,  recommended  by  the 
agencies  concerned,  for  extending  old-age  and  survivors  insurance 
coverage  to  all  employees  (except  foreign  nationals)  and  congressional 
action  on  such  general  extension,  coverage  should  be  extended  imme- 
diately to  the  employees  of  the  Federal  Government  and  its  instru- 
mentalities who  are  not  now  covered  under  any  system.  Old-age 
and  survivors  insurance  coverage  would  be  particularly  valuable  to 
many  employees  in  this  group  because  they  are  temporary  or  part- 
time  workers  who  may  ordinarily  work  in  employment  now  covered 
under  old-age  and  survivors  insurance. 

In  addition,  we  advocate  some  immediate  provision  for  the  employee 
whose  Federal  service  is  too  short  to  furnish  protection  under  the 
civil-service  retirement  system,  even  though  he  is  covered  by  that 
system.  Accordingly,  as  a  temporary  measure,  pending  complete 
extension  of  coverage  to  all  Federal  workers,  we  recommend  that — ■ 
when  separated  from  Federal  service,  whether  by  death,  resignation, 
or  dismissal  before  having  served  for  5  years — the  Federal  employee 
receive  appropriate  wage  credits  under  old-age  and  survivors  insur- 
ance for  his  Federal  service. 

When  the  employee  leaves  the  service,  he  should  receive  a  refund 
of  his  contributions  to  the  civil-service  retirement  system,  less  an 
amount  equal  to  the  employee  contribution  which  he  would  have  paid 
on  his  wage  credits  if  he  had  been  contributing  toward  old-age  and 
survivors  insurance.  The  latter  amount  should  be  transferred  to  the 
Federal  Old-Age  and  Survivors  Insurance  Trust  Fund,  and  this 
transfer  of  credits  and  contributions  should  be  irrevocable.  In 
addition,  the  Federal  Government,  through  an  annual  appropriation 
by  the  Congress,  should  pay  the  old-age  and  survivors  insurance  trust 
fund  the  employer's  share  of  the  contributions  which  would  have  been 
collected  for  old-age  and  survivors  insurance  with  respect  to  the  wage 
credits  given  for  Federal  service.  To  be  eligible  for  full  civil-service 
retirement  benefits  if  he  later  returns  to  Federal  service,  the  employee 
should  be  required,  after  completing  5  years  of  total  service,  to  re- 
deposit  the  full  amount  of  his  previous  contributions  to  the  civil 
service  retirement  and  disability  fund.  In  some  such  instances,  he 
will  thus  have  duplicate  credits  for  the  same  period  of  service.  In  a 
temporary  plan,  however,  this  duplication  does  not  seem  serious,  since 
the  employee  will  have  paid  for  his  credits  under  each  program. 

When  the  employee  dies  during  his  first  5  years  of  service,  the  old- 
age  and  survivors  insurance  trust  fund  should  be  reimbursed  for  the 
cost  of  that  part  of  the  benefits  payable  to  his  survivors  which  is 
attributable  to  his  civil-service  wages.  This  reimbursement  should 
be  based  on  recommendations  by  the  Civil  Service  Commission  and 
Social  Security  Administration  as  to  the  most  equitable  method  for 
such  reimbursement. 

This  proposal  falls  short  of  an  adequate  permanent  solution  to  the 
problem.  It  does  nothing,  for  example,  for  persons  who,  on  leaving 
Federal  service  after  5  years,  elect  to  take  an  immediate  refund  rather 
than  a  deferred  annuity;  it  also  fails  to  provide  survivorship  protec- 
tion for  those  who  leave  Federal  service.  A  temporary  measure 
obviously  cannot  avoid  all  possible  situations  in  which  hardship  may 
develop.  The  measures  we  propose  are  a  stopgap  to  prevent  the  most 
glaring  anomalies,  until  such  time  as  complete  old-age  and  survivors 
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insurance  coverage  of  Federal  employees,  with  appropriate  supple- 
mentation by  the  civil-service  retirement  system,  can  be  adopted. 

6.  Railroad  Employees 

Note. — Like  the  civil-service  retirement  system,  the  Railroad  Retirement  Act 
has  recently  been  substantially  revised.  The  amendments  of  1946  (Public  Law 
572,  79th  Cong.)  established  survivorship  protection  for  railroad  workers  based 
on  a  combination  of  their  earnings  in  the  railroad  industry  and  in  employment 
covered  by  old-age  and  survivors  insurance,  under  eligibility  and  benefit  provisions 
closely  resembling  those  of  old-age  and  survivors  insurance.  No  such  coordina- 
tion, however,  is  provided  for  retirement  protection  under  the  two  programs, 
hence  workers  with  earnings  from  both  railroad  employment  and  employment 
covered  by  old-age  and  survivors  insurance,  but  with  only  a  relatively  few  years 
in  either  one,  may  receive  considerably  lower  retirement  benefits  in  relation  to 
their  contributions  than  they  would  if  all  their  employment  had  been  covered 
under  one  program  or  the  other.  The  extent  of  shifting  between  the  two  employ- 
ment areas  is  substantial. 

The  Congress  should  direct  the  Social  Security  Administration  and  the 
Railroad  Retirement  Board  to  undertake  a  study  to  determine  the  most 
practicable  and  equitable  method  of  making  the  railroad  retirement 
system  supplementary  to  the  basic  old-age  and  survivors  insurance 
program.  Benefits  and  contributions  oj  the  railroad  retirement  sys- 
tem should  be  adjusted  to  supplement  the  basic  protection  afforded  by 
old-age  and  survivors  insurance,  so  that  the  combined  protection  of 
the  two  programs  would  at  least  equal  that  under  the  Railroad 
Retirement  Act 

The  railroad  retirement  system  developed  out  of  special  conditions 
on  the  railroads  and  has  a  distinctive  history.  It  grew  out  of,  and 
superseded,  many  private  pension  plans  which  had  existed  in  the 
railroad  industry,  and  through  its  adoption  the  protection  which 
formerly  had  been  afforded  to  only  a  limited  number  of  railroad 
workers  was  made  available  to  all.  The  protection  against  old  age 
and  premature  death  provided  by  the  railroad  retirement  program 
is  generally  more  liberal  than  that  provided  under  old-age  and  sur- 
vivors insurance,  and  long-service  railroad  workers  are  insured  against 
the  risk  of  permanent  and  total  disability.  Moreover,  the  contribu- 
tions of  the  railroad  program  are  considerably  larger  than  those  now 
payable  under  old-age  and  survivors  insurance. 

While  the  railroad  program  provides  adequately  for  the  workers 
who  remain  in  the  industry  during  their  entire  working  lifetimes, 
inadequate  protection  is  given  in  some  instances  to  those  who  move 
between  railroad  and  other  employment.  That  this  movement  is 
very  large  is  indicated  by  a  comparison  of  the  total  number  of  workers 
employed  by  the  railroads  during  a  year  with  the  average  number  at 
work  at  any  one  time.  While  average  railroad  employment  in  1945 
was  nearly  1.7  million,  about  3.1  million  individuals  had  some  railroad 
earnings  during  the  year.  Thus,  for  every  100  railroad  employees 
working  at  a  given  time  in  1945,  183  acquired  railroad-retirement 
credits  in  that  year;  in  1940  this  ratio  was  100  to  140.  During  1937^46 
probably  about  4,000,000  persons  had  wage  credits  under  both  rail- 
road retirement  and  old-age  and  survivors  insurance;  this  group 
represents  more  than  half  the  workers  (approximately  7,000,000) 
with  wage  credits  under  the  Railroad  Retirement  Act  during  the 
10-year  period. 

Extension  of  old-age  and  survivors  insurance  to  railroad  employees 
would  prevent  losses  in  protection  that  may  now  result  from  these 
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shifts  in  employment.  It  would  also  prevent  the  disproportionately 
high  total  of  benefits  which  may  result  from  shifting  employment  in 
some  cases.  Such  cases  arise  when  a  higher-paid  worker  employed 
for  the  most  part  in  the  railroad  industry,  and  so  eligible  for  sub- 
stantial railroad  benefits,  acquires  enough  credit  under  old-age  and 
survivors  insurance  to  qualify  for  benefits  under  that  program  also 
and  receives  the  advantage  of  the  weighting  in  the  benefit  formula  of 
the  latter  program  which  is  intended  to  favor  lower-paid  workers. 

The  railroad-retirement  program  gives  railroad  workers  vested 
rights  in  retirement  benefits  regardless  of  the  length  of  time  they  are 
employed.  Thus,  unlike  Government  employees,  employees  of  non- 
profit organizations,  and  members  of  the  armed  forces,  railroad  workers 
are  certain  to  qualify  for  at  least  some  benefits  under  at  least  one 
retirement  system.  Nevertheless,  we  believe  that  employees  who 
spend  all  or  part  of  their  working  lives  in  the  railroad  industry  should 
have  all  their  employment  credited  under  the  old-age  and  survivors 
insurance  program;  otherwise,  some  railroad  workers  will  contribute 
substantially  toward  that  program  without  qualifying  for  its  benefits. 
Furthermore,  during  the  early  years  of  the  old-age  and  survivors 
insurance  program,  some  persons  who  work  for  only  a  few  years  in 
railroad  employment  will  have  less  in  combined  protection  than  they 
would  if  they  had  been  under  old-age  and  survivors  insurance  con- 
tinuously. 

If  the  basic  protection  of  old-age  and  survivors  insurance  were 
extended  to  railroad  employment,  supplementary  benefits  under  the 
railroad  program  would  be  needed  to  prevent  railroad  workers  from 
receiving  less  retirement  and  disability  protection  than  is  now  avail- 
able to  them.  If  the  survivor  benefits  of  old-age  and  survivors  insur- 
ance are  increased  as  we  propose,  they  would  be  higher  than  survivors 
benefits  under  the  present  Railroad  Retirement  Act. 

We  believe  that  the  basic  differences  between  the  structures  of  the 
retirement  benefits  under  old-age  and  survivors  insurance  and  the 
Railroad  Retirement  Act  preclude  any  coordination  short  of  extending 
old-age  and  survivors  insurance  coverage  to  railroad  workers  and 
making  the  Railroad  Retirement  Act  a  supplementary  program.  In 
our  opinion,  a  satisfactory  plan  can  be  developed  for  extending  old-age 
and  survivors  insurance  to  all  railroad  employees  and  thus  strength- 
ening the  protection  now  afforded  railroad  workers.  A  report  on  such 
a  plan  should  be  made  to  Congress  at  the  earliest  practicable  date. 

Extension  of  old-age  and  survivors  insurance  to  railroad  employees 
and  making  the  railroad  system  supplementary  to  old-age  and  sur- 
vivors insurance  would  result  in  lower  pay-roll  contributions  by  rail- 
road workers  and  their  employers  for  the  same  protection  as  at  present 
if,  as  we  propose,  old-age  and  survivors  insurance  is  ultimately 
financed  in  part  by  appropriations  from  general  revenues. 

7.  Members  of  the  Armed  Forces 

Old-age  and  survivors  insurance  coverage  should  be  extended  to  members  of 
the  armed  forces,  including  those  stationed  outside  the  United  States 
Although  the  career  serviceman  is  eligible  for  retirement  benefits 
after  20  years  of  service,  the  person  who  spends  a  shorter  period  in 
the  armed  forces  is  seriously  handicapped  by  the  fact  that  his  military 
or  naval  service  is  not  covered  under  old-age  and  survivors  insurance. 
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At  his  death  his  survivors  may  not  be  eligible  for  any  benefits,  since 
protection  of  peacetime  servicemen  under  the  programs  for  veterans 
ceases  immediately  on  discharge  from  service;  while  if  he  lives  to 
retirement  age,  he  may  fail  to  be  eligible  for  retirement  benefits  under 
either  old-age  and  survivors  insurance  or  one  of  the  special  retirement 
plans.  In  other  cases,  benefits  will  be  payable  only  under  old-age 
and  survivors  insurance  and  at  a  greatly  reduced  rate  because  of  the 
time  spent  in  the  armed  forces.  Extension  of  old-age  and  survivors 
insurance  to  the  armed  forces  will  give  continuous  basic  protection 
both  to  the  career  serviceman  and  to  those  with  shorter  periods  of 
military  or  naval  service. 

We  believe  that  an  adequate  staff  system  affording  retirement  and 
survivorship  protection  for  peacetime  servicemen  is  essential  to  main- 
taining a  strong  and  efficient  military  establishment.  Although 
benefits  payable  under  service  retirement  systems  and  the  programs 
for  veterans  should  be  adjusted  to  supplement  the  basic  benefits 
payable  under  old-age  and  survivors  insurance,  nothing  should  be 
done  to  weaken  the  military  staff  retirement  system.  The  combined 
protection  under  the  various  programs  should  at  least  equal  that 
afforded  servicemen  at  present. 

Wage  credits  under  old-age  and  survivors  insurance  for  personnel 
of  the  armed  forces  should  represent  the  amount  of  remuneration 
actually  received,  including  the  cash  value  of  perquisites  and  the 
amount  of  allowances  to  the  extent  that  such  perquisites  and  allow- 
ances can  be  regarded  as  remuneration  for  services  performed.  Per- 
quisites furnished  and  allowances  paid  solely  in  consideration  of  the 
serviceman's  dependents,  however,  probably  cannot  be  so  regarded, 
since  they  do  not  vary  with  the  grade  of  the  serviceman  or  the  type 
of  services  performed. 

The  Federal  Government,  as  the  employer,  should  pay  the  equiva- 
lent of  the  employer  tax  under  the  Federal  Insurance  Contributions 
Act,  and  the  servicemen  themselves  should  bear  the  cost  of  the  em- 
ployee contribution.  Servicemen  should  have  the  same  interest  and 
stake  in  the  system  that  other  covered  workers  have,  and  the  contrib- 
utory character  of  the  basic  insurance  program  should  be  maintained. 

8.  Employees  of  State  and  Local  Governments 

The  Federal  Government  should  enter  into  voluntary  agreements  with  the 
States  for  the  extension  of  old-age  and  survivors  insurance  to  the  em- 
ployees of  State  and  local  governments,  except  that  employees  engaged 
in  proprietary  activities  should  be  covered  compulsorily 
Voluntary  coverage  of  a  limited  group  under  an  otherwise  com- 
pulsory social  insurance  system  is  ordinarily  undesirable  and  unwise. 
Under  a  system  such  as  old-age  and  survivors  insurance,  in  which 
benefits  are  not  directly  related  to  the  value  of  the  contributions  paid, 
voluntary  participation  is  likely  to  result  in  disproportionately  large 
benefits  for  those  who  elect  coverage.    Even  if  voluntary  partici- 
pation is  limited  to  entire  groups  of  workers,  the  organizations  that 
elect  coverage  are  likely  to  be  those  in  which  most  employees  are 
persons  nearing  retirement  age  or  men  with  large  families.  The 
smaller  the  organization,  of  course,  the  greater  the  danger  of  this 
"adverse  selection." 

Because  of  the  apparent  constitutional  barrier  against  Federal 
taxation  of  the  States,  however,  coverage  of  the  employees  of  State 
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and  local  governments,  except  for  those  engaged  in  proprietary 
functions,  will  have  to  be  on  a  voluntary  basis  unless  these  govern- 
ment employees  are  to  be  denied  the  protection  of  the  Federal  program. 
Because  of  this  fact,  and  because  a  clear  need  exists  for  old-age  and 
survivors  insurance  protection  of  these  employees,  the  Council  believes 
that  a  voluntary  plan  should  be  offered  to  State  and  local  governments 
in  their  capacity  as  employers. 

Coverage  can  and  should  be  extended  on  a  compulsory  basis  to 
government  employees  engaged  in  proprietary — as  opposed  to  govern- 
ment— functions  of  the  employing  units.  Proprietary  activities 
include,  for  example,  State  liquor  stores,  municipal  subway  systems, 
and  other  public  utilities  that  are  owned  and  operated|by  the  govern- 
ment unit.  Compulsory  extension  of  coverage  to  these  groups 
appears  to  raise  no  constitutional  questions  and  would  immediately 
give  150,000  to  200,000  workers  the  advantages  of  basic  social 
insurance  protection. 

Under  a  voluntary  system,  adverse  selection  occurs  when  coverage 
is  elected  by  only  a  part  of  the  total  employee  group  and  that  part  ia 
not  representative  of  the  entire  group.  Such  selection  can  be  con- 
trolled to  some  extent  by  restricting  the  employer's  latitude  of  choice 
in  determining  coverage  of  the  plan.  The  Council,  therefore,  recom- 
mends that  coverage  be  permitted  only  when  elected  for  all  employees 
within  an  occupational  or  departmental  group.  Thus,  when  coverage 
is  extended  to  a  government  department,  bureau,  or  other  administra- 
tive division  of  the  State  or  of  a  locality,  all  employees  of  the  depart- 
ment would  have  to  be  covered.  If  coverage  is  extended  to  an 
occupational  group,  all  employees  of  a  State  or  of  a  local  government 
unit  who  are  engaged  in  the  specified  type  of  work  (such  as  teachers, 
typists,  truck  drivers,  janitors)  would  have  to  be  covered. 

As  further  assurance  that  the  covered  group  will  contain  a  reasonably 
representative  distribution  of  risks,  coverage  should  be  permitted  only 
if  one-fourth  of  the  employees  of  the  State  or  local  government  (such 
as  a  county,  township,  municipality,  or  school  district)  are  brought 
into  the  program.  This  requirement  would  probably  be  adequate 
for  the  larger  local  government  units,  but  a  more  restrictive  one  is 
recommended  for  localities  with  less  than  400  employees.  If  the 
locality  has  less  than  400  but  more  than  100  employees,  coverage  would 
have  to  be  elected  for  at  least  100  employees.  If  the  local  govern- 
ment unit  has  100  or  fewer  employees,  all  would  have  to  be  covered. 

It  is  recommended  that  agreements  be  entered  into  only  with  States, 
although  political  subdivisions  of  the  State  should  be  permitted  to 
participate.  A  State  entering  into  an  agreement  would  assume  the 
responsibilities  of  an  employer  under  old-age  and  survivors  insurance; 
that  is,  the  State,  both  for  itself  and  for  those  of  its  political  sub- 
divisions which  participate  in  the  agreement,  would  collect  and  trans- 
mit to  the  Federal  Government  wage  information  and  contributions. 
The  fact  that  the  Federal  Government  would  deal  only  with  the 
States  would  greatly  reduce  an  otherwise  heavy  administrative  burden. 
Since  the  agreements  would  be  voluntary,  no  question  of  the  Federal 
right  to  levy  a  tax  on  States  and  localities  would  be  raised. 

As  of  April  1947,  nearly  4,000,000  employees  of  States,  political 
subdivisions  of  States,  and  instrumentalities  of  State  and  local  govern- 
ments were  excluded  from  old-age  and  survivors  insurance.  The 
average  earnings  of  these  employees  as  a  rule  are  somewhat  lower 
than  those  in  private  industry.    The  average  monthly  salary  during 
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April  1947  was  $160  for  nonschool  employees  and  $185  for  school 
employees  as  compared  with  an  average  monthly  wage  of  about  $205 
in  manufacturing  industries. 

Almost  half  the  total  number  of  State  and  local  employees  are  not 
covered  under  any  retirement  system,  and  of  those  who  are  so  covered, 
probably  about  four-fifths  lack  adequate  survivorship  protection. 
The  need  of  this  group  for  the  protection  of  the  old-age  and  survivors 
insurance  program  is  clear.  An  equally  important  reason  for  extend- 
ing old-age  and  survivors  insurance  to  employees  of  State  and  local 
governments  is  to  give  public  workers  continuous  protection  when 
they  shift  from  one  government  unit  to  another,  or  between  govern- 
ment units  and  private  industry.  Existing  State  and  local  staff 
retirement  systems  are  designed  primarily  for  those  who  continue  in 
the  service  of  the  particular  unit  until  their  retirement;  the  majority 
of  those  who  leave  the  service  before  retirement  age  normally  forfeit 
any  rights  to  retirement  benefits  they  may  have  acquired.  Similarly, 
persons  who  enter  government  employment  from  private  industry 
may  lose  all  or  part  of  the  protection  they  have  acquired  under  old- 
age  and  survivors  insurance. 

Although  jobs  in  State  and  local  government  agencies  are  more 
stable  than  in  many  areas  of  private  industry,  there  is  nevertheless 
a  substantial  turn-over.  In  April  1946,  a  typical  month,  3.4  million 
persons  were  employed  by  State  and  local  governments,  while  during 
the  whole  year  about  4.3  million  were  so  employed.  Thus,  several 
hundred  thousand  had  temporary  employment  in  these  units,  or 
shifted  from  permanent  government  jobs  to  work  in  other  fields. 
In  1944,  about  one-seventh  of  all  nonschool  employment  for  State  and 
local  government  units  was  on  a  part-time  basis  and  about  one-eigbtb: 
of  all  State  and  local  employment  was  temporary.  Even  for  the 
permanent,  full-time  jobs,  the  annual  turn-over  probably  ranges  from 
4  to  7  percent. 

Many  proposals  previously  advanced  for  covering  these  workers 
have  advocated  excluding,  on  either  a  permissive  or  a  mandatory 
basis,  various  limited  groups  of  State  and  local  employees,  apparently 
in  fear  that  coverage  under  old-age  and  survivors  insurance  would 
weaken  or  even  completely  destroy  their  State  and  local  retirement 
system.  As  pointed  out  in  the  Council's  recommendations  for  cover- 
age of  Federal  and  railroad  employees,  retirement  systems  supple- 
mentary to  old-age  and  survivors  insurance  perform  a  valuable  and 
necessary  function.  When  coverage  is  extended  to  State  and  local 
employees  who  are  members  of  staff  retirement  systems,  those  systems 
can  be  adjusted  to  supplement  the  basic  old-age  and  survivors  in- 
surance benefits.  Private  employers  have  demonstrated  that  such 
adjustments  can  be  made  satisfactorily  and  without  any  loss  in  total 
retirement  protection.  The  Council  believes  that  in  light  of  (a)  the 
incontrovertible  merit  of  the  retention  and  development  of  sup- 
plementary plans,  (b)  the  fact  that  employees  under  industrial 
pension  systems  did  not  suffer  losses  in  benefits  attributable  to  adjust- 
ment to  the  old-age  and  survivors  insurance  program,  and  (c)  the 
fact  that  State  and  local  governments  have  recognized  the  need  for, 
and  taken  action  to  provide,  retirement  protection  for  their  em- 
ployees, any  fear  that  the  availability  of  old-age  and  survivors 
insurance  will  lead  government  units  to  reduce  the  total  protection 
afforded  their  employees  is  unjustified. 
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9.  A  Study  of  Social  Security  Protection  for  the  Possessions  of  the 

United  States 

A  commission  should  be  established  to  determine  the  kind  of  social  security 
protection  appropriate  to  the  possessions  of  the  United  States 

The  social  insurance  and  public  assistance  provisions  of  the  Social 
Security  Act  do  not  at  present  apply  to  Puerto  Rico,  the  Virgin  Is- 
lands, Guam,  or  other  possessions  of  the  United  States,  even  though 
the  livelihood  and  security  of  the  people  of  such  possessions  are  bound 
up  with  the  United  States  economy.  The  kind  of  social  security  pro- 
tection to  be  afforded  to  these  people  should  be  based  on  detailed 
studies  of  economic  and  social  conditions  in  the  islands.  Matters 
that  require  investigation  include  wage  rates,  regularity  of  employ- 
ment, extent  of  unemployment,  incidence  of  illness,  and  the  nature 
of  public  assistance  and  public-health  provisions  now  administered 
by  the  insular  governments. 

The  extended  inquiry  which  would  be  called  for,  particularly  since 
areas  outside  the  continental  United  States  are  involved,  is  believed 
by  the  Council  to  be  beyond  its  function.  For  this  reason  the  Council 
proposes  that  a  special  commission  be  established  to  make  such  inquiry 
and  recommend  appropriate  social  security  legislation.  The  com- 
mission should  represent  the  general  public,  including  residents  of 
the  possessions,  as  well  as  agencies  such  as  the  Federal  Security  Agency 
and  the  Departments  of  Labor,  Agriculture,  Interior,  Commerce,  and 
Treasury,  which  either  have  a  special  interest  in  the  islands  or  would 
normally  concern  themselves  with  the  problems  at  issue. 

10.  Inclusion  of  Tips  in  the  Definition  of  Wages 

The  definition  of  wages  as  contained  in  section  209  (a)  of  the  Social 
Security  Act,  as  amended,  and  section  1426  (a)  of  subchapter  A  of 
chapter  9  of  the  Internal  Revenue  Code  should  be  amended  to  specify 
that  such  wages  shall  include  all  tips  or  gratuities  customarily 
received  by  an  employee  from  a  customer  of  an  employer 
Tips  or  gratuities  paid  directly  to  an  employee  by  a  customer  of 
an  employer,  but  not  "accounted  for"  by  the  employee  to  the  em- 
ployer, are  not  now  included  in  wages  as  denned  for  benefit  and 
contribution  purposes.    Only  a  small  part  of  all  tips  are  now  accounted 
for.    Consequently,  substantial  numbers  of  workers  in  such  service 
industries  as  hotels,  restaurants,  barber  shops,  and  beauty  parlors  are 
denied  the  degree  of  protection  they  would  acquire  if  all  such  pay- 
ments were  included  in  their  wage  records.    Some  workers  may  fail 
to  qualify  for  benefits  because,  except  for  tips,  their  remuneration  is 
inconsequential.    This  condition  is  especially  illogical  since  tips  are 
frequently  contemplated  in  the  wage  contract,  are  earned  in  the 
service  of  the  employer,  and  are  received  for  services  generally  recog- 
nized as  performed  in  the  interest  of  the  employer. 

Tips  are  included  in  taxable  income  under  the  Federal  income-tax 
law.  Moreover,  in  about  half  the  States,  such  payments  are  reported 
under  the  State  unemployment  insurance  laws  on  a  more  inclusive 
basis  than  under  the  program  of  old-age  and  survivors  insurance. 

Estimates  indicate  that  full  inclusion  of  tips  and  gratuities  would 
sharply  increase  the  wage  credits  of  approximately  a  million  workers 
now  covered  by  the  old-age  and  survivors  insurance  program.  The 
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increase  for  roughly  two-thirds  of  that  number  would  amount  to  about 
40  percent  of  their  wages  as  reported  under  present  interpretation  of 
the  law.  According  to  Department  of  Commerce  estimates,  $183,000,- 
000  was  paid  in  tips  in  1939;  $196,000,000  in  1940;  $238,000,000  in 
1941;  $308,000,000  in  1942;  and  $396,000,000  in  1943.  If  a  similar 
rate  of  increase  continued  after  1943,  as  seems  likely  during  years  of 
high  prices,  the  total  amount  now  paid  in  tips  might  well  exceed  half  a 
billion  dollars  a  year.  The  inclusion  of  such  additional  sums  in  the 
wage  credits  of  approximately  a  million  workers  in  covered  service 
industries  would  clearly  have  an  important  effect  on  their  benefits 
rights  and  their  contributions  to  the  trust  fund. 

In  the  absence  of  an  exact  reporting  of  tips  by  persons  receiving 
them,  it  would  be  possible  to  permit  employers  to  report  a  reasonable 
estimate  of  the  tips  received  by  their  employees,  as  is  now  done  under 
some  of  the  State  unemployment  insurance  laws.  In  making  such 
estimates,  the  employer  would  take  into  account  the  volume  of  busi- 
ness handled  by  the  employee,  the  tips  reported  by  other  employees, 
the  type  of  establishment,  and  any  other  pertinent  factors.  The 
employer  should  not  be  held  responsible  for  any  inaccurate  reporting 
of  tips  by  his  employees,  however,  and  should  be  protected  from 
penalties  en  this  account.  Procedural  and  administrative  questions 
could  be  settled  by  appropriate  regulations  designed  to  implement 
the  intent  of  the  law. 

Adoption  of  this  recommendation,  the  Council  believes,  would 
bring  the  contributions  paid  and  the  benefits  received  by  a  large 
number  of  people  more  nearly  in  line  with  their  actual  earnings,  thus 
ending  an  inequity  to  persons  whose  employment  is  covered  by  the 
program  but  who  receive  much  of  their  remuneration  for  such  employ- 
ment in  a  form  not  now  considered  wages.  It  would  also  result  in 
greater  uniformity  in  interpretation  of  wages  in  laws  relating  to  income 
taxes,  unemployment  insurance,  and  old-age  and  survivors  insurance. 

RECOMMENDATIONS  ON  ELIGIBILITY 

11.  Insured  Status 

To  'permit  a  larger  proportion  of  older  workers,  particularly  those  newly 
covered,  to  qualify  for  benefits,  the  requirements  for  fully  insured 
status  should  be  1  quarter  of  coverage  5  for  each  2  calendar  quarters 
elapsing  after  1948  or  after  the  quarter  in  which  the  individual  attains 
the  age  of  21,  whichever  is  later,  and  before  the  quarter  in  which  he 
attains  the  age  of  65  (60  for  women)  or  dies.  Quarters  of  coverage 
earned  at  any  time  after  1986  should  count  toward  meeting  this 
requirement.  A  minimum  of  6  quarters  of  coverage  should  be  required 
and  a  worker  should  be  fully  and  permanently  insured  if  he  has  Jfi 
quarters  of  coverage.  In  cases  of  death  before  January  1,  1949,  the 
requirement  should  continue  to  be  1  quarter  of  coverage  for  each  2 
calendar  quarters  elapsing  after  1936  or  after  the  quarter  in  which 
the  age  of  21  was  attained,  whichever  is  later,  and  before  the  quarter 
in  which  the  individual  attained  the  age  of  65  or  died 
The  Council  recommends  a  "new  start"  in  the  eligibility  require- 
ments which  will  require  the  same  qualifying  period  for  an  older 


'  As  under  the  present  program,  a  calendar  quarter  In  which  the  worker  has  $50  or  more  in  earnings  from 
covered  employment. 
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worker  now  as  was  required  for  a  person  who  was  the  same  age  when 
the  system  began  operation.  All  workers  who  will  have  attained 
age  62  before  the  middle  of  1949  would  be  insured  with  the  minimum 
of  6  quarters  of  coverage,  just  as  workers  of  the  same  age  in  1937 
could  be  insured  with  the  minimum  number. 

A  major  reason  for  the  fact  that  the  old-age  and  survivors  insurance 
program  has  been  slow  in  replacing  public  assistance  as  the  chief 
method  of  meeting  income  loss  in  old  age  is  the  difficulty  which  older 
people  face  in  meeting  the  present  eligibility  requirements.  Eleven 
years  after  the  inauguration  of  the  program  only  about  20  percent  of 
the  population  aged  65  and  over  is  either  insured  under  the  program 
or  receiving  benefits. 

Eligibility  requirements  for  the  older  workers  as  difficult  to  meet  as 
those  of  the  present  program  (24  quarters  of  coverage  will  be  required 
under  present  provisions  for  those  attaining  age  65  in  the  first  quarter 
of  1949)  mean  an  unwarranted  postponement  of  the  effectiveness  of 
the  insurance  method  in  furnishing  income  for  the  aged.  In  a  con- 
tributory social  insurance  system,  as  in  a  private  pension  plan,  workers 
already  old  when  the  program  is  started  should  have  their  past  service 
taken  into  account.  The  unavailability  of  records  of  past  service 
prevents  giving  actual  credits  under  old-age  and  survivors  insurance  for 
employment  and  wages  before  the  coverage  becomes  effective,  but 
eligibility  requirements  and  the  benefit  formula  can  and  should  take 
prior  service  into  account  presumptively.  To  pay  benefits  to  all  the 
current  aged— including  those  who  have  not  worked  at  all  since 
the  inauguration  of  the  system — might  endanger  the  character  of 
the  benefit  based  on  contributions  and  work  records,  but  in  getting  the 
system  started,  it  is  important  to  make  due  allowance  for  those  who, 
because  of  age,  will  probably  continue  at  work  for  only  a  short  period. 

All  persons  who  reached  age  62  before  the  middle  of  the  year  in 
which  the  system  began  to  operate  (1937)  could  be  fully  insured  under 
the  present  act  if  they  acquired  six  quarters  of  coverage.  Those  who 
attained  age  62  in  the  third  or  fourth  quarters  of  1937  needed  7 
quarters,  and  so  on,  while,  as  indicated  above,  those  attaining  age  65 
in  the  first  quarter  of  1949  will  need  to  have  had  24  quarters.  After 
1956,  under  the  present  provisions,  all  persons  who  had  attained  age 
21  before  1937  will  need  the  maximum  requirement  of  40  quarters. 

Unless  the  present  provisions  are  modified,  all  persons  covered  for 
the  first  time  in  January  1949  who  are  less  than  57  years  old  will  have 
to  have  10  years  of  coverage  before  they  can  become  eligible  for  retire- 
ment benefits,  while  even  those  aged  65  will  need  six  more  years  of 
steady  employment  before  they  can  receive  benefits.  A  "new  start," 
treating  those  newly  covered  workers  in  the  same  way  that  the  pro- 
gram treated  other  occupational  groups  when  they  were  first  covered, 
seems  reasonable  and  fair. 

While  it  would  theoretically  be  possible  to  liberalize  requirements 
only  for  newly  covered  workers  and  to  retain  the  present  provisions  for 
all  others,  this  is  not  a  practical  or  desirable  solution.  Shifts  between 
covered  and  noncovered  employment  are.  so  common  that  it  would 
be  all  but  impossible  to  establish  a  fair  criterion  for  determining,  for 
the  purpose  of  special  eligibility  requirements,  which  individuals 
should  be  treated  as  belonging  to  a  newly  covered  occupation.  Any 
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liberalization  designed  to  reduce  the  handicap  of  newly  covered  work- 
ers must  be  a  generally  applicable  provision. 

The  Councfl  recommends  that  the  liberalization  of  eligibility  re- 
quirements should  apply  only  to  individuals  living  at  the  date  of 
coverage  extension.  This  proposal  is  consistent  with  the  treatment 
accorded  survivors  under  the  1939  amendments  when  the  provisions 
for  survivor  benefits  were  made  applicable  only  in  cases  of  death  after 
December  31,  1939.  Considerable  administrative  difficulty  would 
arise  if  the  eligibility  for  benefits  of  individuals  who  died  before  the 
amendment  of  the  law  were  reconsidered. 

Of  the  various  possible  methods  of  adjusting  the  fully  insured 
status  requirement  for  newly  covered  workers,  the  one  we  recommend 
seems  to  us  to  offer  the  advantages  of  uniformity  and  simplicity  and 
at  the  same  time  to  provide  a  much-needed  liberalization  in  the 
requirements  for  all  older  workers.  It  would  also  reduce  the  dis- 
advantages which  many  workers  normally  in  covered  employment 
now  face  because  of  their  work  during  the  war  in  Government  ship- 
yards, munitions  plants,  emergency  Government  agencies,  and  other 
noncovered  occupations. 

The  new-start  method  would  be  impractical  if  extension  is  on  a 
piecemeal  basis.  More  than  one  "new  start,"  we  believe,  would  be 
indefensible  and  would  tend  to  weaken  public  confidence  in  the 
program.  It  would  be  possible  to  use  the  new-start  plan,  however, 
even  though  coverage  is  not  extended  to  Federal  and  railroad  workers 
until  later,  since  available  records  of  past  employment  and  wages  for 
these  workers  would  permit  crediting  their  back  wages.  Under  such 
an  arrangement,  amounts  equivalent  to  the  contributions  which  would 
have  been  collected  if  the  workers  had  previously  been  covered  under 
old-age  and  survivors  insurance  could  be  transferred  to  the  old-age 
and  survivors  insurance  trust  fund  from  the  trust  funds  for  their 
separate  Federal  retirement  systems. 

The  "new  start"  would  result  in  payment  of  retirement  benefits  to 
a  much  higher  proportion  of  the  aged  during  the  early  years  of  the 
system,  but  it  would  not  increase  beneficiary  rolls  and  costs  in  the 
later  years  since  the  eligibility  requirements  would  remain  the  same 
for  workers  now  young. 

RECOMMENDATIONS  ON  BENEFITS 

12.  Maximum  Base  for  Contributions  and  Benefits 

To  take  into  account  increased  wage  levels  and  costs  of  living,  the  upper 
limit  on  earnings  subject  to  contributions  and  credited  for  benefits 
should  be  raised  from  $3,000  to  $4,200.    The  maximum  average 
monthly  wage  used  in  the  calculation  of  benefits  should  be  increased 
from  $250  to  $350  6 
A  social  insurance  program  must  be  adjusted  periodically  to  basic 
economic  changes.    In  a  dynamic  economy,  provisions  which  were 
appropriate  at  the  time  they  became  effective  inevitably  become 

•  While  the  majority  of  the  Council  favor  increasing  the  upper  limit  to  $4,200,  some  favor  keeping  the 
limit  at  $3,000  and  some  favor  increasing  it  to  $4,800.  The  reasons  for  these  two  positions  are  given  to 
appendix  I-F. 
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outmoded.  This  is  what  has  happened  to  the  limitation  placed  on  the 
amount  of  wages  subject  to  contributions  and  allowed  as  wage  credits. 

In  1939,  when  the  $3,000  maximum  wage  base  was  established, 
nearly  97  percent  of  all  workers  in  covered  employment  had  wages  of 
less  than  $3,000  a  year,  and  thus  they  were  required  to  pay  contribu- 
tions on  their  total  wages  and  could  have  their  total  wages  counted 
toward  benefits.  Even  among  workers  who  were  steadily  employed 
throughout  1939,  fewer  than  5  percent  received  wages  of  more  than 
$3,000  a  year.  With  the  general  rise  in  wage  levels  since  1939,  how- 
ever, the  $3,000  limitation  has  tended  to  exclude  from  taxation  and 
use  in  benefit  computations  part  of  the  wages  of  a  substantial  propor- 
tion of  covered  workers.  In  1945  about  14  percent  of  all  covered 
workers  had  wages  exceeding  $3,000,  and  among  workers  who  were 
steadily  employed  throughout  the  year,  about  24  percent  had  wages 
in  excess  of  that  amount. 

The  wage  base  for  contributions  and  benefits  under  the  program 
should  be  higher  not  only  because  of  increases  in  the  level  of  wages  but 
also  because  of  price  increases.  Since  the  base  has  not  kept  pace 
with  rising  prices,  benefits  now  supply  a  smaller  proportion  of  the 
costs  of  maintaining  the  beneficiary's  previous  standard  of  living 
than  they  did  in  1939.  Today  for  example,  $4,200  a  year  represents 
a  somewhat  lower  standard  of  living  than  $3,000  a  year  could  pur- 
chase a  decade  ago.  Raising  the  upper  limit  on  wages  is  necessary 
if  the  relationship  between  benefits  and  standards  of  living  which  was 
intended  in  the  1939  amendments  is  to  be  maintained. 

To  take  full  account  of  the  increase  in  wages  and  prices,  the  limita- 
tion on  taxable  wages  would  have  to  be  raised  to  somewhat  more 
than  $4,800.  The  Council,  however,  recommends  that  a  part  of  the 
increase  in  wages  be  disregarded  by  changing  the  limitation  to  $4,200 
as  a  conservative  adjustment  to  the  rise  in  wage  and  price  levels  which 
has  occurred  since  the  $3,000  figure  was  adopted.  With  a  wage  base 
of  $4,200,  about  95  percent  of  the  workers  in  covered  employment 
in  1945  would  have  had  all  their  wages  from  covered  employment 
available  for  benefit  purposes. 

If  the  old-age  and  survivors  insurance  program  is  to  fulfill  its 
function,  benefits  for  all  insured  workers  must  be  increased.  Since 
the  American  system  of  relating  benefits  to  past  wages  rests  on  the 
principle  that  considerations  of  individual  security  and  individual 
incentive  require  a  relationship  between  benefits  and  the  previous 
standard  of  living  of  the  retired  person,  benefits  must  be  increased 
for  higher-paid  wage  earners  as  well  as  for  workers  in  the  lower- 
income  brackets.  Comparisons  between  the  primary  insurance 
benefits  payable  under  the  plan  proposed  by  the  Advisory  Council 
and  those  payable  under  the  present  program  appear  in  table  1.  As 
those  figures  show,  we  recommend  that  a  worker  with  an  average 
monthly  wage  of  $350  (the  maximum)  shall  have  the  potential  pro- 
tection of  a  primary  insurance  benefit  representing  22.5  percent  of  his 
average  monthly  wage.  Under  the  present  program,  that  percentage 
represents  the  primary  insurance  benefit  of  a  worker  who  has  earned 
$3,000  or  more  a  year  and  who  has  had  40  years  of  coverage. 
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Table  1. — Primary  insurance  benefit  and  its  ratio  (percent)  to  specified  average 
monthly  wages  under  the  Advisory  Council's  proposals  and  under  the  present 
law  1 


Average  monthly 
wage 

Advisory  Council's 
proposal  > 

Present  law 

10  years  of  coverage 

20  years  of  coverage 

40  years  of  coverage 

Primary 
insurance 
benefit 

Percent 
of  aver- 
age 
monthly 
wage 

Primary 
insurance 
benefit 

Percent 
of  aver- 
age 
monthly 
wage 

Primary 
insurance 
benefit 

Percent 
of  aver- 
age 
monthly 
wage 

Primary 
insurance 
benefit 

Percent 
of  aver- 
age 
monthly 
wage 

$60  

$25.00 

50.0 

$22.00 

44.0 

$24.00 

48.0 

$28.00 

56.0 

$75  

37.50 

50.0 

24.76 

33.0 

27.00 

36.0 

31.50 

42.0 

$100  

41.25 

41.2 

27.50 

27.6 

30.00 

30.0 

35.00 

35.0 

$150  

48. 75 

32.5 

33.00 

22.0 

36.00 

24.0 

42.00 

28.0 

$200  

56.25 

28.1 

38.60 

19.2 

42.00 

21.0 

49.00 

24.6 

$250  

63.76 

25.6 

'44.00 

17.6 

•48.00 

19.2 

•66.00 

22.4 

$300  

71.25 

23.8 

•44.00 

14.7 

•48.00 

16.0 

•66.00 

18.7 

$350  

>  78. 75 

22.6 

•44.00 

12.6 

•48.00 

13.7 

•66.00 

16.0 

1  The  percentage  is  higher  when  a  wifo's  benefit  is  also  payable. 
•  Uniform  for  all  years  of  coverage. 

•Maximum  primary  insurance  benefit  possible  under  the  benefit  formula. 


An  objective  of  the  present  law  is  to  have  workers  in  the  highest 
wage  brackets  covered  by  the  system  pay  the  costs  of  their  own  bene- 
fits over  a  full  working  lifetime.  Under  the  benefit  formula  we  have 
recommended,  benefits  for  the  $4,200-a-year  man  bear  approximately 
the  same  relation  to  his  contributions  as  benefits  under  the  present 
law  bear  to  the  contributions  of  the  $3,000-a-year  man. 

With  the  increased  base,  the  high-paid  person  will  have  somewhat 
higher  benefits  than  he  would  have  had  if  only  the  formula  were 
changed,  but  he  will  in  the  long  run,  pay  for  nearly  all  the  increase  in 
the  cost  of  his  benefits.  If  the  wage  base  is  not  increased,  those  in 
the  higher  wage  brackets  will  have  higher  benefits  without  having 
contributed  toward  the  cost  of  the  increases. 

13.  Average  Monthly  Wage 

The  average  monthly  wage  should  be  computed  as  under  the  present  law, 
except  that  any  worker  who  has  had  wage  credits  of  $50  or  more 
in  each  of  six  or  more  quarters  after  1948  should  have  his  average 
wage  based  either  on  the  wages  and  elapsed  time  counted  as  under 
the  present  law  or  on  the  wages  and  elapsed  time  after  194-8,  which- 
ever gives  the  higher  result 

Persons  whose  occupations  have  been  excluded  from  coverage  under 
the  present  program  will  suffer  serious  disadvantage  after  coverage  is 
extended,  unless  an  alternative  is  permitted  for  the  present  method 
of  calculating  the  average  monthly  wage.  Under  the  present  law, 
benefit  amounts  are  based  on  an  average  computed,  in  general,  by 
adding  all  wage  credits  a  worker  has  received  for  covered  employ- 
ment and  dividing  that  sum  by  all  the  months  elapsing  since  1936, 
except  for  quarters  before  the  worker  reached  age  22  in  which  he 
received  less  than  $50.  On  this  basis,  a  worker  who  has  been  in  an 
employment  hitherto  excluded  from  coverage  will  always  be  penalized 
for  his  former  lack  of  coverage,  since,  in  effect,  his  wages  from  newly 
covered  employment  will  be  averaged  over  all  the  months  elapsed 
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since  1936  or  since  he  reached  age  22,  if  later.  His  low  average  wage, 
in  turn,  will  result  in  a  low  benefit  amount. 

The  Council  believes  that  an  appropriate  way  to  eliminate  this 
handicap  for  newly  covered  groups  would  be  to  have  their  average 
wages  computed  from  the  date  of  the  coverage  extension,  just  as  the 
average  wage  now  disregards  periods  before  January  1,  1937,  for 
those  in  employments  first  covered  as  of  that  date.  Since  large 
numbers  of  workers  have  been  in  both  covered  and  noncovered 
employment,  however,  it  would  be  almost  impossible  to  establish  a 
sound  basis  for  determining  which  individuals  should  be  treated  as 
belonging  to  a  newly  covered  group.  The  opportunity  to  profit  from 
the  provisions  designed  for  the  newly  covered  groups  must,  therefore, 
be  open  to  all  persons. 

Unless  previously  covered  workers  also  have  the  alternative  of  a 
"new  start,"  moreover,  many  will  fare  worse  than  those  newly  covered, 
since  the  relatively  low  wages  paid  in  the  late  thirties  and  early 
forties  will  tend  to  reduce  their  average  wages  and  thus  yield  benefit 
amounts  lower  than  those  of  newly  covered  persons  in  comparable  jobs. 

Some  insured  persons  will  have  little  or  no  covered  employment 
after  the  date  coverage  is  extended;  others  will  have  too  small  an 
amount  to  form  a  fair  basis  for  determining  an  average;  and  others 
may  have  employment  after  the  "new  start"  at  wages  much  lower 
than  their  previous  earnings.  The  starting  point  of  January  1937 
specified  in  the  present  law  should,  therefore,  be  retained  as  an 
alternative  and  the  individual  worker's  average  wage  computed  from 
that  date  if  it  gives  a  higher  amount  than  would  the  "new  start." 

The  new  start  for  all,  on  an  alternative  basis,  appears  to  be  the 
only  equitable  plan,  but  for  the  reasons  pointed  out  in  the  recom- 
mendation for  a  new  start  on  insured  status  (recommendation  11,  p. 
29)  we  do  not  recommend  a  new  start  unless  coverage  is  extended 
broadly  as  of  one  date. 

14.  Benefit  Formula 

To  provide  adequate  benefits  immediately  and  to  remove  the  present  penalty 
imposed  on  workers  who  lack  a  lifetime  of  coverage  under  old-age  and 
survivors  insurance,  the  primary  insurance  benefit  should  be  50  per- 
cent of  the  first  $75  of  the  average  monthly  wage  plus  15  percent  of 
the  remainder  up  to  $27 5. 1    Present  beneficiaries,  as  well  as  those 
who  become  entitled  in  the  future,  should  receive  benefits  computed 
according  to  this  new  formula  for  all  months  after  the  effective  date 
of  the  amendments 
The  benefit  formula  of  the  present  program,  with  its  automatic 
increase  of  1  percent  for  each  year  of  coverage,  in  effect  postpones 
payment  of  the  full  rate  of  benefits  for  more  than  40  years  from  the 
time  the  system  began  to  operate.    Under  such  provisions,  if  the 
benefit  amount  of  a  retired  worker  after  he  has  had  a  lifetime  of 
coverage  represents  a  reasonable  proportion  of  his  average  wage,  that 
for  older  workers  who  have  been  in  the  system  for  only  a  few  years  and 
for  the  survivors  of  younger  workers  will  almost  of  necessity  be  in- 
adequate.  Thus,  the  survivors  of  a  man  who  began  working  at  age 
20  and  dies  at  age  30  will  have  rights  to  benefits  only  about  three- 

i  The  members  of  the  Council  who  favor  retaining"$3,000  as  the"maximum  annual  wage  credit  and  taxable 
wages  would  retainT'$250  as  the  maximum  averageTmonthly  wage.  They  advocate  a'primary  insurance 
beneflt[representingl50  percent  of  the  first  $75  of  that  monthlyiwageiplus  15^percentiOf  the  remainder  up 
to  $175. 
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fourths  as  large  as  those  which  the  same  average  monthly  wage 
would  have  provided  if  he  had  lived  to  age  65.  Yet  the  worker  who 
dies  at  an  early  age  has  had  less  opportunity  than  have  older  workers 
to  accumulate  savings  and  other  resources  to  supplement  the  benefits 
payable  to  his  survivors.  The  Advisory  Council  believes  that  adequate 
benefits  should  be  paid  immediately  to  retired  beneficiaries  and  sur- 
vivors of  insured  workers  but  considers  it  unwise  to  commit  the  system 
to  automatic  increases  in  the  benefit  for  each  year  of  covered  employ- 
ment. 

Benefits  payable  under  old-age  and  survivors  insurance,  with  the 
beneficiaries'  other  permanent  resources,  should  suffice  to  supply  at 
least  the  basic  necessities  of  life  for  the  great  majority  of  beneficiaries. 
The  present  program  does  not  achieve  this  objective.  Field  studies 
made  by  the  Bureau  of  Old- Age  and  Survivors  Insurance  in  1941 
and  1942  in  seven  cities  showed  that  one-third  of  the  primary  bene- 
ficiaries surveyed  had  insufficient  nonrelief  income,  assets,  and  possible 
help  from  relatives  in  their  household  for  a  maintenance  level  of 
living  and  that,  taking  account  of  their  own  permanent  resources 
only,  nearly  two-thirds  of  the  beneficiaries  had  less  than  was  required 
for  a  maintenance  budget.8 

Inadequate  as  benefits  were  in  1941-42,  they  are  even  less  adequate 
now  that  costs  of  living  have  increased  by  at  least  60  percent.  The 
average  primary  benefit  now  being  paid  is  only  about  10  percent  higher 
than  that  paid  in  1940.  The  table  in  appendix  I-D  shows  the  dis- 
tribution of  benefits  being  paid  under  the  present  program  at  the  end 
of  1947.   The  inadequacy  of  these  benefits  is  self-evident. 

The  benefit  formula  in  the  present  Social  Security  Act  provides  a 
primary  benefit  representing  40  percent  of  the  first  $50  of  the  average 
monthly  wage  and  10  percent  of  the  next  $200.  It  is  thus  weighted 
in  favor  of  workers  whose  average  wages  are  low.  As  a  result  of 
increases  in  wage  rates,  the  effect  of  the  original  weighting,  however, 
has  been  substantially  reduced.  In  1939,  when  the  program  was 
drafted  and  approved,  $50  represented  about  one-half  the  average 
monthly  earnings  of  fully  employed  persons  in  covered  employment. 
By  1947,  fully  employed  workers  were  receiving  an  average  of  about 
$185  a  month.  As  a  conservative  recognition  of  the  effect  of  wage 
increases  on  the  original  weighting,  the  Council  recommends  a  change 
in  the  benefit  formula  to  make  $75  the  upper  limit  for  that  part  of 
the  average  monthly  wage  to  which  the  higher  percentage  is  applied. 

This  change,  however,  will  not  in  itself  sufficiently  increase  the 
primary  benefits  of  low-wage  workers.  Many  beneficiaries  now  on 
the  rolls  receive  benefits  based  on  an  average  monthly  wage  of  less 
than  $75.  These  beneficiaries  and  others  in  the  future  whose  bene- 
fits are  based  on  low  wages  lack  outside  resources  and  should  not  be 
denied  the  right  to  more  liberal  benefits.  If  the  benefit  formula  gave 
50  percent,  rather  than  40  percent,  of  the  first  $75  of  the  average 
monthly  wage,  the  beneficiaries  whose  rights  are  based  on  low  wages 
would  receive  fairly  substantial  increases  in  their  benefit  amounts. 

»  The  standard  used  was  based  on  the  WPA  maintenance  budget.  For  a  single  man  living  alone,  it  ranged 
from  $463  in  Philadelphia-Baltimore  to  $505  in  St.  Louis.  For  an  aged  couple  it  ranged  from  $773  to  $814. 
Possible  aid  from  relatives  in  the  household,  the  imputed  rental  value  of  homes  the  beneficiaries  owned, 
income  from  employment,  and  income  from  the  liquidation  of  assets  were  among  the  resources  taken  into 
account.  Since  the  studies  were  made  shortly  after  the  beneficiaries  became  entitled  to  benefits,  many 
of  them  still  had  incomes  and  resources  that  could  not  be  expected  to  continue  in  later  years.  For  a  fair 
picture  of  their  economic  security,  therefore,  the  studies  attempted  to  differentiate  between  temporary 
resources  and  those  which  could  be  considered  permanent,  such  as  old-age  and  survivors  insurance  benefits, 
retirement  pay,  insurance  annuities,  imputed  rent  from  the  homes  they  owned,  and  the  estimated  amounts 
that  could  be  realized  from  their  assets  prorated  over  their  life  expectancy. 
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We  also  propose  that  the  percentage  applied  to  the  portion  of  the 
average  wage  above  $75  be  increased  to  15  percent.  If  that  per- 
centage remains  fixed  at  10  percent,  there  will  be  too  little  spread 
between  the  benefit  amounts  of  low-income  and  high-income  workers. 
Thus,  for  an  average  monthly  wage  of  $100,  the  primary  benefit 
would  be  only  $10  less  than  that  for  an  average  wage  of  $200,  a  dif- 
ferential that  we  believe  is  insufficient  for  the  wage  interval  of  $100- 
$200,  which  now  includes  the  great  majority  of  workers  in  covered 
employment. 

We  believe  that  benefits  should  be  related  to  the  continuity  of 
the  worker's  coverage  by  and  contributions  to  the  system,  as  well  as 
to  the  amount  of  his  earnings.  Under  our  recommendations,  accord- 
ingly, benefits  will  continue  to  vary — as  they  now  do — with  both 
these  factors.  Thus,  in  figuring  the  average  monthly  wage  (recom- 
mendation 13,  p.  33),  a  worker's  total  wage  credits  are — and  would  con- 
tinue to  be — divided  by  the  total  number  of  months  that  he  might  have 
been  contributing  to  the  system.  His  average  wage,  and  conse- 
quently his  primary  benefit,  will  therefore  be  the  smaller  for  each 
month  lacking  in  his  record  of  covered  employment.  In  our  opinion, 
this  method  of  adjusting  benefits  permits  sufficient  differentiation 
between  workers  who  are  steadily  employed  in  covered  jobs  and  those 
whose  covered  employment  is  only  brief  or  intermittent.  Thus,  an 
increment  is  not  needed  for  the  purpose  of  such  differentiation. 

With  coverage  broadly  extended,  the  increment  would  serve  largely 
to  reward  younger  workers  for  their  greater  contributions  by  paying 
them  higher  retirement  benefits  than  those  paid  to  persons  who  were 
old  when  the  system  started.  To  us,  such  discrimination  seems 
undesirable.  The  older  worker  should  not  be  penalized  for  the  fact 
that  he  could  not  contribute  throughout  his  life.  We  propose,  in 
effect,  that,  as  in  many  private  pension  plans,  the  older  worker 
receive  credit  for  his  past  service  and  acquire  rights  to  the  full  rate  of 
benefits  now. 

Table  2. — Illustrative  old-age  benefits  under  present  formula  1  and  that  proposed  by 

Advisory  Council 2 


[Note. — Potential  beneficiary  in  covered  employment  continuously  from  Jan.  1,  1937,  to  date  shown] 


Average  monthly 
wage 

Basic  amount 1 

Entitlement  date 

Jan.  1,1949  (12  years 
of  coverage) 

Jan.  1,1967  (20  years 
of  coverage) 

Jan.  1, 1977  (40  years 
of  coverage) 

Present 
law 

Advisory 
Council 
proposal 

Present 
law 

Advisory 
CoudcU 
proposal 

Present 
law 

Advisory 
Council 
proposal 

Present 
law 

Advisory 
Council 
proposal 

$50  

$20.00 

$25.00 

$22.40 

$25. 00 

$24. 00 

$25.00 

$28.00 

$25.00 

$75  

22.50 

37.60 

25.20 

37.  60 

27.00 

37.  50 

31.50 

37.60 

$100   

25.00 

41.25 

28.00 

41.25 

30.00 

41.25 

35.00 

41.25 

$125.  

27.50 

'  45.00 

30.80 

45.00 

33.00 

45.00 

38.50 

45.00 

$150  

30.00 

48.  76 

33.60 

48.75 

36.00 

48.75 

42.00 

48.76 

$200  

36.00 

56.26 

39.20 

56.25 

42.00 

66.25 

49.00 

56.25 

$250..  

40.00 

63.  75 

44.80 

63.75 

48.00 

63.  76 

56.00 

63.76 

$300  

M0. 00 

71.  25 

«44.80 

71.25 

M8.00 

71.25 

<56.00 

71.26 

$350  

«40.00 

78.75 

•44.80 

78.75 

*  48.00 

78.75 

1  56.00 

78.75 

'  40  percent  of  the  first  $50  of  the  average  monthly  wage  plus  10  percent  of  the  next  $200,  increased  by  1 
percent  of  the  sum  of  the  foregoing  for  each  year  of  coverage. 

1  60  percent  of  the  first  $75  of  the  average  monthly  wage  plus  16  percent,  of  the  next  $225. 

•  Under  present  law,  the  benefit  amount  without  the  increment  for  years  of  coverage;  under  the  Advisory 
Council's  proposal,  the  amount  payable. 

4  Maximum  average  monthly  wage  used  in  computing  benefits  under  present  law  is  $250. 
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A  major  draw-back  in  liberalizing  a  benefit  formula  that  contains 
an  increment  lies  in  the  danger  that  benefits  in  future  years  will  be 
excessively  high.  By  eliminating  the  increment,  the  benefits  paid 
now  can  be  more  adequate  than  would  seem  feasible  if  the  level  of 
benefits  were  also  to  be  raised  automatically  in  future  years  by  the 
application  of  an  increment  in  the  formula. 

15.  Increased  Survivor  Benefit 

To  increase  the  protection  for  a  worker's  dependents,  survivor  benefits  for 
a  family  should  be  at  the  rate  of  three-fourths  of  the  primary  insurance 
benefit  for  one  child  and  one-half  for  each  additional  child,  rather 
than  one-half  for  all  children  as  at  present.  The  parent's  benefit 
should  also  be  increased  from  one-half  to  three -fourths.  Widows' 
benefits  should  remain  at  three-fourths  of  the  primary  insurance 
benefit 

Adoption  of  this  recommendation  would  serve  mainly  to  provide 
higher  benefits  for  children  of  deceased  workers,  since  few  parents  of 
insured  workers  are  eligible  for  benefits.  Families  consisting  of 
young  children  and  widowed  mothers  would  benefit  particularly  from 
this  recommendation.  Studies  made  by  the  Bureau  of  Old-Age  and 
Survivors  Insurance  in  1940-42  indicate  that  this  beneficiary  group 
is  the  one  most  in  need  of  benefit  increases.  Of  the  widows  with 
entitled  children,  44  percent — a  larger  percentage  than  for  any  other 
beneficiary  type — were  found  to  have  insufficient  income  for  a  main- 
tenance level  of  living  9  and  had  net  assets  of  less  than  $2,500.  Of 
the  widows  with  three  or  more  children,  73  percent  had  to  five  below 
this  maintenance  level. 

Under  the  present  program,  the  benefit  rates  of  family  groups  of 
the  same  size  vary,  before  the  application  of  the  maximums,  in  ways 
unrelated  either  to  need  or  to  insurance  principles.  There  are  three 
types  of  monthly  benefits,  in  addition  to  the  primary  insurance 
benefit,  which  an  individual  may  receive  without  other  benefits  being 
payable  in  the  same  family  group.  An  aged  widow  as  a  sole  bene- 
ficiary receives  three-fourths  of  the  primary  insurance  benefit,  and  the 
survivor  benefit  payable  to  one  child  or  to  one  dependent  parent  of 
a  deceased  insured  worker  equals  one-half  the  primary  benefit. 
Family  groups  with  two  beneficiaries  may  receive  one  and  one-half 
times  the  primary  benefit  (husband  and  wife),  one  and  one-fourth 
times  the  primary  benefit  (widow  and  child),  or  the  same  amount  as 
the  primary  benefit  (two  children  or  two  dependent  parents).  Fami- 
lies with  three  beneficiaries  may  receive  twice  the  primary  benefit 
(retired  worker,  wife,  and  child),  or  one  and  three-fourths  times  the 
primary  benefit  (widow  and  two  children),  or  one  and  one-half  times 
the  primary  benefit  (three  children). 

There  is  no  good  reason  for  these  differentials  in  benefit  rates.  The 
Council's  recommendation  would  result  in  a  uniform  ratio  to  the 
primary  benefit  for  all  survivor  benefits  paid  to  a  sole  beneficiary  and 
for  all  two-person  and  three-person  beneficiary  groups,  except  for 
those  consisting  only  of  children. 


•  The  standard  used  in  this  study  was  based  on  the  WF  A  budget  for  a  maintenance  level  of  living  and  was 
found  to  have  been  very  close  to  the  relief  standard.  In  the  cities  investigated,  it  ranged  from  $1,052  a  year 
in  Philadelphia-Baltimore  to  $1,146  in  Los  Angeles  for  a  widow  and  two  children  (aged  10  to  15). 
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16.  Dependents  of  Insured  Women 

To  equalize  the  protection  given  to  the  dependents  oj  women  and  men, 
benefits  should  be  payable  to  the  young  children  of  any  currently 
insured10  woman  upon  her  death  or  eligibility  for  primary  insurance 
benefits.  Benefits  should  be  payable  also  (a)  to  the  aged,  dependent 
husband  of  a  primary  beneficiary  who,  in  addition  to  being  fully 
insured,  was  currently  insured  at  the  time  she  became  eligible  for 
primary  benefits,  and  (b)  to  the  aged,  dependent  widower  of  a  woman 
who  was  fully  and  currently  insured  at  the  time  of  her  death 

Under  the  present  program,  insured  women  lack  some  of  the  rights 
which  insured  men  can  acquire.  Thus,  when  an  insured  married 
woman  dies  or  retires,  monthly  benefits  can  seldom  be  paid  to  her 
children  on  the  basis  of  her  wage  record  and  are  never  payable  to 
her  husband.  If  she  has  been  working  steadily  before  her  death  or 
retirement,  the  Council  believes  her  participation  in  the  insurance 
program  should  carry  protection  against  the  loss  of  her  earnings, 
which  presumably  have  been  an  important  part  of  the  family  income. 

The  changes  proposed  by  the  Council  would  mainly  affect  orphaned 
children.  At  present,  young  children  of  a  deceased  insured  woman 
can  receive  monthly  benefits  based  on  her  wage  record  only  if  the 
father  has  died  or  if  the  child  was  not  living  with  his  father  and  had 
been  supported  by  his  mother.  Under  our  proposal,  monthly  benefits 
would  be  payable  to  the  young  children  of  any  woman  who  died  cur- 
rently insured,  in  recognition  of  the  fact  that  the  earnings  of  a  working 
wife  are  an  important  contribution  toward  the  support  of  the  family. 

Supplementary  child's  benefits  should  be  payable  to  the  young 
children  of  any  retired  woman  who  was  currently  insured  when  she 
attained  age  60.  If  both  husband  and  wife  are  primary  beneficiaries, 
however,  the  child  would  receive  only  the  benefits  based  on  the  larger 
of  the  two  wage  records.  In  the  majority  of  such  instances,  the 
child's  benefits  would  thus  be  based  on  the  father's  wage  record  rather 
than  on  the  mother's,  but  the  mother's  insurance  should  be  the  basis 
of  the  benefit  if  it  would  yield  a  larger  addition  to  the  family's  benefit 
income.  Since  very  few  women  aged  60  or  over  have  children  under 
age  18,  however,  supplementary  child's  benefits  will  be  payable  with 
respect  to  retired  women  in  relatively  few  cases. 

We  also  believe  that  a  widower  who  was  dependent  on  his  fully  and 
currently  insured  wife  at  the  time  of  her  death  should  receive  a  benefit 
based  on  her  wage  credits  when  he  attains  age  65,  but  as  is  now  the 
case  for  aged  widows,  he  should  receive  his  widower's  benefit  only  if 
it  is  larger  than  the  primary  benefit  based  on  his  own  earnings. 

Similarly,  supplementary  benefits  should  be  payable  to  the  depen- 
dent husband  (at  age  65  or  over)  of  a  female  primary  beneficiary  who 
was  currently  insured  at  the  time  she  attained  age  60.  These  hus- 
band's benefits  would  be  comparable  to  the  present  wife's  benefits  for 
wives  of  male  primary  beneficiaries.  Such  benefits  will  be  payable  in 
relatively  few  cases,  however,  because  the  man  would  receive  only  the 
larger  of  the  husband's  benefit  or  his  own  primary  benefit. 


"  To  be  currently  insured,  a  worker  must  have  had  6  quarters  of  coverage  within  the  period  consisting  of 
the  quarter  in  which  he  died  and  the  12  quarters  immediately  preceding  such  quarter. 
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Except  in  the  case  of  family  situations  in  which  supplementary  or 
survivor  benefits  are  payable  under  present  law,  we  advocate  that 
supplementary  or  survivor  benefits  be  payable  only  on  the  wage  record 
of  a  woman  who  was  currently  insured  on  her  attainment  of  age  60  or 
her  death.  A  woman  who  has  not  worked  in  at  least  half  the  calendar 
quarters  of  the  3  years  immediately  preceding  her  retirement  or  death 
is  not  likely  to  have  been  responsible  for  even  partial  support  of  her 
family.  If  she  is  fully  but  not  currently  insured,  all  her  gainful  em- 
ployment will  in  most  cases  have  antedated  her  marriage  or  the  birth 
of  her  children,  and  her  death  will  mean  no  loss  of  income  for  the 
family. 

The  cost  of  paying  the  proposed  supplementary  and  survivor  bene- 
fits to  dependents  of  women  workers  will  be  very  small.  Relatively 
few  aged  dependent  husbands  and  widowers  or  children  of  retired 
women  workers  will  qualify  for  benefits,  for  most  of  the  men  will  be 
eligible  for  higher  primary  benefits  in  their  own  right  and  few  aged 
women  have  children  under  18.  Although  benefits  to  children  of 
deceased  insured  younger  women  will  be  paid  more  frequently,  they 
will  cost  considerably  less  than  0.1  percent  of  pay  rolls. 

17.  Maximum  Benefits 

To  increase  the  family  benefits,  the  maximum  benefit  amount  payable  on 
the  wage  record  oj  an  insured  individual  should  be  three  times  the 
primary  insurance  benefit  amount  or  80  percent  of  the  individual's 
average  monthly  wage,  whichever  is  less,  except  that  this  limitation 
should  not  operate  to  reduce  the  total  family  benefits  below  $40  a  month 
The  Advisory  Council  believes  that  the  wife  of  a  retired  beneficiary 
and  each  of  his  children  under  age  18  should  receive  50  percent  of  the 
primary  insurance  benefit,  the  same  proportion  as  under  the  present 
program.   According  to  recommendation  15  (p.  37),  however,  the 
widow  and  the  first  child  of  a  deceased  insured  worker  would  each 
receive  75  percent  of  the  primary  insurance  benefit,  while  each  addi- 
tional child  would  receive  50  percent.    The  total  monthly  amount  of 
benefits  payable  when  deceased  insured  workers  leave  very  large 
families  might  thus  be  excessive  unless  some  maximum  limits  the  total 
monthly  amount  of  benefits  payable  on  the  basis  of  a  single  wage 
record. 

Under  present  law,  whenever  the  total  of  all  monthly  benefits  pay- 
able with  respect  to  the  wage  record  of  an  individual  exceeds  (1)  $85, 
or  (2)  twice  the  primary  benefit  amount,  or  (3)  80  percentpf  the  wage 
earner's  average  monthly  wage,  the  total  must  be  reduced  to  the  least 
of  these  three.  These  limitations,  however,  do  not  operate  to  reduce 
the  total  family  benefits  below  $20  a  month. 

The  increase  in  the  wage  base  (recommendation  12,  p.  31)  and  the 
changes  in  the  benefit  formula  (recommendation  14,  f>.  34)  which  the 
Council  has  recommended  make  the  $85  maximum  too  restrictive. 
The  average  primary  insurance  benefit  under  our  proposals  will  be 
about  $50  and  the  maximum  primary  insurance  benefit  will  be  $78.75. 
At  higher  levels  of  average  monthly  wages  (about  $200),  full  benefits 
could  not  be  paid  to  the  wife  of  a  primary  beneficiary  or  to  a  widow  and 
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one  child  if  the  $85  maximum  were  retained.  If  the  primary  benefi- 
ciary also  had  a  minor  child,  full  benefits  could  not  be  paid  to  the  family 
even  at  average  monthly  wages  of  about  $110.  The  majority  of 
family  benefits  would  be  reduced  by  this  dollar  maximum,  and  much 
of  the  value  of  a  family  benefit  system  would  be  lost.  To  maintain 
a  proper  recognition  of  family  need,  the  $85  maximum  limitation  must 
be  removed. 

Moreover,  it  is  unnecessary  in  our  opinion  to  place  any  specific 
dollar  limit  on  the  benefit  amount.  The  other  maximums  we  pro- 
pose will  serve  to  keep  benefits  at  reasonable  levels.  The  highest 
payments  that  can  be  made  under  our  proposals  are  justified  by  the 
large  amount  of  the  worker's  contributions  as  well  as  by  the  large 
number  of  his  dependent  survivors. 

The  maximum  of  80  percent  of  the  average  monthly  wage  should 
be  retained.  The  Council  is  convinced  of  the  soundness  of  the  prin- 
ciple that  social  insurance  benefits  should  be  less  than  the  former 
wages  of  the  worker  covered  by  the  program.  This  principle,  how- 
ever, should  not  be  applied  to  reduce  total  family  benefits  below  $40 
a  month.  A  widow  and  two  children  should  receive  an  amount 
based  on  the  full  minimum  primary  benefit  (recommendation  18,  p. 
41),  as  they  can  at  present,  even  though  the  amount  exceeds  80  percent 
of  the  insured  worker's  average  monthly  wage. 

The  Council  recommends  an  additional  maximum  of  three  times 
the  primary  benefit.  The  present  maximum  of  twice  the  primary 
benefit  is  too  restrictive.  It  reduces  the  family  benefits  of  larger 
families  in  the  moderate  income  groups  more  sharply  than  do  either 
of  the  other  maximums  in  the  present  program.  Probably  few  groups 
for  whom  more  liberal  benefits  should  be  recommended  are  in  greater 
need  of  additional  income  than  are  these  larger  families.  The  hard- 
ship to  the  children  is  intensified  by  the  fact  that,  by  their  very  num- 
bers, they  have  limited  their  parents'  ability  to  make  other  savings 
from  their  moderate  wages. 

The  cost  of  raising  the  maximum  benefit  payment  from  twice  the 
primary  insurance  benefit  to  three  times  that  benefit  will  not  be  great. 
This  maximum  will  seldom  affect  a  family  containing  a  retired  worker, 
for  it  can  apply  only  if  he  has  a  wife  entitled  to  wife's  benefits  and  more 
than  one  minor  child,  or  if  he  has  three  minor  children.  Among 
families  of  survivor  beneficiaries,  only  about  6  percent  are  large 
enough  to  receive  more  in  benefits  under  the  maximum  of  three  times 
the  primary  benefit  than  under  a  maximum  of  twice  the  primary.11 
This  6  percent,  however,  includes  more  than  20  percent  of  the  survivor 
families  in  which  children  are  entitled  to  benefits.  The  liberalization 
we  propose  would  be  extremely  significant  to  the  welfare  of  the 
relatively  small  number  of  families  it  would  affect. 

Under  our  proposals,  in  no  case  will  any  group  of  survivors  receive 
more  than  80  percent  of  the  average  monthly  wage,  unless  entitled  to 
the  minimum  benefit,  and  when  that  average  wage  exceeds  $225,  our 
proposed  maximum  of  three  times  the  primary  insurance  benefit  will 
become  effective  and  will  reduce  the  total  monthly  benefits  for  the 
family  below  80  percent  of  the  average  wage. 


"  A  maximum  of  twice  the  primary  benefit  would  apply  to  survivor  benefits  when  the  deceased  insured 
worker  leaves  a  widow  and  three  or  more  minor  children  or  more  than  three  minor  children  and  no  widow. 
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Table  3. — Maximum  amounts  of  benefits  payable  under  the  present  law  1  and  under 
Advisory  Council's  proposal,2  at  various  levels  of  average  monthly  wage,  to  survivor 
families  consisting  of  a  widow  and  1  or  more  child  beneficiaries 


Average 
monthly 
wage 


Applicable  provisions 


Primary 
insurance 
benefit 


Maximum 
family 
benefit 


Benefit  amount  payable  to 


Widow 


First 
child 


Second 
child 


$50. 

$75. 

$100 

$125 

$150 

$200 

$225 

$250 

$300 
$350 


Present  law  

Advisory  Council 

Present  law  

Advisory  Council 

Present  law  

Advisory  Council 

Present  law  

Advisory  Council 

Present  law  

Advisory  Council 

Present  law  

Advisory  Council 

Present  law  

Advisory  Council 

Present  law  

Advisory  Council 
Advisory  Council 
Advisory  Council 


$22.00 
25.00 
24.75 
37.50 
27.50 
41.25 
30.25 
45.00 
33.00 
48.76 
38.50 
56.25 
41.25 
60.00 
44.00 
63.75 
71.25 
78.75 


$40.00 
40.00 
49.50 
60. 00 
55.00 
80.00 
60.60 

100.00 
66.00 

120.00 
77.00 

160.00 
82.50 

180.00 
85.00 

191.25 

213.  75 

236.25 


$16.60 
18.75 
18.66 
28.13 
20.63 
30.94 
22.69 
33.  75 
24.75 
36.  56 
28.88 
42.19 
30.94 
45.00 
33.00 
47. 81 
53. 44 
59.06 


$11.00 
18.76 
12.38 
28.13 
13.75 
30.94 
16. 13 
33.  75 
16.50 
36.56 
19.26 
42.19 
20.63 
45.00 
22.00 
47.  81 
53.44 
59.06 


$11.00 
2.50 
12.38 
3.  74 
13.75 
18.12 
15.13 
22.60 
16.50 
24.38 
19.25 
28.13 
20.63 
30.00 
22.00 
31.88 
35.63 
39.38 


1  It  is  assumed  that  the  insured  worker  had  10  increment  years.  Maximum  family  benefit  is  least  of: 
(1)  80  percent  of  average  monthly  wage,  (2)  twice  the  primary  insurance  benefit,  or  (3)  $86.  Widow  re- 
ceives three-fourths  of  primary  benefit;  each  child  receives  one-half  of  primary  benefit. 

1  Assumes  benefit  formula  in  Advisory  Council's  proposals.  Maximum  family  benefit  is  lesser  of:  (1) 
80  percent  of  average  monthly  wage,  or  (2)  3  times  the  primary  insurance  benefit.  Widow  and  first  child 
each  receive  three-fourths  of  primary  benefit.  Each  additional  child  receives  one-half  of  primary  benefit. 


18.  Minimum  Benefit 


The  minimum  primary  insurance  benefit  payable  should  be  raised  to  $20 

The  present  minimum  primary  benefit  of  $10  is  too  small  to  serve 
any  social  purpose.  If  the  coverage  of  the  program  is  extended  to 
include  nearly  all  types  of  gainful  employment,  this  minimum  should 
be  raised  to  $20.  With  a  $20  minimum  primary  benefit  a  widow,  parent, 
or  the  first  child  survivor  beneficiary  in  a  family  would  receive  mini- 
mum monthly  benefits  of  $15,  and  a  wife  or  any  child  beneficiary  after 
the  first  would  have  a  minimum  monthly  benefit  of  $10. 

The  minimum  benefit  is  necessarily  limited  by  the  previous  standard 
of  living  of  the  lowest  wage  group  covered  by  the  program,  for  it  seems 
undesirable  to  pay  social  insurance  benefits  which  would  give  retired 
persons  a  higher  income  than  they  previously  had,  or  enable  them  to 
maintain  a  higher  standard  of  living  than  is  possible  for  others  in  the 
community  who  are  employed  at  work  comparable  to  that  on  which  the 
benefits  are  based.  A  social  insurance  system  cannot  appropriately 
attempt  to  correct,  after  retirement,  the  basic  problems  of  low  living 
standards  stemming  from  inadequate  wages  and  sporadic  employment . 

Taking  account  of  the  areas  where  living  standards  and  costs  are 
the  lowest  and  the  fact  that,  in  general,  retired  persons  need  less  money 
than  those  who  are  employed,  $20  for  a  single  person  and  $30  for  a 
couple  is  probably  as  high  a  minimum  as  could  reasonably  be  allowed 
at  the  present  time.  These  amounts,  of  course,  are  hardly  large 
enough  to  meet  the  full  cost  of  subsistence  in  any  part  of  the  country 
and  are  far  below  the  amount  needed  in  most  parts  of  the  United 
States.  Only  a  variable  benefit  related  to  previous  wages  and  living 
standards  on  an  individual  basis  can  provide  benefits  which  are  signifL- 


42 


RECOMMENDATIONS  FOR  SOCIAL  SECURITY 


cant  for  the  higher-paid  workers,  without  at  the  same  time  exceeding 
the  previous  earnings  of  some  insured  workers. 

In  a  program  in  which  the  benefits  represent  a  reasonable  pro- 
portion of  past  wages,  the  minimum  will  be  paid  to  very  few  persons, 
particularly  if  coverage  is  nearly  universal.  Even  under  the  present 
method  of  computing  benefits  and  the  present  limited  coverage, 
persons  at  the  minimum  primary  benefit  levels  a  few  decades  hence 
would  usually  be  married  women  who  left  covered  employment 
after  becoming  permanently  insured  or  individuals  whose  covered 
employment  was  part-time  or  intermittent. 

Under  the  benefit  formula  recommended  by  the  Council  (recom- 
mendation 14,  p.  34),  those  whose  average  monthly  wage  was  at  least 
$40  would  receive  at  least  $20  without  operation  of  the  minimum. 
Over  a  lifetime,  nearly  all  persons  would  average  wages  of  more  than 
$40  a  month  or  would  be  dependent  on  persons  who  did.  Conse- 
quently, only  a  few  persons  would  have  to  have  their  computed  benefit 
raised  to  the  minimum  of  $20.  The  minimum,  however,  would  make  a 
significant  contribution  toward  the  living  expenses  of  the  few  bene- 
ficiaries who  otherwise  would  receive  a  smaller  amount,  and  would 
aid  in  promoting  the  program's  objective  of  reducing  old-age  de- 
pendency to  the  extent  that  it  is  feasible  for  an  insurance  system  to 
do  so  for  short-term  or  very  low  paid  workers. 

The  Council's  recommendation  on  this  point  is  conditioned  on 
broad  extension  of  coverage,  because  otherwise  many  persons  would 
work  for  only  short  periods  in  covered  employment  and  receive  the 
relatively  high  minimum  benefit.  Workers  who  contribute  regularly 
to  a  system  of  limited  coverage  should  not  be  required  to  subsidize 
short-term  workers  to  the  extent  which  would  result  if  the  increased 
minimum  were  paid  under  limited  coverage. 

A  $20  minimum  coupled  with  broad  coverage  would  help  provide 
a  basic  security  at  no  significant  additional  costs  and  without  destroy- 
ing the  range  in  benefits  whereby  an  individual's  equity  in  the  system 
is  related  to  the  amount  of  wages  he  receives  from  covered  employ- 
ment. 

19.  Retirement  Test 

No  retirement  test  (work  clause)  should  be  imposed  on  persons  aged  70  or 
over.    At  lower  ages,  however,  the  benefits  to  which  a  beneficiary 
and  his  dependents  are  entitled  for  any  month  should  be  reduced  by 
the  amount  in  excess  of  $35  which  he  earns  from  covered  employment 
in  that  month.    Benefits  should  be  suspended  for  any  month  in 
which  such  earnings  exceed  $35  but,  each  quarter,  beneficiaries 
should  receive  the  amount  by  which  the  suspended  benefits  exceeded 
earnings  above  the  exemption 
The  larger  the  proportion  of  aged  persons  who  find  suitable  employ- 
ment, the  greater  the  output  of  goods  and  services,  and  consequently 
the  higher  the  standard  of  living  in  the  community.    In  the  opinion 
of  the  Advisory  Council,  accordingly,  the  work  clause  should  not  be 
designed  to  encourage  persons  to  cease  all  gainful  work.    The  chief 
purpose  should  be  to  prevent  the  payment  of  benefits  to  persons  who 
continue  working  for  wages  at  or  near  the  level  of  those  earned  during 
much  of  their  working  fives;  such  persons  have  not  suffered  the  loss 
of  earnings  against  which  the  system  insures. 

The  Council  recognizes  that  the  great  majority  of  retirements  are 
involuntary.   Most  workers  want  to  continue  working  after  age  65 
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even  though  their  earnings  are  small.  The  work  clause  should  there- 
fore be  liberalized  to  encourage  those  who  can  earn  moderate  amounts 
which  will  contribute  toward  their  support  to  do  so  without  being 
entirely  deprived  of  old-age  benefits.  The  fact  that  opportunities  to 
work  in  noncovered  employment  will  be  practically  eliminated  by 
extension  of  coverage  is  an  additional  reason  for  liberalization. 

The  present  program  calls  for  suspension  of  benefits  for  any  month 
in  which  the  beneficiary  earns  wages  of  $15  or  more  in  covered  employ- 
ment. When  a  primary  beneficiary  works,  dependents'  benefits  are 
also  suspended.  We  propose  that  monthly  earnings  of  $35  or  less 
should  be  permitted  without  reduction  of  benefit  income. 

The  present  provision,  or  any  work  clause  which  requires  suspension 
of  benefits  for  earnings  in  excess  of  a  specified  amount,  may  in  some 
instances  mean  that  a  beneficiary  has  a  smaller  total  income  when  he 
works  than  when  he  remains  unemployed  or  does  a  small  amount  of 
work.  This  will  result  whenever  he  earns  more  than  the  exempt 
amount  but  less  than  the  sum  of  that  amount  and  the  total  benefits  to 
which  he  and  his  dependents  are  entitled. 

The  Council  believes  that  beneficiaries  should  not  have  their  total 
income  reduced  because  of  work.  Otherwise  some  beneficiaries  may 
refrain  from  taking  jobs  because  the  only  opportunities  available  to 
them  would  pay  an  amount  which  would  result  in  an  income  loss. 
Furthermore,  beneficiaries  who  take  jobs  will  run  the  risk  of  income 
loss  if  they  are  unable  to  continue  working  until  they  have  earned  more 
than  the  exempt  amount  plus  their  benefits.  To  prevent  the  possibility 
of  such  losses,  we  propose  that  the  beneficiary  should  forego  only  as 
much  of  his  benefits  as  the  amount  by  which  his  earnings  exceed  the 
exemption  of  $35  a  month. 

We  recommend  that  the  beneficiary  earning  more  than  $35  in  a 
month  should  be  required  to  report  to  the  Social  Security  Administra- 
tion the  amount  of  his  wages  in  that  month.  The  Social  Security 
Administration  should  then  suspend  his  benefit.  After  the  Admin- 
istration receives  the  employer's  quarterly  tax  return,  adjustments 
should  be  made  if  necessary.  If  the  amounts  reported  by  the  bene- 
ficiary for  the  3  months  in  the  quarter  agree  reasonably  with  the  total 
quarterly  wages  shown  for  him  on  the  employer's  return,  payment 
should  be  made  of  as  much  of  his  monthly  benefits  for  the*3  months  in 
question  as  exceeds  the  difference  between  his  earnings  in  each  of  the 
3  months  and  the  exemption.  Ordinarily,  of  course,  a  full-time  worker 
will  be  getting  wages  high  enough  so  that  no  adjustment  need  be  made. 
This  would  be  true  if  his  earnings  were  more  than  the  exempt  amount 
plus  his  benefits.  If  the  amounts  reported  by  the  beneficiary  do  not 
agree  with  his  total  quarterly  wages  shown  on  the  employer's  return 
and  adjustments  are  necessary,  the  employer  should  be  asked  for  a 
monthly  break-down  of  the  reported  wages,  and  adjustments  would 
be  made  on  the  basis  of  the  information  furnished.  In  view  of  the 
annual  reports  of  the  self-employed,  some  modification  would  have  to 
be  made  in  the  application  of  the  work  clause  to  them. 

Full  benefits  should  be  paid  to  all  beneficiaries  who  are  aged  70  or 
over,  regardless  of  their  earnings.  Many  old-age  insurance  benefici- 
aries undoubtedly  consider  any  work  clause  a  hardship  and  restriction 
on  their  freedom  of  activity.  In  our  opinion,  the  savings  effected  by 
a  work  clause  for  beneficiaries  who  are  70  years  old  or  more  would  not 
be  significant  enough  to  outweigh  the  advantage  of  giving  some  recog- 
nition to  the  beneficiary's  desire  to  receive  benefits  without  qualifica- 
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tion.  The  cost  of  eliminating  the  work  clause  at  age  70  would  be 
about  one-third  of  the  estimated  cost  of  removing  it  for  all  beneficiaries. 
Obviously,  however,  not  all  the  cost  of  eliminating  the  work  clause  at 
age  70  would  be  a  net  burden  on  the  community.  To  the  extent  that 
beneficiaries  would  be  encouraged  to  continue  working,  the  elimina- 
tion of  the  work  clause  would  increase  the  output  of  goods  and  the 
utilization  of  the  plant  and  equipment  of  industry. 

The  social-insurance  system  of  the  future  will  probably  have  to  take 
into  account,  more  than  does  the  present  one,  both  the  need  for  the 
economic  contribution  of  the  aged  and  their  desire  to  make  that  con- 
tribution. We  suggest  that  the  Federal  Government  establish  a  com- 
mission to  study  the  broad  problem  of  the  aged  in  our  society  including 
employment  opportunities  and  the  adjustment  of  the  aged  to  retire- 
ment. This  study  might  well  furnish  the  basis  for  additional  changes 
in  the  retirement  provision  of  the  old-age  and  survivors  insurance 
program. 

20.  Qualifying  Age  for  Women 

The  minimum  age  at  which  women  may  qualify  for  old-age  benefits 
(primary,  wife's,  widow's,  parents)  should  be  reduced  to  60  years 
Under  the  present  program,  65  is  the  qualifying  age  for  all  aged 
beneficiaries — wives,  widows,  dependent  parents,  and  retired  workers. 
The  Council  recommends  that  the  age  requirement  for  women  be 
reduced  to  60. 

Until  a  retired  worker's  wife  reaches  age  65,  no  wife's  benefits  are 
now  payable.  In  most  instances,  the  husband's  retirement  benefit 
and  other  family  resources  are  inadequate  to  maintain  the  family. 
Surveys  indicate  that  the  proportion  of  beneficiary  families  with 
retirement  income  and  other  assets  sufficient  for  a  maintenance  level 
of  living  is  substantially  less  among  those  in  which  the  wife  is  not 
entitled  to  a  wife's  benefit  than  among  those  in  which  she  is  so 
entitled.  Although  less  than  one-fifth  of  the  married  men  who  attain 
age  65  have  a  wife  of  the  same  age  or  older,  more  than  half  have  a 
wife  who  has  reached  age  60.  Since  many  workers  do  not  retire  until 
several  years  after  attaining  age  65,  a  reduction  of  the  age  require- 
ment for  wife's  benefits  to  age  60  will  permit  the  wives  of  about 
three-fourths  of  the  married  men  who  claim  primary  or  retirement 
benefits  to  receive  wife's  benefits  as  soon  as  their  husbands  retire. 

Women  aged  60  or  over  find  it  practically  impossible  to  get  a  job 
unless  they  have  recently  been  employed.  Aged  widows  and  aged 
dependent  mothers  of  deceased  insured  workers  therefore  should  also 
be  able  to  qualify  for  benefits  at  age  60.  If  the  age  requirement  for 
women  were  reduced  to  60  years,  about  two-fifths  of  the  insured 
workers'  widows  without  minor  children  in  their  care  would  be 
eligible  for  benefits  immediately.12 

If  the  age  requirement  for  wives,  widows,  and  aged  dependent 
mothers  of  insured  workers  is  lowered  to  60,  the  same  qualifying  age 
should  also  apply  to  women  who  become  primary  beneficiaries  through 
their  own  covered  employment.  If  insured  women  are  not  made 
eligible  for  retirement  benefits  at  age  60,  benefits  would  be  payable  at 
an  earlier  age,  and  thus  for  a  longer  life  expectancy,  to  the  wife,  widow, 
or  mother  of  an  insured  worker  who  had  not  herself  contributed 
directly  to  the  program,  than  to  a  woman  worker  who  had  perhaps 
paid  contributions  for  many  years. 


u  Widows  caringTfor  a  minor  child  of  a  deceased  insured  worker  can  draw  benefits  at  any  age. 
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21.  Lump-Sum  Benefits 

To  help  meet  the  special  expenses  of  illness  and  death,  a  lump-sum 
benefit  should  be  payable  at  the  death  oj  every  insured  worker  even 
though  monthly  survivor  benefits  are  payable.    The  maximum  pay- 
ment should  be  four  times  the  primary  insurance  benefit  rather  than 
six  times  as  at  present 
The  present  provision  for  lump-sum  benefits,  which  allows  for  a 
payment  only  if  no  survivors  are  immediately  eligible  for  monthly 
benefits,  evidently  developed  primarily  from  the  idea  of  guaranteeing 
some  return  for  the  contributions  insured  workers  had  paid.  The 
lump  sum  would  serve  a  more  useful  purpose  than  it  now  does  if  it 
were  payable  for  all  deceased  insured  workers,  regardless  of  the 
monthly  benefits  that  might  also  be  paid  at  the  same  time. 

Monthly  benefits  for  survivors  provide  only  a  partial  replacement 
of  the  income  earned  by  the  deceased  worker  and  are  needed  to  meet 
current  living  expenses.  No  allowance  is  made  in  these  monthly 
payments  for  such  expenses  as  the  cost  of  the  last  illness  and  burial. 
The  need  for  a  lump-sum  death  payment  is  therefore  fully  as  great 
when  monthly  benefits  are  payable  as  when  they  are  not.  In  fact, 
when  survivors  are  immediately  entitled  to  monthly  benefits,  the 
need  for  a  lump-sum  payment  may  be  even  greater  than  in  other 
cases,  since  these  survivors  are  persons  who  are  presumed  to  have 
been  currently  dependent  on  the  wages  of  the  deceased  worker. 

The  increase  in  the  primary  insurance  benefit  which  the  Council 
has  recommended  (recommendation  14,  p.  34)  would  automatically 
result  in  a  substantial  increase  in  the  lump-sum  payment  if  the  present 
formula  of  six  times  the  primary  insurance  benefit  were  retained  for 
lump-sum  payments.  We  do  not  recommend  a  general  increase  in 
the  dollar  amounts  of  the  lump-sum  payment  and  therefore  believe 
that  the  formula  should  be  reduced  to  four  times  the  primary  insurance 
benefit. 

The  lump  sum  should  be  payable,  as  at  present,  to  a  spouse  if  such 
spouse  were  living  with  the  deceased  insured  worker  at  the  time  of 
his  or  her  death.  If  no  spouse  survives,  the  payment  should  be  made 
to  the  person  equitably  entitled  to  such  payment  on  the  basis  of  having 
paid  the  funeral  expenses.  In  this  event  the  amount  should  be  limited 
to  the  funeral  expenses,  if  such  expenses  were  less  than  the  maximum 
of  four  times  the  primary  insurance  benefit. 

RECOMMENDATIONS  ON  FINANCING 

22.  Contribution  Schedule  and  Government  Participation 

The  contribution  rate  should  be  increased  to  iy2  percent  for  employers  and 
1%  percent  for  employees  at  the  same  time  that  benefits  are  liberalized 
and  coverage  is  extended.  The  next  step-up  in  the  contribution  rate, 
to  2  percent  on  employer  and  2  percent  on  employee,  should  be  post- 
poned until  the  1  %-percent  rate  plus  interest  on  the  investments  of  the 
trust  fund  is  insufficient  to  meet  current  benefit  outlays  and  adminis- 
trative costs 

There  are  compelling  reasons  for  an  eventual  Government  contribu- 
tion to  the  system,  but  the  Council  feels  that  it  is  unrealistic  to  decide 
now  on  the  exact  timing  or  proportion  of  that  contribution.  When  the 
rate  of  2  percent  on  employers  and  2  percent  on  employees,  plus  inter- 
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est  on  the  investments  of  the  trust  fund,  is  insufficient  to  meet  current 
outlays,  the  advisability  of  an  immediate  Government  contribution 
should  be  considered. 

The  present  rate  of  contributions  of  1  percent  payable  by  employers 
and  1  percent  by  employees  has  remained  unchanged  for  more  than 
10  years.  If  benefits  and  eligibility  requirements  are  liberalized  as 
the  Council  recommends,  the  contribution  rate  should  be  raised  to 
IK  percent  each.  This  increase  is  desirable  to  promote  public  under- 
standing of  the  fact  that,  in  the  long  run,  a  close  relationship  exists 
between  the  rate  of  contribution  and  the  size  of  benefits.  It  is  de- 
sirable also  to  permit  spacing,  more  or  less  evenly,  small  increases  in 
the  rate  of  contributions  as  they  rise  to  their  ultimate  level.  It  is  also 
fair  because,  at  present  rates,  contributions  fall  far  short  of  covering 
the  value  of  the  benefit  rights  that  workers  are  acquiring. 

The  step-up  to  2  percent  should  be  postponed  until  actually  needed. 
The  Council  believes  that  the  excess  of  income  over  outgo,  inevitable 
in  the  early  years  of  the  program,  should  be  kept  as  low  as  is  con- 
sistent with  the  contributory  character  of  the  program.  Even  with 
the  increase  to  1%  percent,  assets  of  the  trust  fund  may  rise  for  a  few 
years  at  an  annual  rate  of  about  $2,000,000,000. 

For  the  reasons  given  above,  the  Council  believes  that  the  first 
step-up  is  needed  when  the  liberalized  program  becomes  effective,  but 
we  wish  to  emphasize  that  building  up  the  trust  fund  is  not  the  pur- 
pose of  our  proposed  increase  in  the  contribution  rate,  and  we  therefore 
urge  that  additional  increases  in  the  rate  be  postponed.  The  increase 
in  the  trust  fund  is  an  incidental  result  of  the  contribution  rates,  the 
benefit  rates,  and  the  eligibility  requirements  that  seem  to  us  desirable 
on  other  grounds.  Unlike  private  insurance,  a  social-insurance  scheme 
backed  by  the  taxing  power  of  the  Government  does  not  need  full 
reserves  sufficient  to  cover  all  liabilities. 

Some  people  fear  that  additions  to  the  trust  fund  will  have  adverse 
effects  on  the  economy.  Whether  the  economic  effects  of  additions 
to  the  trust  fund  are  good  or  bad  will  depend  on  the  general  economic 
situation  and  on  the  fiscal  policies  of  the  Government.  In  any  cir- 
cumstances, an  annual  surplus  for  a  few  years  of  as  much  as 
$2,000,000,000  would  not,  in  our  opinion,  be  unduly  large  or  un- 
manageable; in  fact,  such  a  surplus  would  be  small  in  comparison 
with  the  amounts  involved  in  many  recent  financial  operations  of  the 
Government.  On  the  other  hand,  the  Council  sees  no  reason  to 
increase  this  surplus  even  further  by  moving  to  the  2-percent  rate 
before  the  demands  of  the  system  actually  call  for  such  an  increase. 

The  Council  believes  that  the  Federal  Government  should  partici- 
pate in  financing  the  old-age  and  survivors  insurance  system.  A 
Government  contribution  would  be  a  recognition  of  the  interest  of 
the  Nation  as  a  whole  in  the  welfare  of  the  aged  and  of  widows  and 
children.  Such  a  contribution  is  particularly  appropriate,  in  view  of 
the  relief  to  the  general  taxpayer  which  results  from  the  substitution 
of  social  insurance  for  part  of  public  assistance. 

The  old-age  and  survivors  insurance  program  starts  with  an  accrued 
liability  resulting  from  the  fact  that,  on  retirement,  the  present  mem- 
bers of  the  labor  force  will  not  have  contributed  toward  their  benefits 
over  a  full  working  lifetime.  Furthermore,  with  the  postponement  of 
the  full  rate  of  contributions  recommended  above,  even  young  people 
who  enter  the  labor  force  during  the  next  decade  will  not  pay  the  full 
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rate  over  a  working  lifetime.  If  the  cost  of  this  accrued  liability  is 
met  from  the  contributions  of  workers  and  their  employers  alone, 
those  who  enter  the  system  after  the  full  rate  is  imposed  will  obviously 
have  to  pay  with  their  employers  more  than  is  necessary  to  finance 
their  own  protection.13  In  our  opinion,  the  cost  of  financing  the 
accrued  liability  should  not  be  met  solely  from  the  pay-roll  contribu- 
tions of  employers  and  employees.  "We  believe  that  this  burden 
would  more  properly  be  borne,  at  least  in  part,  by  the  general  revenues 
of  the  Government. 

Old-age  and  survivors  insurance  benefits  should  be  planned  on  the 
assumption  that  general  taxation  will  eventually  share  more  or  less 
equally  with  employer  and  employee  contributions  in  financing  future 
benefit  outlays  and  a(lministrative  costs.  The  timing  and  exact  pro- 
portion of  this  contribution,  however,  cannot  be  decided  finally  now. 
They  will  depend  in  part  on  the  other  obligations  of  the  Government 
and  the  relationship  between  such  obligations  and  current  income. 
We  believe  that  a  Government  contribution  should  be  considered 
when  the  2-percent  rate  for  employer  and  employee  plus  interest  on 
the  investments  of  the  trust  fund  is  insufficient  to  meet  current  costs. 
To  increase  the  pay-roll  contributions  above  the  2-percent  rate  before 
the  introduction  of  a  Government  contribution  might  mean  that  the 
Government  contribution  would  never  reach  one-third  of  eventual 
benefit  outlays,  since  under  our  low-cost  estimates  the  annual  cost  of 
the  benefits  never  exceeds  6  percent  of  pay  roll  even  though  it  reaches 
9.7  percent  under  the  high  estimate. 


13  It  is  estimated  that  the  cost  of  the  protection  for  a  generation  of  workers  under  the  program  for  a  full 
working  lifetime  would  be  from  3  to  5  percent  of  pay  roll,  while  the  level  premium  cost  of  the  whole  system 
including  the  accrued  liability,  is  from  4.9  to  7.3  percent  of  pay  roll. 


APPENDIXES— OLD-AGE  AND  SURVIVORS  INSURANCE 


Appendix  I-A.  The  Old-Age  and  Survivors  Insurance  Trust 

Fund 

As  stated  in  its  recommendations,  the  Council  does  not  favor  a  full 
reserve  plan  sufficient  to  cover  all  liabilities.  Under  a  contributory 
system  of  old-age  and  survivors  insurance,  however,  qualifying  re- 
quirements— even  though  liberal — unavoidably  result  in  lower  benefit 
disbursements  in  the  early  years  of  operation  than  in  the  later  years. 
If  contributions  in  the  early  years  were  no  more  than  sufficient  to 
cover  disbursements,  they  would  be  so  small  in  relation  to  benefit 
rights  currently  being  established  that  the  system  could  scarcely 
be  called  contributory.  For  example,  on  a  strictly  current-cost  basis, 
contribution  rates  at  present  could  not  be  set  above  0.3  of  1  percent 
of  pay  roll  for  employers  and  0.3  of  1  percent  of  pay  roll  for  employees. 
The  contributory  nature  of  the  system,  therefore,  inevitably  develops 
at  least  a  limited  reserve. 

This  reserve  has  been  invested  in  United  States  Government 
securities,  which,  in  the  opinion  of  the  Council,  represent  the  proper 
form  of  investment  for  these  funds.  We  do  not  agree  with  those 
who  criticize  this  form  of  investment  on  the  ground  that  the  Govern- 
ment spends  for  general  purposes  the  money  received  from  the  sale 
of  securities  to  that  fund.  Actually  such  investment  is  as  reasonable 
and  proper  as  is  the  investment  by  life-insurance  companies  of  their 
own  reserve  funds  in  Government  securities.  The  fact  that  the 
Government  uses  the  proceeds  received  from  the  sales  of  securities 
to  pay  the  costs  of  the  war  and  its  other  expenses  is  entirely  legitimate. 
It  no  more  implies  mishandling  of  moneys  received  from  the  sale  of 
securities  to  the  trust  fund  than  it  does  of  the  moneys  received  from 
the  sale  of  United  States  securities  to  life-insurance  companies,  banks, 
or  individuals. 

The  investment  of  the  old-age  and  survivors  insurance  funds  in 
Government  securities  does  not  mean  that  people  have  been  or  will 
be  taxed  twice  for  the  same  benefits,  as  has  been  charged.  The 
following  example  illustrates  this  point:  Suppose  some  year  in  the 
future  the  outgo  under  the  old-age  and  survivors  insurance  system 
should  exceed  pay-roll  tax  receipts  by  $100,000,000.  If  there  were 
then  $5,000,000,000  of  United  States  2-percent  bonds  in  the  trust 
fund,  they  would  produce  interest  amounting  to  $100,000,000  a  year. 
This  interest  would,  of  course,  have  to  be  raised  by  taxation.  But 
suppose  there  were  no  bonds  in  the  trust  fund.  In  that  event, 
$100,000,000  to  cover  the  deficit  in  the  old-age  and  survivors  insurance 
system  would  have  to  be  raised  by  taxation;  and,  in  addition,  another 
$100,000,000  would  have  to  be  raised  by  taxation  to  pay  interest  on 
$5,000,000,000  of  Government  bonds  owned  by  someone  else.  The 
bonds  would  be  in  other  hands,  because  if  the  Government  had  not 
been  able  to  borrow  from  the  Old-Age  and  Survivors  Insurance  Trust 
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Fund,  it  would  have  had  to  borrow  the  same  amount  from  other 
sources.  In  other  words,  the  ownership  of  the  $5,000,000,000  in 
bonds  by  the  old-age  and  survivors  insurance  system  would  prevent 
the  $100,000,000  from  having  to  be  raised  twice — quite  the  opposite 
from  the  "double  taxation"  that  has  been  charged. 

Under  present  conditions  the  Government  is  operating  with  a 
budget  surplus  and  is  not  borrowing.  The  trustees  of  the  Old- Age 
and  Survivors  Insurance  Trust  Fund,  therefore,  when  they  invest  the 
excess  income  in  Government  securities,  in  effect  cause  Government 
debt  to  be  transferred  from  private  ownership  to  the  Old-Age  and 
Survivors  Insurance  Trust  Fund.  The  same  saving  of  the  amount  of 
the  interest  for  the  general  taxpayer  will  occur  in  this  instance  as  in 
the  one  described  above. 

The  members  of  the  Advisory  Council  are  in  unanimous  agreement 
with  the  statement  of  the  Advisory  Council  of  1938  to  the  effect  that 
the  present  provisions  regarding  the  investment  of  the  moneys  in  the 
Old-Age  and  Survivors  Insurance  Trust  Fund  do  not  involve  any 
misuse  of  these  moneys  or  endanger  the  safety  of  the  funds. 
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Appendix  I-B.  Actuarial  Cost  Estimates  for  Old-Age  and 
Survivors  Insurance  Recommendations 

Estimates  of  future  costs  of  the  old-age  and  survivors  insurance 
system  are  affected  by  many  factors  that  are  difficult  to  determine; 
hence,  assumptions  may  differ  widely  and  yet  be  reasonable.  Some  of 
the  factors  concerning  which  assumptions  must  be  made  are  indicated 
below. 

factors  in  assumptions 

How  many  persons  vnll  reach  age  65 

To  determine  how  many  persons  may  eventually  qualify  for  retire- 
ment benefits,  it  is  necessary  to  estimate  the  number  of  men  and 
women  who  can  be  expected  to  attain  age  65  each  year.  Such  esti- 
mates involve  assumptions  as  to  birth,  mortality,  and  net  immigration 
rates.  Although  fairly  reliable  data  on  fertility  and  mortality  over 
long  periods  are  available,  wide  variations  in  the  next  half  century  are 
possible  and  may  cause  considerable  change  in  the  size  and  age  struc- 
ture of  the  population.  Immigration,  although  not  recently  sig- 
nificant, could  become  of  great  importance. 

How  many  will  be  eligible  jor  benefits 

Next,  the  number  of  persons  reaching  age  65  who  will  be  "insured" 
for  benefits  must  be  ascertained.  Since  insured  status  is  based  on  the 
number  and  proportion  of  quarters  in  which  covered  workers  have 
earnings  of  $50  or  more,  such  factors  as  wage  levels,  employment  dura- 
tion, unemployment — whether  due  to  economic,  health,  or  other 
conditions — labor  mobility,  and  related  matters  must  be  taken  into 
account,  with  special  attention  to  variations  by  age  and  sex.  Esti- 
mating the  number  of  persons  likely  to  be  insured — or  uninsured — at 
different  periods  involves  assumptions  concerning  wage  and  salary 
rates  by  age  and  sex,  as  well  as  the  extent  and  steadiness  of  employ- 
ment. 

How  many  will  retire 

Having  estimated  how  many  persons  will  qualify  for  benefits, 
the  next  query  is  how  many  will  actually  receive  them.  Since  the 
law  specifies  that  benefits  will  be  withheld  or  reduced  when  the  bene- 
ficiary earns  more  than  a  stated  amount,  it  is  necessary  to  estimate 
how  many  beneficiaries  will  be  affected,  and  how  many  will  work 
continuously  or  intermittently  after  the  minimum  retirement  age. 
The  retirement  rate  will  depend  on  such  factors  as  the  level  of  bene- 
fits, extent  of  private  group  and  individual  insurance,  job  prospects, 
and  the  current  philosophy  in  regard  to  displacement  of  older  by 
younger  workers. 

How  long  will  benefits  be  paid 

It  is  not  enough  to  know  how  many  persons  will  be  placed  on  the 
benefit  rolls ;  the  duration  of  their  benefit  payments  is  equally  signifi- 
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cant.  To  estimate  duration,  mortality  rates  for  men  and  women 
must  be  applied  to  each  group  entering  beneficiary  status  to  gage 
the  number  who  will  die  each  year. 

How  much  will  be  paid  as  retirement  benefits 

This  basic  inquiry  primarily  involves  application  of  the  benefit 
formula  to  the  wage  histories  of  those  eligible  for  benefits.  Benefits 
depend  on  the  "average  monthly  wage,"  which  in  turn  depends  on 
total  wages  received  over  a  period  of  time.  Just  as  in  estimating 
the  number  of  persons  with  insured  status,  assumptions  must  be  made 
concerning  sustained  versus  sporadic  employment,  wages,  and  the 
level  of  employment. 

How  much  will  be  paid  as  supplementary  and  survivor  benefits 

To  estimate  the  cost  of  benefits  to  survivors  and  dependents  of 
insured  persons,  many  of  the  same  factors  applying  to  the  worker 
must  be  considered,  such  as  birth,  mortality,  retirement  rates,  and 
their  interlocking  effect.  In  addition,  the  same  problem  arises  of 
estimating  the  number  of  insured  workers  and  the  amount  of  their 
primary  benefits  on  which  the  survivor  and  supplementary  benefits 
will  be  based.  Because  survivor  benefits  are  terminated  when  certain 
changes  in  family  and  age  status  occur,  assumptions  have  to  be  made 
concerning  the  marital  and  parental  status  of  the  insured  group. 
Such  factors  as  remarriage  rates  of  widows,  marriage  rates  of  child 
beneficiaries,  economic  dependency  of  parents,  and  existence  of  speci- 
fied surviving  relatives  must  also  be  taken  into  account.  The  "work 
clause"  affects  the  benefits  of  survivors  and  dependents  as  well  as 
those  of  retired  workers. 

Adjustments 

Lastly,  there  remain  various  adjustments  affecting  the  number  and 
size  of  benefits  which  arise  from  contingent  features  of  the  law,  such 
as  reduction  or  increase  in  the  average  size  of  benefits  because  of 
minimum  and  maximum  provisions  and  eligibility  for  concurrent 
benefits  of  different  types. 

Among  the  many  assumptions  necessary  for  the  cost  estimates,  the 
following  were  perhaps  most  important: 

1.  Mortality. — The  low-cost  estimates  assume  a  continuation  of 
mortality  at  the  present  levels,  while  the  high-cost  estimates  assume 
that  mortahty  will  decrease  in  the  future  (or  in  other  words,  that 
longevity  will  increase). 

2.  Employment. — The  estimates  of  future  costs  assume  that  the 
general  level  of  employment  will  be  about  the  same  as  during  1944-46. 
Corrections  have  been  made,  however,  for  the  temporary  wartime 
dislocations  in  the  labor  force.  A  "normal"  age  and  sex  distribution 
for  the  labor  force  has  been  assumed. 

3.  Wage  levels. — With  a  $3,000  maximum  wage  base,  it  is  assumed 
that  four-quarter  male  workers  earn  $2,400  per  year,  while  for  women 
the  corresponding  figure  is  $1,440.  For  persons  working  in  less  than 
four  quarters,  these  averages  were  reduced  in  the  proportions  shown 
in  actual  wage  records.  With  a  maximum  wage  limit  of  $4,200, 
these  two  figures  for  four-quarter  workers  become  $2,600  and  $1,450, 
respectively. 

4.  Retirement  rates. — The  old-age  and  survivors  insurance  program 
has  been  in  effect  too  short  a  time  to  give  much  useful  evidence  as  to 
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the  probable  retirement  rates  of  the  future.  Moreover,  the  war  has 
made  the  few  years  of  experience  with  retirement  rates  under  old-age 
and  survivors  insurance  a  poor  basis  for  projection.  Furthermore, 
the  larger  retirement  benefits  provided  by  the  proposed  plan,  as  con- 
trasted with  the  relatively  inadequate  benefits  under  the  present 
system,  might  cause  more  persons  to  retire  voluntarily.  Since  little 
is  really  known  on  this  subject,  the  estimates  are  based  on  two  widely 
different  assumptions  so  as  to  encompass  a  wide  range  of  possibilities. 

It  is  assumed  under  the  low-cost  estimates  that  under  a  mature 
program  about  45  percent  of  the  eligible  men  aged  65  to  69  would  get 
benefits,  while  for  women  aged  60  to  69  about  70  percent  of  those 
eligible  would  get  benefits  (all  eligible  persons  beyond  age  70  would 
receive  benefits  regardless  of  work).  For  the  high-cost  estimate  the 
corresponding  figures  are  60  percent  for  men  and  80  percent  for 
women.  In  the  early  years  all  these  figures  are  materially  lower, 
since  more  of  those  eligible  have  recently  been  in  employment  and 
would  thus  be  more  likely  to  continue  at  work. 

THE  ESTIMATES 

The  tables  that  follow  (pp.  56-59)  summarize  actuarial  cost  esti- 
mates for  the  expanded  old-age  and  survivors  insurance  program 
recommended  by  the  Advisory  Council. 

In  table  4,  the  benefit  costs  are  in  terms  of  percentage  of  pay  roll 
for  various  future  calendar  years,  starting  in  1955  and  running  up  to 
the  "ultimate"  year  2000,  when  benefit  disbursements  will  more  or 
less  level  off ;  "level  premium"  1  costs  are  also  shown. 

Table  5  gives  comparable  data  in  absolute  dollar  amounts.  In 
both  these  tables  the  costs  are  shown  as  increases  or  decreases  in  the 
cost  arising  under  the  present  program,  taking  successive  account  of 
each  major  change  recommended  by  the  Council.  The  order  in  which 
these  various  changes  are  considered  determines  in  many  instances 
how  much  of  the  increase  in  cost  is  attributed  to  a  specific  recom- 
mendation. For  example,  the  increased  cost  arising  from  the  revised 
work  clause  follows  the  estimates  of  cost  changes  resulting  from 
extension  of  coverage,  but  precedes  the  estimated  effect  of  the  new 
benefit  formula.  Thus,  the  estimated  cost  of  abohshing  the  retire- 
ment test  for  all  beneficiaries  aged  70  and  over  represents  increases 
in  benefit  payments  based  on  the  present  formula.  If  the  cost  effect 
of  the  new  benefit  formula  had  preceded  the  figures  on  the  effect  of 
the  proposed  new  work  clause,  the  increase  in  cost  arising  from  the 
new  work  clause  would  have  been  greater,  since  it  would  have  been 
based  on  the  payment  of  higher  benefits  to  those  aged  70  and  over. 
On  the  other  hand,  considering  the  benefit  formula  first  would  result 
in  showing  the  cost  effect  of  the  new  benefit  formula  as  smaller  than 
it  is  shown  in  these  tables  because  the  present  work  clause  would  pre- 
vent the  payment  of  benefits  to  many  of  those  over  age  70.  The  order 
in  which  the  changes  are  considered  does  not,  of  course,  affect  the 
final  or  net  cost  of  the  recommendations. 

1  The  level-premium  contribution  rate  is  the  rate  which  would  support  the  system  into  perpetuity  if 
collected  from  the  first  year.  It  is  higher  than  the  contribution  rate  which  would  be  required  to  pay  the 
benefits  of  any  one  generation  of  workers  because  it  covers  also  the  cost  of  the  accrued  liability  resulting 
from  the  payment  of  full  benefits  to  workers  already  middle-aged  or  older  at  the  time  the  system  goes  into 
effect.  In  computing  the  level  premium  rate  it  is  assumed  that  benefit  payments  and  taxable  pay  rolls 
remain  level  after  the  year  2000  and  that  accumulated  reserves  earn  interest  at  the  rate  of  2  percent. 
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Table  6  presents  the  estimated  costs  as  a  percentage  of  pay  roll  for 
each  of  the  various  categories  of  benefits  under  the  proposed  expanded 
plan,  along  with  the  "level  premium"  cost  for  each  category.  Table  7 
gives  the  corresponding  dollar  figures. 

Table  8  presents  the  estimated  taxable  pay  rolls  under  the  present 
coverage  (with  the  $3,000  maximum  wage)  and  under  the  expanded 
coverage  (with  the  $4,200  maximum  wage).  These  estimates  are  based 
on  the  employment  and  wage  levels  of  1944-46  which  are  somewhat 
below  present  levels  but  still  represent  a  relatively  high  level  of 
economic  activity. 

In  table  9  are  estimates  of  the  percentage  of  persons  in  various 
future  years  who  will  be  fully  insured  when  they  attain  age  65,  both 
for  the  present  limited  coverage  and  for  complete  extension  of  cover- 
age under  the  eligibility  conditions  recommended  by  the  Council. 
Table  10  shows  estimates  of  the  percentage  of  all  persons  aged  65 
and  over  who  will  be  fully  insured  in  various  future  years. 

Table  1 1  presents  the  estimated  operations  of  the  trust  fund  under 
the  expanded  program  recommended  by  the  Advisory  Council.  The 
proposed  program  is  assumed  to  become  effective  at  the  beginning  of 
1949,  when  the  trust  fund  will  probably  amount  to  about  $10.5 
billion.  Further,  it  is  assumed  that  the  benefit  disbursements  in  1949 
will  bear  the  same  relationship  to  the  expanded  covered  pay  roll  as  the 
benefit  disbursements  under  the  present  system  bear  to  the  present 
limited-coverage  pay  roll.  The  effect  of  immediate  changes  in  benefits 
paid  (principally,  the  liberalized  benefit  formula  and  the  reduction  in 
the  retirement  age  for  women)  is  thus  assumed  to  be  relatively  equal  to 
the  proportionate  increase  in  pay  roll  (namely,  about  60  percent). 
Thereafter,  until  1955,  the  increase  in  disbursements  will  at  first  be 
gradual  and  then  more  rapid  as  workers  in  the  newly  covered  groups 
acquire  insured  status. 

The  estimates  of  trust  fund  operations  have  been  developed  under 
the  contribution  schedule  which  most  nearly  approximates  the  Coun- 
cil's proposals,  namely,  a  combined  employer-employee  rate  of  2 
percent  until  1948,  3  percent  in  1949-56,  and  4  percent  thereafter 
until  the  Government  contribution  has  reached  one-half  the  revenue 
from  the  combined  employer-employee  contribution,  at  which  point 
under  the  high-cost  estimate  further  increases  are  assumed  in  the 
combined  employer-employee  rate.  This  contribution-rate  schedule, 
in  contrast  with  the  present  law  (combined  rate  of  2  percent  through 
1949,  3  percent  in  1950-51,  and  4  percent  thereafter),  increases  the 
rate  immediately  on  establishment  of  the  expanded  program,  but  de- 
fers the  next  increase  until  1957,  which  is  about  when  disbursements 
may  exceed  income  at  the  3-percent  combined  rate  (this  is  anticipated 
in  1959  under  the  low  estimate  and  in  1955  under  the  high  estimate). 

The  Council  has  recommended  that  the  Government  contribution 
be  postponed  until  the  income  of  the  trust  fund  at  the  combined  4- 
percent  contribution  rate  for  employers  and  employees  first  falls  short 
of  meeting  the  outgo.  The  Government  contribution  will  be  of  such 
amount  as  to  maintain  the  trust  fund  at  its  highest  point  without  any 
decrease  thereafter  (disregarding  any  minor,  short-range  cyclical 
fluctuations).  It  is  assumed  that  the  Government  contribution  will 
not  be  allowed  to  exceed  one-half  the  combined  employer-employee 
contributions.  Under  the  low-cost  estimate  the  4-percent  employer- 
employee  rate  is  sufficient  to  prevent  the  Government  contribution 
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from  exceeding  one-half,  but  under  the  high-cost  estimate  the  rate 
would  have  to  be  increased  to  5  percent  in  1972-80,  6  percent  in 
1981-89,  and  7  percent  thereafter.  These  specific  years  are  the  ones 
which  reflect  the  assumptions  of  the  high-cost  estimates.  It  is  not 
expected,  of  course,  that  all  these  assumptions  will  turn  out  to  be  the 
correct  ones  and  that  the  years  specified  will  be  the  ones  in  which 
increases  in  rates  necessarily  have  to  be  made. 

Since  both  the  low-cost  and  the  high-cost  estimates  assume  a  high 
future  level  of  economic  activity,  the  pay  rolls  are  substantially  the 
same  under  the  two  estimates  in  the  early  years  (see  table  8).  Accord- 
ingly, there  is  little  difference  in  the  contribution  income  in  the  two 
estimates.  The  assumptions  which  affect  benefits,  however,  have 
widely  different  effects  even  in  the  early  years  of  the  program.  The 
range  of  error  in  the  estimates,  nevertheless,  may  be  fully  as  great  for 
contributions  as  it  is  for  benefits. 

The  effect  of  the  new  eligibility  conditions  and  the  "new  start" 
in  computing  the  average  monthly  wage  are  particularly  difficult  to 
estimate  during  the  early  years  of  operation.  The  number  of  persons 
who  will  qualify  and  get  benefits  on  the  new  basis  is  more  uncertain 
when  we  are  dealing  only  with  older  workers  and  the  qualifying  work 
period  is  relatively  short.  While  an  attempt  has  been  made  to  allow 
for  this  very  important  factor,  the  costs  shown  here  for  1955,  and 
possibly  for  I960,  may,  nonetheless,  be  overstatements. 

Table  12  gives  the  results  of  an  actuarial  study  to  determine  the 
hypothetical  "current"  experience  under  the  plan  recommended  by  the 
Advisory  Council  if  that  plan  had  been  in  effect  long  enough  (say,  for  a 
century)  to  be  relatively  "mature" — that  is,  to  have  a  relatively  stable 
number  of  qualified  beneficiaries.2 

While  more  precise  data  are  available  on  many  of  the  factors  which 
enter  into  these  estimates  since  they  deal  with  the  present  or  past 
rather  than  the  future,  it  is  still  necessary  to  show  some  range  in  the 
figures  because  some  factors  are  unknown;  for  example,  the  extent  of 
retirement  if  the  proposed  benefits  were  available  to  all  the  current 
aged  population. 

Table  12  gives  low  and  high  estimates  of  the  number  of  beneficiaries 
and  benefit  disbursements  by  type  of  benefit.  In  estimating  the 
number  of  beneficiaries,  account  has  been  taken  of  past  trends  in  em- 
ployment, mortality,  etc.  As  a  result,  the  table  shows  relatively 
fewer  female  primary  beneficiaries  than  there  will  be  in  the  future  if 
the  upward  trend  in  employment  of  women  continues. 

Under  assumption  A,  the  estimated  benefit  disbursements  are  as- 
sumed to  be  based  on  past  trends  in  wages,  which  have  been  sharply 
upward  during  the  past  century.  For  the  most  part,  the  benefits 
paid  currently  would  therefore  reflect  the  lower  wages  of  the  past, 
hence  the  amounts  involved  are  relatively  low  in  terms  of  current 
wages  and  price  levels.  Thus,  the  average  primary  benefit  would 
be  about  $30-$35,  while  an  average  on  the  basis  of  1948  earning  levels 
would  be  about  $50-$55  or  approximately  50  percent  higher.  Never- 
theless, the  average  of  the  primary  benefits  on  which  some  of  the 
survivor  benefits  are  based  would  be  somewhat  higher  than  $30-$35, 
because  it  would  be  related  to  the  recent  earnings  of  young  workers 


1  In  a  fully  mature  program  the  number  of  beneficiaries  added  to  the  rolls  would  equal  the  number  dropped 
by  death,  remarriage,  attainment  of  age  18,  or  similar  reasons.  The  program  could  not  be  fully  mature,  how- 
ever, until  the  population  is  also  stable  or  mature — i.  e.,  births  equal  deaths  and  age  distributions  are  stable. 


OLD-AGE  AND  SURVIVORS  INSURANCE 


55 


who  leave  survivors  eligible  for  widow's  current  and  child  survivor 
benefits. 

Under  assumption  B,  the  average  wage  or  benefit  provisions  of  the 
program  or  both  are  assumed  to  have  been  continuously  modified  in 
such  a  way  as  to  take  full  account  of  the  increases  which  have  oc- 
curred in  wage  levels  and  to  provide  benefits  related  at  all  times  to 
current  wage  levels. 

The  total  number  of  beneficiaries  receiving  monthly  payments 
during  an  average  month  of  1948  under  tbe  assumptions  of  this  study 
would  be  about  10.3-12.6  million.  Among  them,  3.4-4.1  million  would 
be  men  aged  65  and  over  (representing  65-80  percent  of  the  5.1  million 
men  aged  65  and  over  in  the  United  States),  while  5.2-6.2  million 
would  be  women  aged  60  and  over  (representing  60-75  percent  of  the 
8.5  million  women  aged  60  and  over  in  the  population).  The  aged 
who  would  not  be  receiving  benefits  would  represent,  for  the  most 
part,  those  still  at  work  or  those  whose  husbands  were  still  working. 
There  would  also  be  some  aged  persons  who  failed  to  qualify  because 
of  lack  of  sufficient  employment  resulting  from  disability  and  other 
causes. 

Under  the  assumption  that  benefits  are  based  on  the  wages  actually 
paid  in  the  past,  the  total  benefit  disbursements  in  1948  would  range 
from  3.4  to  4.2  billion  dollars,  representing  from  2.4  to  3.0  percent  of 
current  pay  rolls  which  would  be  about  $140,000,000,000  3  if  all  occu- 
pations were  covered  by  the  program.  On  the  other  hand,  under  the 
assumption  that  benefits  are  always  based  on  current  wage  levels,  the 
disbursements  would  range  from  5.7  to  6.9  billion  dollars,  or  in  other 
words  from  4.1  to  4.9  percent  of  pay  roll.  These  estimates  are 
considerably  lower  than  the  estimates  of  the  ultimate  cost  of  the 
proposed  plan  which  is  shown  on  table  4  to  be  from  5.9  to  9.7  percent 
of  pay  roll.  The  difference  is  explained  largely  by  the  increasing 
number  of  the  aged  in  the  population. 

It  should  be  noted  that  in  all  the  estimates  the  coverage  is  assumed 
to  be  universal  and  to  include  railroad  and  all  governmental  em- 
ployment, the  goal  the  Council  hopes  will  be  attained. 


•  This  figure  is  higher  than  those  shown  for  expanded  coverage  in  1956,  table  8,  appendix  I-B,  because 
the  figures  in  table  8  are  based  on  the  somewhat  lower  wage  rates  of  1944-46. 
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Table  4. — Estimated  annual  cost  of  expanded  program  recommended  by  Advisory 
Council,  for  specified  years,  by  major  changes,  in  terms  of  percentage  of  pay  roll 


Calendar 
year 

Cost  of 
present 
program 

Increase  in  cost  arising  from — 

Net  cost 
of  ex- 
panded 
plan 

Exten- 
sion of 
coverage 

Age  60  for 
women 

Revised 
lump- 
sum ' 

Revised 
work 
clause 

Higher 
rate  for 
first 
child' 

Addi- 
tional 

benefits 
in  re 

women 1 

New 
benefit 
formula  • 

1966.  

Low-cost  estimate 1 

1.31 
1.75 
2.56 
3.33 
4.02 
4.19 

3.26 

-0.34 
-.28 
-.28 
-.33 
-.47 
-.42 

-.38 

0.11 
.15 
.29 
.42 
.46 
.44 

.36 

0.43 
.51 
.62 
.67 
.71 
.71 

.63 

0.04 
.06 
.06 
.07 
.07 
.07 

.08 

0.02 
.02 
.02 
.03 
.03 
.03 

.03 

0.82 
1.06 
1.20 
1. 12 
1.03 
.87 

.96 

2.39 
3.26 
4.48 
6.30 
5.83 
5.87 

4.90 

1960  

1970  

1980  

1990  

2000  

Level  pre- 
mium •_ 

-0.01 
-.01 
-.01 
-.02 
-.02 

-.01 

High-cost  estimate 1 

1956  

1.87 

-0.43 

0.19 

0.29 

0.04 

0.01 

1. 14 

3.11 

1960  

2.46 

-.37 

.28 

-0.01 

.35 

.06 

.02 

1.28 

4. 07 

1970  

3.66 

-.47 

.47 

-.01 

.46 

.06 

.02 

1.39 

5.58 

1980  

5.18 

-.72 

.65 

-.01 

.57 

.08 

.02 

1.37 

7.12 

1990  

6.93 

-1. 14 

.75 

-.01 

.68 

.06 

.02 

1.34 

8.63 

2000  

8.12 

-1.32 

.79 

-.02 

.78 

.06 

.02 

1.27 

9.70 

Level  pre- 

mium 

6.66 

-.91 

.60 

-.01 

.69 

.06 

.02 

1.26 

7  27 

1  Based  on  assumption  of  continuation  of  employment  and  wage  levels  of  1944-46. 
« Lump-sum  death  payment  for  all  deaths  but  only  in  amount  of  4  times  primary  benefit  (rather  than  6 
times  as  at  present). 

•  Including  also  higher  rate  for  parent's  benefit. 

•  Supplementary  and  survivor  monthly  benefits  in  respect  to  insured  women. 

1  Including  also  revision  in  computation  of  average  wage  and  higher  limit  on  maximum  annual  wages 
counted  toward  benefits. 

•  Level  premium  contribution  rate  (based  on  2  percent  interest)  for  benefit  payments  after  1949  and  into 
perpetuity,  not  taking  into  account  accumulated  funds. 


Table  5. — Estimated  annual  cost  of  expanded  program  recommended  by  Advisory 
Council,  for  specified  years,  by  major  changes  (in  millions  of  dollars) 


Calendar 
year 

Cost  of 
present 
program 

Increase  in  cost  arising  from — 

Net  cost 
of  ex- 
panded 
plan 

Exten- 
sion of 
coverage 

Age  60  for 
women 

Revised 
lump- 
sum * 

Revised 
work 
clause 

Higher 
rate  for 
first 
child « 

Addi- 
tional 

benefits 
in  re 

women 4 

New 
benefit 
formula 1 

1955  

Low-cost  estimate 1 

$1,046 
1,469 
2,421 
3,474 
4,509 
5,072 

$173 
441 
772 
965 
1,066 
1,227 

$138 
195 
406 
621 
722 
736 

$540 
662 
867 
990 
1,114 
1, 188 

$50 
78 
84 
103 
110 
117 

$22 
26 
28 
44 
47 
50 

$1,222 
1,647 
2,057 
2,138 
2,176 
2,064 

$3, 189 
4,605 
6,621 
8,318 
9,713 

10,421 

1960  

1970  

1980  

1990  

2000  

1955  

-$13 
-14 
-15 
-31 

-33 

High-cost  estimate ' 

$1, 482 
2, 062 
3,442 
6, 191 
7,125 
8,463 

$323 
677 
1,  056 
1,  312 
1,498 
1,711 

$238 
366 
662 
947 
1, 116 
1, 182 

$363 
458 
648 
831 
1,012 
1, 167 

$50 
78 
84 
87 
89 
90 

$19 

26 
28 
29 
30 
30 

$1,676 
2,012 
2,457 
2,653 
2.795 
2,765 

$4,150 

6,666 
8,363 
11, 036 
13.650 
15, 378 

1960  

1970  

1980  

1990  

2000  

-$13 
-14 
-15 
-15 
-30 

'  Based  on  assumption  of  continuation  of  employment  and  wage  levels  of  1944-46. 
i  Lump-sum  death  payment  for  all  deaths  but  only  in  amount  of  4  times  primary  benefit  (rather  than 
6  times  as  at  present). 
'  Including  also  higher  rate  for  parent's  benefit. 

*  Supplementary  and  survivor  monthly  benefit  in  respect  to  Insured  women. 

•  Including  also  revision  in  computation  of  average  wage  and  higher  limit  on  maximum  annual  wages 
counted  toward  benefits. 


OLD-AGE  AND  SURVIVORS  INSURANCE 


57 


Table  6. — Estimated  annual  cost  of  expanded  program  recommended  by  Advisory 
Council,  for  specified  years,  by  type  of  benefit,  in  terms  of  percentage  of  pay  roll 


Calendar  year 

Primary 

Wife's  > 

Widow's1 

Parent's 

Child's 

Widow's 
current 

Lump- 
sum 
death 

Total 

Low-cost  estimate 1 

1.24 

0.28 

0.29 

0.03 

0.34 

0.11 

0.10 

2.39 

I960  

1.66 

.36 

.64 

.04 

.43 

.  13 

.11 

3.26 

1976  

2.27 

.42 

.98 

.04 

.47 

.14 

.14 

4.46 

1980  

2.80 

.43 

1.24 

.04 

.49 

.14 

.  15 

5.30 

1990   

3.29 

.41 

1.29 

.03 

.50 

.15 

.16 

5.83 

2000  

3.43 

.36 

1.22 

.03 

.51 

.15 

.17 

5.87 

Level  premium »  

2.75 

.37 

1.01 

.03 

.46 

.14 

.16 

4.90 

High-cost  estimate  1 

1055  

1.85 

0. 39 

0.30 

0.05 

0.31 

0.12 

0  09 

3. 11 

1960  

2.42 

.48 

.54 

.07 
.08 

.34 

.13 

.10 

4.07 

1970  

3.43 

.59 

.95 

.30 

.11 

.12 

5.58 

1980   

4.58 

.71 

1.24 

.09 
.08 

.27 

.10 

.14 

7.12 

1990  

5.89 

.79 

1.37 

.24 

.09 

.16 

8.63 

2000  

6.89 

.84 
.69 

1.41 

.08 

.22 

.09 

.18 

9.70 

Level  premium  •  

4.92 

1.08 

.08 

.26 

.10 

.14 

7.27 

i  Based  on  assumption  of  continuation  of  employment  and  wage  levels  of  1944-46. 
1  Including  the  relatively  negligible  amount  of  husband's  and  widower's  benefits. 
•  Level  premium  contribution  rate  (based  on  2  percent  interest)  for  benefit  payments  after  1949  and  in 
perpetuity,  not  taking  into  account  accumulated  funds. 

Table  7. — Estimated  annual  cost  of  expanded  program  recommended  by  Advisory 
Council,  for  specified  years,  by  type  of  benefit  (in  millions  of  dollars) 


Calendar  year 

Primary 

Wife's ' 

Widow's' 

Parent's 

Child's 

Widow's 
current 

Lump- 
sum 
death 

Total 

Low-cost  estimate  1 

1965  

$1,657 

$378 

$383 

$41 

$456 

$144 

$130 

$3, 189 

1960  

2,291 

500 

739 

54 

688 

178 

155 

4,505 

1970  

3,372 

623 

1,451 

61 

704 

207 

203 

6,621 

1980  

4,400 

679 

1,944 

62 

771 

225 

237 

8,318 

1990  

5,484 

675 

2, 144 

57 

841 

243 

269 

9,713 

2000  

6,099 

637 

2,162 

49 

910 

265 

299 

10, 421 

High-cost  estimate  1 

1956  

$2,468 

$517 

$400 

$68 

$421 

$164 

$122 

$4,  150 

1960  

3,359 

671 

745 

97 

479 

176 

139 

5,666 

1970  

5,134 

880 

1,417 

126 

455 

171 

180 

8,363 

1980  

7,094 

1, 101 

1,920 

137 

413 

158 

212 

11,035 

1990  

9,325 

1,253 

2, 162 

132 

379 

149 

250 

13,650 

2000  

10,915 

1,333 

2,236 

127 

341 

142 

2-4 

15,378 

1  Based  on  assumption  of  continuation  of  employment  and  wage  levels  of  1944-46. 
>  Including  the  relatively  negligible  amount  of  husband's  and  widower's  benefits. 

Table  8. — Estimated  taxable  pay  rolls  under  present  coverage  and  under  expanded 
coverage  (in  billions  of  dollars) 


Calendar  year 


Present  coverage  1 


Low-cost 
estimate 


High-cost 
estimate 


Expanded  coverage  1 


Low-cost 
estimate 


High-cost 
estimate 


1955. 
1960. 
1970 
1980. 
1990 
2000 


$80 
84 
95 
104 
112 
121 


$79 
84 
94 
100 
103 
104 


$134 
138 
149 
157 
167 
178 


$133 
139 
160 
155 
158 
158 


i  Based  on  $3,000  maximum  creditable  wage. 
>  Based  on  $4,200  maximum  creditable  wage. 
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Table  9. — Estimated  percentage  of  persons  attaining  age  65  in  various  future  years 
who  will  be  fully  insured,  if  high  employment  conditions  prevail 


Calendar  year 

Complete  extension  of 
coverage 

Present  coverage 

Men 

Women 

Men 

Women 

1956  

66-74 
74-84 
81-91 
84-93 
86-96 
88-96 

12-17 
16-23 
22-31 
30-38 
43-52 
50-60 

46-52 

60-  58 

61- 71 
72-82 
74-84 
74-84 

8-11 
10-14 
15-20 
24-32 
36-46 
40-50 

1960  — 

1970      — 

1980  — -  -  -  - 

1990  

2000  -  -  

Table  10. — Estimated  percentage  of  persons  aged  65  and  over  in  the  population  of 
various  future  years  who  will  be  fully  insured,  if  high  employment  conditions 
prevail 


Calendar  year 

Complete  extension  of 
coverage 

Present  coverage 

Men 

Women 

Men 

Women 

1955  -  

57-66 
69-81 
76-86 
81-91 
84-94 
86-95 

10-13 
13-17 
17-25 
23-31 
33-40 
43-51 

39-44 
44-49 
64-62 
64-73 
72-81 
74-84 

6-  7 

7-  10 
10-14 
16-22 
27-34 
35-43 

1960  — -   

1970  ^  

1980  -  

1990  -  

2000  

Table  11. — Estimates  relating  to  size  of  trust  fund  under  expanded  program  recom- 
mended by  Advisory  Council  (in  millions  of  dollars) 

Calendar  year 

Contributions 

Benefit 
payments 

Adminis- 
trative 
expenses 

Interest 5 
on  Fund 

Increase 
in  Fund 

Fund  at 
end  of  year 

Employer- 
employee  • 

Govern- 
ment 

1956  

Low-cost  estimate 

$3,833 
5,279 
5,683 
6.003 
6,370 
6.792 

$3, 189 
4,505 
6,621 
8,318 
9,713 

10,421 

$87 
109 
146 
175 
199 
213 

$451 
681 
665 
665 
665 
665 

$1,008 
1,246 
0 
0 
0 
0 

$23,276 
29,950 
33,645 
33,645 
33,645 
33,646 

1960  

1970  

$419 
1,825 
2,877 
3, 177 

1980  

1990  

2000  

1955  

High-cost  estimate 

$3,823 
5,318 
5,726 
7.408 
10.209 
10,606 

$4,150 
5,666 
8,363 
11,035 
13,650 
15,378 

$128 
159 
213 
265 
316 
349 

$338 
344 
344 
344 
344 
344 

»  -$117 
0 
0 
0 
0 
0 

$16,999 
17,362 
17,362 
17,362 
17,362 
17,362 

1960  

$163 
2,600 
3,548 
3,413 
4,777 

1970  

1980  

1990  

2000  

i  Joint  contribution  schedule  assumed  is  as  follows:  Low-cost  estimate,  3  percent  for  1949-66  and  4  percent 
thereafter.  High-cost  estimate,  3  percent  for  1949-56;  4  percent  for  1967-71;  5  peroent  for  1972-80;  6  percent 
for  1981-89;  and  7  percent  thereafter. 

•  Fund  reaches  a  peak  in  1954  and  then  declines  for  2  years,  but  thereafter  increases  to  another  peak  In  1959. 

*  Interest  is  figured  at  2  percent  on  average  balance  in  fund  during  year  but  is  payable  at  end  of  year. 
After  fund  reaches  maitmnTn  size  the  interest  income  is  slightly  less  than  2  percent  of  the  balance  at  the  end 
of  the  year  as  shown  in  the  last  column,  since  the  fund  decreases  slightly  during  the  year.  The  interest 
payable  at  the  end  of  the  year  brings  it  back  to  the  level  shown. 
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Table  12. — Estimated  beneficiaries  and  disbursements  in  1948  under  expanded  pro- 
gram recommended  by  Advisory  Council,  if  the  plan  had  been  in  effect  for  a  century, 
under  two  assumptions  1 


Benefit  disbursements 1  (in  millions) 

Number  of  beneficiaries 

(in  thousands) 

Type  of  benefit 

Assumption  A 

Assumption  B 

Low 

High 

Low 

High 

Low 

High 

Total  

$3,400 

$4,160 

$5,720 

$6,930 

4,780 

6,060 

1,820 

2,200 

3,050 

3,810 

Wife's    

1,220 

1,280 

260 

260 

430 

460 

Widow's  

2,430 

2,650 

660 

710 

1,270 

1,380 

Parent's  

100 

270 

20 

60 

30 

100 

Widow's  current  

330 

420 

120 

160 

170 

220 

Child's   -  - 

1,470 

1,940 

430 

670 

600 

780 

830 

030 

100 

120 

180 

190 

'  Benefit-disbursement  estimates  are  shown  on  the  basis  of  2  different  assumptions: 

A.  Benefits  determined  under  average  wage  provisions  and  benefit  formula  proposed  by  Council 

using  estimates  of  wages  actually  paid  over  the  last  100  years. 

B.  Benefits  determined  under  average  wage  and  benefit  provisions  continuously  revised  so  that 

benefits  are  related  to  current  wage  levels. 
1  Benefit  disbursements  in  percentage  of  pay  rolls  would  be  as  follows: 

Assumption  A:  Assumption  B: 

Low   2.4        Low   4.1 

High....  3.0        High  4.9 
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Chabt  A 

ESTIMATED  COST  OF  EXPANDED  PROGRAM 
RECOMMENDED  BY  ADVISORY  COUNCIL,  IN  TERMS  OF 
PERCENTAGE  OF  PAY  ROLL 

PERCENT  OF  PAY  ROLL  


6 


4 


2 


LOW  COST  ESTIMATE 

i  i 

r 

 1  s 

(CURVE  LABELS  SAME  AS  BELOW) 

1 

______U_i_i_i_i 

_U_LJ_I_I_I.II 

II  II  1  1  1  II 

1  1  1  1  l  1  1  1  1 

1  1  1  1  l  1  1  1  1 

-1  1  1  1  l  1  1  1  1 

4 


2 


0 


HIGH 

COST  ESI 

"IMATE 

LEVEL  PRE 
>  ^__-_—  •  -_-_-_• 

UIUM  CONTRIBL 

raw  RATE 

»■__________■•  ____________ 

1 
1 

—  — - 

CURRENT  i 
BENEt 

:ost  OF 

'ITS  _^^ 

r 

i 
/ 

1 

—A 

COUBIN 
EMPLOYER- Ek 
CONTRIBUTIO 

so 

4PLOYEE 
V  RATE 

<  i 1  i^nn 

1 1 1 1 1 1 1 1 1 

1  1  1  1  1  1  1  1  1 

1  1  1  1  1  1  1  1  1 

I  I  I  I  1  1  I  I  I 

1  1  1  1  1  II  II 

1940  1950  I960  1970  1980  1990  2000 

CALENDAR  YEAR 


MOTE:  ESTIMATES  BASED  ON  ASSUMPTION  OF  CONTINUATION  OF  EMPLOYMENT  AND  WAGE  LEVELS  OF  1944-46. 
NOTE:  SEE  TEXT  FOP  DESCRIPTION  OF  TERMS. 
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Chart  B 

NUMBER  OF  AGED  PERSONS  RECEIVING  BENEFITS  UNDER  OLD-AGE  AND  SURVIVORS 
INSURANCE  1  AND  NUMBER  RECEIVING  OLD-AGE  ASSISTANCE  PER  1,000  PERSONS 
AGED  65  TEARS  AND  OVER,  BT  STATE,2  JUNE  1948 


OASI  BENEFICIARIES 
PER  1,000  AGED  POPULATION 

300      200        100  0 


OAA  RECIPIENTS 
PER  1,000  AGED  POPULATION 


100 


133  U.S.  2/  2  16 


227 

R.I. 

1  37 

201 

CONN. 

97 

192 

N.J. 

66 

191 

MASS. 

207 

185 

OR  EG. 

197 

178 

PA. 

108 

174 

WASH. 

346 

173 

MAINE 

157 

166 

N.H. 

125 

164 

DEL. 

54 

164 

N.Y. 

95 

1  60 

HAWAII 

1  1  1 

154 

OHIO 

19  1 

153 

CALIF. 

238 

148 

MICH. 

215 

146  FLA. 

327 

138 

MD. 

81 

1  38  ILL. 

180 

134 

W.VA. 

185 

1  32 

IND. 

156 

126 

VT. 

160 

121 

NEV. 

217 

1  17 

WIS. 

164 

1  15 

UTAH 

252 

1  12 

COLO. 

426 

1  1  1 

ARIZ. 

298 

103 

D.C. 

45 

102 

ALA. 

430 

102 

VA. 

89 

101 

IDAHO 

284 

100 

WYO. 

238 

97 

MONT. 

235 

96 

MO. 

302 

91 

MINN. 

218 

88 

N.C. 

233 

88 

S.C. 

380 

66 

LA. 

404 

85 

GA. 

495 

84 

KY. 

245 

82 

KANS. 

199 

75 

TEX. 

479 

75  TENN. 

254 

74  IOWA 

187 

72 

ARK. 

4  10 

67 

OKLA. 

581 

66 

NEBR. 

196 

66 

N.MEX.  335 

49  MISS. 

333 

45 

S. DAK.  232 

36  N.  OAK. 

188 

200 


300 


400 


500 


600 


1  Primary,  wife's,  widow's,  and  parent's  benefits  In  current-payment  status  at  end  of  June. 
!  Aged  population  as  of  July  1,  1948,  estimated  by  Social  Security  Administration. 
J  Includes  Hawaii. 
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Appendix  I-E.  Memorandum  bt  Two  Members  Dissenting  from 
the  Majority  Report  with  Respect  to  Mandatory  Cover- 
age of  the  Traditionally  Tax-Exempt  Institutions 

As  stated  in  the  report  of  the  majority  of  the  Council  members,  it 
is  highly  desirable  to  establish  as  complete  coverage  as  possible  of 
employees  under  old-age  and  survivors  insurance.  The  majority 
report  recognizes  special  problems  with  respect  to  Federal  civil-service 
employees,  railroad  employees,  and  the  employees  of  State  and 
municipal  governmental  units.  Special  problems  exist  also  and  should 
be  recognized  with  respect  to  the  traditionally  tax-exempt  religious, 
charitable,  and  educational  institutions.  A  reasonable  method  of 
attaining  maximum  coverage  of  their  employees  should  be  possible 
without  doing  violence  to  traditional  tax  exemption. 

There  is  no  doubt  that  the  contributions  to  old-age  and  survivors 
insurance  are  taxes.  The  statutory  declaration  of  intent  that  the  im- 
position of  taxes  for  purposes  of  old-age  and  survivors  insurance  is  not 
a  precedent  for  other  taxation  of  religious,  charitable,  and  educational 
institutions,  is  at  best  a  "pious  hope,"  because  the  imposition  of  any 
tax  on  the  institution  is  in  fact  an  encroachment  on  its  tax  exemption. 

There  is  in  this  problem  no  insuperable  difficulty.  The  method  of 
inclusion  by  voluntary  adherence  is  no  more  difficult  than  in  the  case 
of  employees  of  other  employers  that  require  special  treatment.  In 
each  case  there  is  a  problem  of  method.  The  appropriate  device,  in 
order  to  safeguard  immunity  from  the  power  to  tax,  which  is  the 
power  to  destroy,  is  an  elective  right  to  the  institution  to  come  in 
under  the  old-age  and  survivors  insurance  provisions. 

Protection  agamst  adverse  selection  of  risk  would  be  adequately 
assured  by  requiring  the  electing  institution  to  cover  all  its  employees, 
except  clergy  and  members  of  religious  orders,  within  a  reasonable 
period  for  exercising  the  election. 

It  seems  unnecessary  here  to  recount  why  a  free  society  in  its  own 
self-interest  has  encouraged  religious,  charitable,  and  educational 
institutions  to  develop  free  from  the  political  constraints  of  taxation. 
This  basic  protection  of  other  freedoms  surely  should  not  be  jeopard- 
ized where,  as  here,  the  desired  social  objectives  can  be  reasonably 
accomplished  by  sound  alternative  methods. 
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Appendix  I-F.  Resume  op  Minority  Opinions  on  Changes  in 
Benefit  and  Contribution  Base 

the  present  base  op  $3,000  should  be  retained 

The  following  statement  is  a  resume"  of  the  various  reasons  why 
several  Council  members  approve  of  retaining  unchanged  the  present 
tax  and  benefit  base  of  $3,000.  Some  members  lay  more  stress  on  one 
or  more  of  the  reasons  stated  than  on  others. 

The  proposed  change  from  $3,000  to  $4,200  in  the  present  tax  base 
and  in  the  wages  credited  for  benefits  should  be  judged  by  the  con- 
crete results  which  the  change  would  produce  and  not  by  theoretical 
considerations  related  to  the  fact  that  $3,000  was  chosen  as  the  base 
when  prices  were  lower.  These  results,  boiled  down,  mean  that  the 
well-to-do,  all  those  with  average  wages  of  $4,200  a  year  and  over, 
would  receive  larger  increases  in  benefits  both  by  amounts  and  by 
percentages  than  would  those  with  average  wages  below  $3,000,  with 
whom  social  security  should  primarily  be  concerned.1  Moreover, 
these  extra  benefits  to  the  well-to-do  would  be  granted  for  many  years 
without  being  covered  by  the  additional  taxes  which  they  pay. 

If  the  new  benefit  formula  were  applied  to  the  present  base  of  $3,000 
these  errors  would  be  avoided.  This  is  illustrated  in  the  following 
table  which  gives  the  monthly  primary  benefits  for  persons  becoming 
entitled  to  benefits  (1)  in  1949  after  continuous  coverage  since  Janu- 
ary 1, 1937,  and  (2)  after  40  years  of  coverage.  The  figures  above  the 
horizontal  line  are  those  that  would  follow  a  retention  of  the  $3,000 
base.  Those  below  the  line  show  the  changes  that  would  result  from 
raising  the  $3,000  to  $4,200.  In  considering  the  amounts  of  the 
benefits  it  should  be  borne  in  mind  that  if  the  retired  worker  has  a 
wife  aged  60  or  over,  50  percent  must  be  added  in  each  case. 


Average  wage 

Entitlement  in  1049  after  12  years  of 
coverage 

Entitlement  after  40  years  of  coverage 

Present 
formula 

AO 
formula 

Amount 
of  increase 

Percent 
increase 

Present 
formula 

AO 
formula 

Amount 
of  increase 

Percent 
increase 

$100  

$200  

$250  

$300.—^.  

$350  and  Over..  

$28.00 
39.20 
44.80 
44.80 
44.80 

$41.25 
56.25 
63.75 
63.75 
63.75 

$13. 25 
17.05 
18.95 
18  95 
18.95 

47 
43 
42 
42 
42 

$35.00 
49.00 
66.00 
56.00 
66.00 

$41.26 
66.26 
63.75 
63.75 
63.75 

$6.26 
7.25 
7.76 
7.76 
7.76 

18 
16 
14 
14 
14 

$300  

$360  and  over  

44.80 
44.80 

71.25 
78.75 

26. 45 
33.96 

59 
76 

66.00 
66.00 

71.25 
78.75 

15.26 
22.75 

27 
41 

Looking  at  the  left-hand  half  of  the  table,  one  may  well  ask  why 
should  those  at  the  $4,200  and  other  levels  receive  a  76-percent  increase 
in  benefits  as  compared  with  42  percent  for  those  at  the  $3,000  level? 

i  It  should  also  be  stated  that  those  with  average  wage  between  $3,000  and  $4,200  also  receive  extra  bene- 
fits that  favor  them  as  compared  with  those  earning  $3,000,  but  not  to  the  same  extent  as  at  the  $4,200  level 
and  above. 
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Looking  at  the  right-hand  half,  one  may  well  ask  why  should  the 
well-to-do  receive  a  41-percent  increase  in  benefits  and  those  at  the 
$3,000  level  only  14  percent?  The  figures  above  the  line  represent 
reasonable  changes.  Those  below  depart  from  sound  social-security 
principles  by  unduly  favoring  the  high-income  groups. 

If  the  $3,000  base  were  retained,  the  primary  benefit  for  persons 
with  average  wages  of  $3,000  and  over  would,  as  indicated,  be  $63.75 
a  month  or  $95.62  for  a  man  with  a  wife  over  age  60.  Such  monthly 
payments  should  be  sufficient  to  provide  the  basic  measure  of  pro- 
tection which  is  the  stated  objective  of  old-age  and  survivors  insurance. 

It  is  important  to  realize  that  for  many  years  the  extra  benefits  to 
the  well-to-do  which  would  result  from  shifting  the  base  from  $3,000 
to  $4,200,  would  not  be  covered  by  the  extra  taxes  which  they  pay  as 
a  result  of  the  change.  The  extra  taxes  would  be  brought  about  by 
the  fact  that  all  earning  $4,200  and  over  would  pay  taxes  on  an 
additional  $1,200  of  earnings.  If  the  combined  employers  and  em- 
ployees tax  rates  were  3  percent  (1%  plus  1%),  the  trust  fund  would 
receive  extra  taxes  of  $36  a  year.  If  the  combined  rates  were  4  per- 
cent (2  plus  2),  the  extra  taxes  would  be  $48  a  year. 

Now  consider  the  values  of  the  extra  benefits  resulting  from  the 
change  in  the  base.  One  way  of  showing  what  these  would  amount 
to  is  to  compute  the  single  premium  values  of  the  extra  benefits  as  of 
the  time  they  become  payable.  For  example,  the  single  premium 
value  to  a  man  aged  65  with  a  wife  of  the  same  age,  of  the  extra  benefits 
($15  a  month  to  him,  $7.50  a  month  to  her)  is  $3,057.  To  meet  this 
amount,  the  Government  will  have  collected  extra  taxes  of  $36  or  $48 
a  year.  To  get  an  idea  of  the  values  of  the  extra  benefits  for  other 
conditions,  the  following  table  has  been  prepared. 


Age 

Single  premium  values  of  extra 
benefits 

Single  man 

Married  man  with  wife 
aged- 

Same  as 
himself 

6  years 
younger 

66  -   

$1,852 
1,485 

$3,057 
2,456 

$3, 346 
2,738 

70  -  -  

It  is  obvious  from  these  figures  that  the  extra  taxes  will  not  cover 
the  extra  benefits  for  those  with  average  wages  of  $4,200  or  over  who 
are  now  middle-aged  or  older.  In  essence  we  say  to  them  that  in 
addition  to  the  very  substantial  subsidies  required  to  provide  the 
benefits  they  will  receive  on  the  $3,000  base,  they  are  to  be  still  further 
subsidized  for  extra  benefits  of  $15  or  $22.50  a  month.  Why  is  it  not 
reasonable  to  expect  persons  in  such  circumstances  to  make  inde- 
pendent provision  for  these  extra  benefits  without  Government 
subsidy? 

Another  valid  reason  for  retaining  the  $3,000  base  is  the  extensive 
changes  that  would  have  to  be  made  in  many  of  the  more  than  6,800 
private  pension  plans  which  are  now  integrated  into  the  present  base. 

83404 — 49  6 
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Furthermore,  unemployment  insurance  and  old-age  and  survivors 
insurance  now  have  the  same  tax  base.  The  benefits  under  unem- 
ployment insurance  have  been  raised  substantially  without  a  change 
in  the  base,  and  the  same  can  be  done  in  old-age  and  survivors  insur- 
ance, as  indicated  above.  Different  tax  bases  in  the  two  systems 
would  complicate  record  keeping  and  tax  reporting  for  all  employers, 
resulting  in  much  additional  clerical  work. 

The  time,  of  course,  may  come  when  the  distortions  that  would  be 
caused  by  much  higher  price  levels  than  at  present  would  justify  a 
change  both  in  the  type  of  formula  and  in  the  tax  base.  When  that 
time  arrives,  however,  there  should  be  no  such  special  favoring  of  the 
well-to-do  as  would  follow  the  adoption  of  the  proposed  change.  Under 
present  conditions,  adherence  to  the  $3,000  base  is  the  proper  course. 

THE  PRESENT  BASE  OF  $3,000  SHOULD  BE  RAISED  TO  $4,800 

The  following  statement  is  a  resum6  of  the  various  reasons  why 
several  Council  members  favor  increasing  the  present  tax  and  benefit 
base  to  $4,800.  Some  members  lay  more  stress  on  one  or  more  of  the 
reasons  stated  than  do  others. 

The  increase  in  the  tax  base  from  $3,000  to  $4,20.0  and  the  corre- 
sponding change  in  the  top  limit  of  wages  credited  for  benefits  is  not 
sufficient.  The  increase  should  be  to  $4,800.  Since  the  original  base 
was  set,  the  consumers'  price  index  has  risen  by  more  than  60  percent, 
so  that  an  income  of  $4,800  today  has  less  purchasing  power  than  an 
income  of  $3,000  had  in  1939.  Hence,  raising  the  tax  base  and  wages 
credited  for  benefits  to  $4,800  would  not  be  a  real  increase — it  would, 
in  fact,  fall  short  of  maintaining  the  1939  relationship  between  the 
wage  base  and  prices. 

The  rise  in  prices  during  the  last  9  years  has  cut  by  over  38  percent 
the  purchasing  power  of  the  savings  which  millions  of  people  had 
accumulated  against  their  old  age.  Increasing  the  tax  base  to  $4,800 
and  permitting  wages  up  to  this  amount  to  be  credited  for  benefits 
would  help  to  correct  some  of  the  injustices  which  the  rise  in  prices  has 
inflicted. 

The  members  of  the  Council  who  dissent  from  the  proposal  to 
increase  the  base  seem  to  have  based  their  dissent  in  part  on  the  as- 
sumption that  a  large  number  of  those  who  would  receive  larger 
benefits  as  a  result  of  the  increase  can  be  classed  as  well-to-do.  The 
great  majority  of  such  persons  are  not  well-to-do  by  current  standards. 
Only  about  3  percent  of  all  workers  have  wages  in  excess  of  $4,800. 
A  survey  of  the  Department  of  Labor  has  indicated  that  4  months 
ago  a  budget  for  an  urban  worker,  his  wife  and  two  children  ranges 
from  $3,121  in  the  lowest-cost  city  to  $3,565  in  the  highest-cost  city 
surveyed.  This  budget  does  not  include  any  amount  for  cash  savings. 
It  is  not  a  luxury  budget. 

It  is,  of  course,  true  that  raising  the  wages  credited  for  benefits 
from  $3,000  to  $4,200  or  to  $4,800  would  give  a  larger  percentage 
increase  in  benefits  to  persons  earning  above  $3,000  than  to  persons 
receiving  less  than  $3,000.  The  reason  for  this  is  the  obvious  one 
that  under  the  present  formula  no  wages  above  $3,000  affect  the  size 
of  the  benefits. 
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It  has  been  argued  that  the  increased  benefits  which  would  result 
from  raising  the  wage  base  above  $3,000  will  not  be  covered  by  the 
additional  taxes  paid.  In  the  short  run  no  one  at  any  wage  level  pays 
the  costs  of  even  the  present  benefits.  Even  in  the  short  run,  however, 
the  high-income  person  pays  more  of  the  costs  of  his  own  benefits 
than  does  one  with  low  income.  The  higher  the  wage  base,  the  greater 
percentage  of  the  cost  of  their  benefits  do  those  in  the  top  brackets 

Pay- 

On  the  basis  of  the  majority  recommendation  for  raising  the  limit 
to  $4,200,  for  example,  the  $350  per  month  man  would — 


Pay  in  contributions —  But  receive  in  benefits — 

250  percent   90.9  percent.  More  than  the  $100  per  month  man. 

75  percent   40  percent  More  than  the  $200  per  month  man. 

40  percent   23.5  percent_More  than  the  $250  per  month  man. 

16.7  percent   10.5  percent_More  than  the  $300  per  month  man. 


Taken  as  a  whole  and  over  the  entire  existence  of  the  system,  there 
is  a  net  gain  to  the  system  by  raising  the  wage  base  above  $3,000. 
Taken  over  the  short  run  as  well,  the  additional  tax  receipts  on  wages 
between  $3,000  and  $4,800  would  more  than  offset  the  additional 
benefits  based  on  these  wages. 

If  one  were  to  accept  the  argument  that  the  wages  credited  for 
benefits  should  not  be  increased  above  $3,000  a  year  because  doing  so 
would  increase  the  benefits  of  persons  receiving  above  $3,000  a  year 
by  a  larger  percentage  than  those  of  persons  receiving  below  $3,000, 
one  would  be  committed  to  permanent  retention  of  the  $3,000  limit 
no  matter  how  high  prices  and  wages  might  go.  That  would  be  an 
untenable  position.  The  tax  base  and  the  wages  credited  for  benefits 
should  be  adjusted  from  time  to  time  as  the  price  level  changes  and 
also  as  the  wage  level  changes.  There  are  likely  to  be  few  periods  in 
the  country's  history  in  which  the  price  level  rises  by  60  percent  in  a 
9-year  period.  Hence,  there  are  likely  to  be  few  times  when  an 
adjustment  of  the  tax  base  and  the  wages  credited  for  benefits  are 
more  needed  than  today.  The  adjustment  should  be  by  approxi- 
mately the  amount  of  the  increase  in  the  consumer  price  index  since 
1939,  that  is,  to  $4,800. 


Appendix  I-G.  Staff  for  Old-Age  and  Survivors  Insurance 

Robert  M.  Ball,  staff  director. 
Leona  V.  MacKinnon,  executive  assistant. 
Fedele  F.  Fauri,  professional  assistant. 
Irving  Ladimer,  professional  assistant. 
Milton  M.  Mayer,  professional  assistant. 
Helen  Livingston,  research  assistant. 

Robert  J.  Myers,  actuarial  consultant  of  the  Social  Security  Admin- 
istration, prepared  the  cost  estimates,  which  were  reviewed  by  George 
W.  K.  Grange,  a  member  of  the  staff  of  the  Metropolitan  Life  Insur- 
ance Co. 
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Part  II 

PERMANENT  AND  TOTAL  DISABILITY  INSURANCE 


INTRODUCTION  AND  SUMMARY 

Income  loss  from  permanent  and  total  disability  is  a  major  economic 
hazard  to  which,  like  old  age  and  death,  all  gainful  workers  are  ex- 
posed. The  Advisory  Council  believes  that  the  time  has  come  to 
extend  the  Nation's  social-insurance  system  to  afford  protection 
against  this  loss. 

There  can  be  no  question  concerning  the  need  for  such  protection. 
On  an  average  day  the  number  of  persons  kept  from  gainful  work  by 
disabilities  which  have  continued  for  more  than  6  months  is  about 
2,000,000.  The  economic  hardship  resulting  from  permanent  and 
total  disability  is  frequently  even  greater  than  that  created  by  old 
age  or  death.  The  family  must  not  only  face  the  loss  of  the  bread- 
winner's earnings  but  must  meet  the  costs  of  medical  care.  As  a 
rule,  savings  and  other  personal  resources  are  soon  exhausted.  The 
problem  of  the  disabled  younger  worker  is  particularly  difficult  since 
he  is  likely  to  have  young  children  and  not  to  have  had  an  opportunity 
to  acquire  any  significant  savings. 

Present  methods  of  protection  against  income  loss  from  permanent 
and  total  disability  are  not  adequate.  More  than  60  life-insurance 
companies  offer  such  protection,  but  few  individuals  purchase  it. 
The  cost  is  high,  the  terms  on  which  it  is  sold  are  restrictive,  and  most 
life-insurance  companies  no  longer  follow  aggressive  sales  policies  with 
respect  to  permanent  and  total  disability  insurance.  Workmen's 
compensation  affords  protection  against  work-connected  disabilities, 
but  less  than  5  percent  of  all  permanent  and  total  disability  cases  are 
of  work-connected  origin.  Special  programs  provide  disability  pay- 
ments for  limited  groups  such  as  veterans,  railroad  employees,  and 
some  Federal,  State,  and  local  employees.  In  a  high  percentage  of 
the  total  cases,  however,  the  disabled  worker  exhausts  his  own  re- 
sources and  becomes  dependent  upon  public  assistance.  Few  persons, 
even  those  receiving  moderately  high  salaries,  can  accumulate  enough 
to  support  their  families  during  prolonged  periods  of  income  loss. 
Social  insurance  seems  the  only  practical  and  adequate  method  of 
preventing  dependency  from  income  loss  resulting  from  permanent 
and  total  disability. 

The  Council  recognizes  the  difficulties  in  extending  social  insurance 
to  cover  permanent  and  total  disability.  Unless  adequate  safeguards 
are  established,  the  possibility  of  receiving  monthly  disability  bene- 
fits over  extended  periods  may  lead  to  some  unjustified  claims  and 
jnduce  some  beneficiaries  to  resist  efforts  to  restore  their  capacity  to 
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work.  In  certain  types  of  cases,  disability  may  not  be  easily  and  re- 
liably determined.  The  Council  also  appreciates  that  the  number  and 
duration  of  disabilities  reflect  somewhat  the  state  of  the  labor  market 
and  may  increase  as  unemployment  rises.  We  are  aware  that  in  the 
past  many  life-insurance  companies  have  had  unfavorable  experience 
with  disability  insurance.  In  our  opinion,  that  experience  is  impor- 
tant but  not  conclusive. 

The  Council  is  also  aware  that  the  low  levels  of  disability  benefits 
paid  by  some  foreign  countries  affect  the  usefulness  of  their  experience 
as  a  precedent  for  the  American  program.  Other  countries,  however, 
have  successfully  administered  systems  paying  benefits  at  least  as 
high  in  relation  to  average  wages  as  those  proposed  by  the  Council. 
The  experience  of  some  40  foreign  countries  with  programs  of  per- 
manent and  total  disability  insurance  offers  much  that  is  valuable 
for  America.  Nevertheless,  the  United  States  must  of  necessity 
pioneer  in  the  kind  of  disability  program  adapted  to  its  needs  just 
as  it  has  had  to  pioneer  in  other  areas  of  social  insurance  in  designing 
programs  to  meet  special  American  conditions.  Experience  which 
will  be  valuable  in  the  development  of  the  American  program  is 
provided  by  workmen's  compensation,  commercial  insurance,  and  the 
several  special  programs  for  veterans,  railroad  workers,  and  public 
employees,  as  well  as  by  the  foreign  social-insurance  systems. 

The  Council  is  strongly  impressed  with  the  seriousness  of  the  prob- 
lems created  by  permanent  and  total  disability  and  with  the  social 
disadvantages  of  compelling  the  victims  of  this  misfortune  to  depend 
upon  public  assistance.  We  believe  that  there  is  enough  administra- 
tive ability  in  our  Government  organization  to  provide  effective 
machinery  for  meeting  this  pressing  social  need.  In  view  of  the 
admitted  administrative  difficulties  in  undertaking  the  payment  of 
such  benefits,  however,  the  Council  recommends  a  highly  circum- 
scribed program.  More  progress  will  be  made  in  the  long  run  if  the 
persons  responsible  for  operating  the  program  have  an  opportunity 
to  develop  experience  under  relatively  favorable  conditions. 

We  believe  further  that  it  would  be  desirable  to  establish  a  public 
advisory  board  to  counsel  with  the  Federal  administration  par- 
ticularly during  the  early  years  of  the  operation  of  this  new  program. 
Such  an  advisory  group  could  assure  that  a  variety  of  viewpoints  are 
considered  in  the  formulation  of  policy.  The  advisory  group  might 
appropriately  later  review  and  make  recommendations  on  the  conduct 
of  operations  and  the  extent  to  which  the  program  achieves  its  pur- 
pose. The  estimated  level-premium  cost1  of  the  program  recom- 
mended by  the  Council  would  be  only  about  one-tenth  to  one-fourth 
of  1  percent  of  pay  roll  and  in  the  early  years  would  be  considerably 
less.  Furthermore,  these  costs  would  not  constitute  a  wholly  new 
expense  since  the  cost  of  providing  for  the  permanently  and  totally 
disabled  is  now  met  to  a  considerable  extent  by  public  and  private 
assistance  and  institutional  care.  For  instance,  in  January  1948 
about  80,000  persons  were  receiving  aid  to  the  blind,  and  payment 
for  aid  to  dependent  children  went  to  the  families  of  about  100,000 
disabled  men.  A  substantial  percentage  of  the  approximately  375,000 
family  heads  and  single  individuals  receiving  general  assistance  are 


1  The  level-premium  contribution  rate  is  the  rate  which  would  support  the  system  In  perpetuity  if  ool» 
Jected  from  the  first  year. 
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Summary  of  Major  Recommendations 

Eligibility  requirements. — To  qualify  for  benefits,  a  disabled  person 
would  have  to  be  incapable  of  self-support  for  an  indefinite  period — 
permanently  and  totally  disabled.  He  would  have  to  be  unable,  by 
reason  of  a  disability  medically  demonstrable  by  objective  tests,  to 
perform  any  substantially  gainful  activity.  This  requirement  would 
eliminate  the  problems  involved  in  the  adjudication  of  claims  based 
solely  on  subjective  symptoms. 

We  recommend  that  a  waiting  period  of  6  months  be  required  and 
that  benefits  be  payable  only  in  those  cases  in  which,  at  the  end  of  the 
waiting  period,  the  disability  appears  likely  to  be  of  long-continued 
and  indefinite  duration.  This  requirement  is  much  more  exacting 
than  the  disability  provisions  of  commercial  insurance  policies  now 
being  issued,  which  specify  that  a  total  disability  that  has  persisted 
for  6  months  will  be  presumed  to  be  permanent.  The  definition  as  a 
whole  constitutes  a  strict  test  of  permanent  and  total  disability,  which 
would  operate  as  a  safeguard  against  unjustified  claims. 

To  assure  that  disability  benefits  will  be  available  only  to  workers 
who  have  suffered  income  loss  by  reason  of  disability  we  recommend 
that  strict  eligibility  requirements  be  adopted  to  test  both  the  recency 
and  long  duration  of  an  individual's  attachment  to  the  labor  market. 
To  be  eligible,  a  worker  would  need  a  minimum  of  40  quarters  of 
coverage,  would  have  to  have  one  quarter  of  coverage  for  every  2  in 
his  working  lifetime  after  1948  in  covered  employment,  and  would 
have  to  show  employment  during  at  least  one-half  the  time  within 
the  period  immediately  preceding  the  onset  of  his  disability. 

Amount  of  benefits. — The  same  benefit  formula  recommended  for 
old-age  and  survivors  insurance  is  proposed  for  the  disability  insurance 
program.  The  Council  does  not  recommend,  however,  that  benefits 
be  provided  for  dependents  of  the  disabled  worker.  If  these  were  pro- 
vided, there  is  the  possibility  that  disability  benefits  in  some  cases 
might  prove  attractive  enough  to  discourage  return  to  gainful  work 
after  recovery  or  rehabilitation.  Thus  the  benefits  under  the  dis- 
ability program  when  the  worker  has  dependents  would  be  substan- 
tially less  than  those  we  propose  for  old-age  and  survivors  benefits. 
They  would  be  as  much  as  one-half  the  average  monthly  wage  only 
in  the  case  of  workers  who  averaged  $75  a  month  or  less,  while  the 
average  benefit  for  all  workers  would  be  only  about  30  percent  of  the 
average  wage.    (See  table  at  the  end  of  recommendation  3,  p.  75.) 

Provisions  for  rehabilitation  of  disabled  workers. — The  Council  recom- 
mends that  contributions  be  made  from  the  Federal  old-age  and 
survivors  insurance  trust  fund  toward  the  expense  of  rehabilitating 
beneficiaries  on  the  disability  rolls.  A  substantial  number  of  bene- 
ficiaries can  be  rehabilitated  and  become  self-supporting.  The 
national  economy  will  benefit  from  the  restoration  of  their  earning 
capacity,  and  the  cost  of  the  insurance  system  will  be  reduced  because 
the  disability  benefits  of  persons  who  have  been  rehabilitated  will  be 
terminated. 

Termination  or  suspension  of  benefits. — Benefits  should  be  denied 
when  the  beneficiary  refuses  to  undergo  a  medical  examination  or 
reexamination  and  should  be  suspended  when  he  refuses  to  cooperate 
in  his  rehabilitation.  Payments  should  also  be  suspended  for  any 
period  for  which  workmen's  compensation  is  payable  under  a  State 
or  Federal  program. 
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Integration  with  old-age  and  survivors  insurance. — Permanent  and 
total  disability  insurance  and  old-age  and  survivors  insurance  should 
be  administered  as  a  single  system.  Aside  from  the  similarity  of 
risks,  considerations  of  administrative  efficiency  and  economy  make 
the  integration  logical.  Integration  would  also  facilitate  the  mainte- 
nance of  the  benefit  rights  of  disabled  workers  for  purposes  of  future 
old-age  and  survivors  insurance  payments. 

If  the  administration  of  the  two  programs  is  integrated,  the  facilities 
already  established  under  old-age  and  survivors  insurance  for  main- 
taining individual  wage  records,  the  network  of  old-age  and  survivors 
insurance  field  offices,  and  the  administrative  machinery  for  awarding 
benefits  and  certifying  claims  could  be  adapted  to  the  requirements  of 
the  disability  program  with  relatively  minor  adjustments. 

The  Method  of  Social  Insurance 

The  Council  is  strongly  of  the  belief  that  the  foundation  of  the 
social-security  system  should  be  the  method  of  contributory  social 
insurance  with  benefits  related  to  prior  earnings  and  awarded  without 
a  needs  test.  As  stated  in  our  report  on  old-age  and  survivors 
insurance,  p.  1: 

Differential  benefits  based  on  a  work  record  are  a  reward  for  productive  effort 
and  are  consistent  with  general  economic  incentives,  while  the  knowledge  that 
benefits  will  be  paid — irrespective  of  whether  the  individual  is  in  need — supports 
and  stimulates  his  drive  to  add  his  personal  savings  to  the  basic  security  he  has 
acquired  through  the  insurance  system.  Under  such  a  social  insurance  system, 
the  individual  earns  a  right  to  a  benefit  that  is  related  to  his  contribution  to  pro- 
duction. This  earned  right  is  his  best  guaranty  that  he  will  receive  the  benefits 
promised  and  that  they  will  not  be  conditioned  on  his  accepting  either  scrutiny  of 
his  personal  affairs  or  restrictions  from  which  others  are  free. 

Public  assistance  payments  from  general  tax  funds  to  persons  who  are  found 
to  be  in  need  have  serious  limitations  as  a  way  of  maintaining  family  income. 
Our  goal  is,  so  far  as  possible,  to  prevent  dependency  through  social  insurance 
and  thus  greatly  reduce  the  need  for  assistance. 

The  Council  believes  that  the  permanently  and  totally  disabled 
worker — as  well  as  the  aged  worker  or  the  dependent  survivors  of  a 
deceased  worker— should  not  be  required  to  reduce  himself  to  virtual 
destitution  before  he  can  become  eligible  for  benefits.  Certainly 
there  is  as  great  a  need  to  protect  the  resources,  the  self-reliance, 
dignity,  and  self-respect  of  disabled  workers  as  of  any  other  group. 
The  protection  of  the  material  and  spiritual  resources  of  the  disabled 
worker  is  an  important  part  of  preserving  his  will  to  work  and  plays 
a  positive  role  in  his  rehabilitation. 

RECOMMENDATIONS 
1.  Eligibility  Requirements 

To  be  eligible  for  permanent  and  total  disability  benefits,  an  otherwise 
qualified  individual  should  be  required  to  meet  strict  tests  of  recent 
and  substantial  attachment  to  the  labor  market.  He  should  be 
required  to  have  (a)  a  minimum  of  Ifi  quarters  of  coverage,  (6)  1 
quarter  of  coverage  for  every  2  calendar  quarters  elapsing  after  1948 
(or  after  attainment  of  age  21  if  that  was  later)  and  prior  to  the  first 
quarter  of  total  disability,  (c)  6  quarters  of  coverage  within  the 
12  quarters  preceding  his  disability,  and  (d)  2  quarters  of  coverage 
within  the  4  quarters  preceding  his  disability 
Permanent  and  total  disability  benefits  should  be  paid  only  to  those 

who  have  suffered  a  loss  of  earnings  by  reason  of  total  disability.  To 
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determine  whether  such  a  loss  has  occurred,  both  the  recency  and 
substantiality  of  the  individual's  attachment  to  the  labor  market 
should  be  tested.  In  keeping  with  the  objective  of  establishing  a 
carefully  circumscribed  and  restricted  program,  the  proposed  test  is  an 
exacting  one. 

The  requirement  of  6  quarters  out  of  the  last  12  (comparable  to 
currently  insured  status  under  old-age  and  survivors  insurance)  plus  2 
quarters  of  coverage  out  of  the  last  4  is  designed  to  exclude  persons, 
such  as  housewives,  who  have  retired  from  the  labor  market  before 
the  onset  of  disability  and  consequently  have  not  incurred  any  loss  of 
earnings  because  of  their  incapacity.  Under  this  requirement,  it  is 
true,  some  persons  who  did  suffer  genuine  losses  because  of  disability 
might  be  prevented  from  qualifying  if  their  total  disability  had  been 
relatively  slow  in  developing  and  they  had  been  unemployed  for  more 
than  2  quarters  because  of  partial  disability.  In  view  of  the  large 
number  of  withdrawals  from  the  labor  market  each  year,  however,  and 
the  difficulty  of  determining  in  many  cases  whether  or  not  the  worker 
has  withdrawn  or  is  only  unemployed,  a  requirement  of  very  recent 
earnings  is  needed. 

A  strict  test  of  long-term  attachment  to  the  labor  force  is  proposed 
as  evidence  that  the  disabled  worker  has  contributed  substantially 
to  his  own  support  over  a  long  period  of  time.  A  worker  should  be 
required  to  have  a  minimum  of  40  quarters  of  coverage  and  1  quarter 
of  coverage  for  every  2  elapsed  calendar  quarters  in  his  working  life- 
time (after  1948)  up  to  the  first  quarter  of  total  disability.  This 
requirement  would  prevent  individuals  with  congenital  disabilities 
and  those  who  have  not  regularly  been  gainful  workers  from  qualify- 
ing. For  all  persons  who  qualify,  there  woidd  be  convincing  proof 
both  of  the  will  to  work  and  of  the  ability  to  earn  income  over  a  sub- 
stantial period  of  time. 

In  some  cases  of  total  disability  it  will  not  be  clear  immediately 
whether  the  disability  will  be  of  long  duration.  It  would  be  both 
unfair  to  the  claimant  and  administratively  wasteful  to  require  that 
a  person  forfeit  the  opportunity  of  having  insured  status  calculated 
as  of  the  time  of  onset  of  disability  because  he  had  not  filed  applica- 
tion and  undergone  official  examination  at  that  time.  Determina- 
tions of  the  existence  of  a  total  disability  retroactive  for  strictly 
limited  periods  would  be  feasible  and  should  be  allowed.  On  the 
other  hand,  provisions  requiring  medical  determination  retroactive 
over  long  periods  of  time  would  involve  serious  administrative  prob- 
lems and  uncertainties,  increasing  as  the  time  of  alleged  onset  of 
disability  becomes  more  remote  from  the  date  of  medical  examina- 
tion. The  Council  believes  that  a  reasonable  limitation  on  retroactive 
determinations  would  be  6  months  before  the  date  of  application. 
Inevitably,  under  such  a  limitation,  workers  who  unduly  postpone 
filing  their  claims  will  lose  insured  status.  This  requirement  seems 
necessary,  however,  to  avoid  the  complications  and  difficulties 
involved  in  determining  retroactively  over  a  long  period  the  date  of 
the  beginning  of  permanent  and  total  disability. 
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2.  Definition  of  Permanent  and  Total  Disability 

Benefits  should  be  paid  to  an  insured  individual  who  is  permanently  and 
totally  disabled.    A  "permanent  and  total  disability"  for  the  purpose 
of  this  program  should  mean  any  disability  which  is  medically 
demonstrable  by  objective  tests,  which  prevents  the  worker  from 
performing  any  substantially  gainful  activity,  and  which  is  likely 
to  be  of  long-continued  and  indefinite  duration 
Qualified  individuals  should  be  eligible  for  permanent  and  total  disability 
benefits  after  a  waiting  period  of  6  months.    The  first  benefit  should 
be  paid  for  the  seventh  month  of  disability 
The  definition  of  "disability"  used  in  a  disability  program  will  in 
large  part  determine  the  feasibility  of  administration  and  the  costs  of 
the  program.  The  proposed  definition  is  designed  to  establish  a  test 
of  disability  which  will  operate  as  a  safeguard  against  unjustified 
claims.    It  is  an  administratively  practicable  test  and  it  will  facilitate 
the  evaluation  of  permanent  and  total  disabilities. 

The  Council  recommends  that  compensable  disabilities  be  restricted 
to  those  which  can  be  objectively  determined  by  medical  examination 
or  tests.  In  this  way,  the  problems  involved  in  the  adjudication  of 
claims  based  on  purely  subjective  symptoms  can  be  avoided.  Unless 
demonstrable  by  objective  tests,  such  ailments  as  lumbago,  rheuma- 
tism, and  various  nervous  disorders  would  not  be  compensable.  The 
danger  of  malingering  which  might  be  involved  in  connection  with 
such  claims  would  thereby  be  avoided. 

Total  disability  lasting  more  than  six  consecutive  calendar  months 
should  be  considered  permanent  if  the  disability  is  diagnosed  as  likely 
to  be  of  long-continued  and  indefinite  duration.  Periodic  medical 
reexaminations,  as  well  as  other  checks  and  safeguards  which  will 
exist  in  the  system,  may  be  relied  upon  to  discover  cases  in  which  a 
beneficiary  has  recovered.  The  period  of  6  months  is  recommended 
because  it  is  sufficiently  long  to  permit  most  essentially  temporary 
conditions  to  clear  up  or  show  definite  signs  of  probable  recovery. 
The  claims  payable  after  the  6-month  waiting  period  has  expired 
would  be  only  those  involving  long-term  or  chronic  conditions. 

The  great  majority  of  persons  applying  for  permanent  and  total 
disability  benefits  will  have  had  no  income  during  the  waiting  period. 
Only  two  States  now  provide  temporary  disability  benefits  and  no 
benefits  are  payable  to  persons  who  are  incapacitated  for  work  at  the 
time  they  file  claims  for  unemployment  insurance  benefits.2  Only 
a  limited  number  of  workers  have  short-term  disability  protection  in 
some  other  form,  such  as  commercial  insurance  policies.  Conse- 
quently, the  waiting  period — -constituting  as  it  does  in  most  cases  a 
6-month  period  without  income — would  make  it  very  unprofitable  for 
would-be  malingerers  to  give  up  work  and  attempt  to  qualify  for 
benefits. 

The  concept  of  permanent  disability  which  the  Council  envisages 
should  be  defined  in  legislation  only  in  broad  terms  and  should  be 
worked  out  in  detail  through  regulations.  We  do  not  believe  that 
mere  duration  of  a  total  disability  for  6  months  should  give  rise  to  an 
automatic  presumption  of  permanency,  as  is  generally  the  case  with 
commercial  insurance  policies  offering  permanent  and  total  disability 


'  See  appendix  IV-D  for  provisions  under  these  and  a  third  State  law  under  which  temporary  disability 
beneflts.are  payableln  1949. 
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protection.  On  the  other  hand,  we  would  not  limit  benefits  to  the 
cases  in  which  it  is  certain  that  the  disability  is,  in  the  strictest  sense 
of  the  word,  permanent.  In  some  cases  which  are  to  all  intents  and 
purposes  "permanent,"  physicians  are  nevertheless  reluctant  to  desig- 
nate the  condition  as  incurable,  both  because  of  the  psychological 
effect  on  the  patient  and  because  recovery  is  theoretically  possible. 
Most  systems  using  a  concept  of  permanency  have  found  it  necessary 
to  presume  permanency  in  cases  of  long  and  uncertain  duration  and  to 
subject  claimants  to  periodic  reexamination  to  determine  whether  they 
have  recovered.  Such  an  approach  prevents  the  extreme  hardships 
which  would  result  from  the  denial  of  benefits  in  many  cases  of  total 
disability  which  continue  indefinitely,  perhaps  for  years,  but  which 
cannot  with  certainty  be  adjudged  -  permanent." 

Since  the  objective  of  disability  insurance  is  to  compensate  for  loss 
of  earning  capacity,  payments  should  not  be  made  for  the  mere  physi- 
cal impairment,  loss  of  strength,  disfigurement,  or  diseased  condition 
which  results  from  illness  or  accident.  Payments  should  be  made  only 
if  the  individual  is  unable  to  perform  any  substantially  gainful  activity. 

Some  disability  insurance  plans  are  based  on  the  concept  of  com- 
pensating an  individual  for  incapacity  to  work  within  the  area  covered 
under  a  particular  insurance  or  retirement  scheme  or  within  an  area 
of  customary  employment.  With  this  criterion,  an  individual  who 
with  reasonable  effort  could  obtain  employment  in  a  different  area, 
or  perform  another  type  of  work,  may  nevertheless  be  considered 
disabled.  While  this  "occupational"  concept  may  be  justified  in 
systems  designed  primarily  to  provide  for  the  retirement  of  employees 
when  they  are  no  longer  able  to  perform  their  jobs  efficiently,  it  would 
not  be  appropriate  for  a  general  social-insurance  system.  Such  a 
system,  financed  by  employers  and  employees  in  wide  and  diverse 
areas  of  employment,  should  not  permit  workers  to  withdraw  from 
the  labox  market  and  receive  benefits  if  they  have  not  suffered  a  loss 
of  general  earning  capacity.  In  the  best  interests  of  the  individual 
and  of  the  national  economy,  and  in  view  of  the  limitation  on  total 
national  resources  available  for  social-insurance  purposes,  it  is  im- 
portant to  utilize  any  substantial  earning  capacity  that  handicapped 
persons  may  retain. 

The  exact  limits  of  what  constitutes  "substantially  gainful  activity" 
should,  in  the  early  years  of  the  program,  at  least,  be  defined  by  regu- 
lations. After  the  program  has  been  in  operation,  administrative  ex- 
perience will  doubtless  indicate  ways  in  which  the  definition  can  be 
improved.  Leaving  the  definition  to  regulations  will  make  it  possible 
to  take  prompt  advantage  of  that  experience.  The  Council  believes, 
however,  that  the  regulations  governing  this  definition  should  be 
strict. 

3.  Amount  of  Benefits 

Primary  disability  benefits  should  be  based  on  the  same  formula  recom- 
mended for  old-age  and  survivors  insurance.    No  benefits  should  be 
provided  for  dependents  of  the  disabled  wage  earner 
In  general,  the  needs  of  a  permanently  and  totally  disabled  worker 
are  at  least  as  great  as  those  of  a  retired  worker.    In  many  respects  the 
burden  of  disability  is  even  greater  than  the  burdens  created  by  old  age 
or  death.    These  facts  speak  strongly  for  providing  disability  benefits 
similar  in  types  and  amounts  to  payments  provided  for  retirement  and 
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death  cases.  Payments  should  not  be  high  enough,  however,  to  en- 
courage persons  on  the  borderline  of  total  disablement  to  seek  benefits 
or  to  malinger  when  total  disability  has  ceased  to  exist.  The  incentive 
for  beneficiaries  to  return  to  work  when  possible  is  a  very  significant 
factor  influencing  the  costs  of  a  disability  program.  This  incentive 
might  not  exist  if  the  worker  on  the  disability  rolls  could  receive,  in  the 
form  of  benefits  payable  on  his  wage  account,  too  high  a  replacement 
of  his  earnings  loss.  In  keeping  with  the  Council's  view  that  stringent 
provisions  should  be  established,  it  would  seem  desirable  to  restrict 
disability  payments  to  the  primary  insurance  benefit  payable  to  the 
worker  himself.  No  dependents'  benefits,  such  as  those  under  old-age 
and  survivors  insurance,  should  be  payable  to  the  wife  or  minor 
children  of  the  disabled  worker.  The  proposed  restriction  on  the  types 
of  disability  benefits  payable  would  mean  that  benefits  would  amount 
on  the  average  to  about  30  percent  of  the  worker's  average  monthly 
wage  and  would  in  no  case  exceed  one-half  of  the  average  monthly 
wage.  As  shown  in  the  following  table,  it  would  be  as  much  as  one- 
half  only  in  the  case  of  workers  with  average  monthly  wages  of  $75  or 
less. 


Table  1. — Disability  insurance  benefit  and  its  ratio  (percent)  to  specified  average 
monthly  wages  under  the  Advisory  Council's  proposals 


Average  monthly  wage 

Disability 
insurance 
benefit 

Percent  of 
average 
monthly 
wage 

Average  monthly  wage 

Disability 
insurance 
benefit 

Percent  of 
average 
monthly 
wage 

$50.   

$25. 00 
37.60 
41.25 
48. 76 

50.0 
50.0 
41.2 
32.5 

$200.   

$56. 25 
63.75 
71.25 
78.75 

28.1 
25.5 
23.8 
22.5 

$75   

$250  

$100     

$300  _  

$150   

$350    __ 

4.  Disqualifications 

Claims  should  be  disallowed  if  the  claimant  refuses  to  submit  to  medical 
examination,  and  benefits  should  be  terminated  if  the  beneficiary 
refuses  to  submit  to  reexamination.    Provision  should  be  made  for 
periodic  reexaminations  so  that  benefit  payments  can  be  terminated 
promptly  when  the  beneficiary  is  no  longer  disabled.  Disability 
benefits  should  be  withheld  if  a  disabled  person  refuses  without 
reasonable  cause  to  accept  rehabilitation  services 
If  an  applicant  for  disability  benefits  refuses  to  submit  to  medical 
examination  required  for  the  purpose  of  determining  whether  a  disabil- 
ity exists,  such  refusal  should  result  in  disallowance  of  the  claim;  if 
an  individual  receiving  benefits  refuses  to  submit  to  reexamination, 
his  refusal  should  result  in  termination  of  benefit  payments.  Benefits 
should,  of  course,  be  terminated  if  the  disability  ceases.  Provisions 
for  periodic  and  special  medical  reexaminations  of  beneficiaries  are 
essential  to  the  administration  of  any  disability  program,  but  the 
frequency  of  reexamination  should  be  adapted  to  the  needs  of  individ- 
ual cases.    It  would  probably  be  desirable  that  cases  be  reexamined 
at  least  once  a  year,  although  some  types  of  disablement  may  require 
more  frequent  checking. 

Effective  administration  and  conservation  of  funds  make  it  desirable 
that  benefits  be  suspended  when  refusal  to  accept  rehabilitation  is 
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determined  to  be  unwarranted.  Together  with  the  proposed  require- 
ments calling  for  termination  of  benefits  on  recovery  or  successful 
rehabilitation,  this  provision  would  serve  to  prevent  payments  when 
the  continuation  of  benefits  is  not  justified. 

5.  Adjustment  to  Workmen's  Compensation 

Permanent  and  total  disability  insurance  benefits  should  be  suspended 
Joy  any  period  for  which  workmen's  compensation  cash  benefits  are 
payable  under  Stale  or  Federal  programs 
Workmen's  compensation  is  payable  in  less  than  5  percent  of  all 
cases  of  economic  loss  due  to  permanent  and  total  disability.  Although 
the  total  area  of  possible  duplication  is  small,  an  individual  should  not 
receive  disability  payments  under  more  than  one  program  at  the  same 
time.    If  combined  payments  become  a  major  fraction  of  prior  earn- 
ings, the  economic  incentive  for  beneficiaries  to  return  to  work  may  be 
insufficient. 

Workmen's  compensation  reflects  society's  conviction  that  part  of 
the  cores  of  industrial  accidents  and  diseases  are  a  responsibility  to  be 
borne  by  the  employer,  regardless  of  fault,  and  in  lieu  of  any  common- 
law  liability  the  employer  may  otherwise  have  incurred.  Contribu- 
tory aisability-insurance  benefits  should  not  take  the  place  of,  or 
interfere  with  the  continuing  development  of,  the  special  programs 
affording  protection  against  work-connected  disabilities. 

The  most  practical  approach  to  the  problem  of  duplication  of 
benefits  by  State  and  Federal  workmen's  compensation  systems  and 
the  social-insurance  system  seems  to  the  Council  to  be  the  suspension 
of  basic  social-insurance  benefits  for  any  periods  for  which  cash  bene- 
fits are  payable  under  workmen's  compensation  programs.  Thus 
the  Federal  program  would  be  precluded  from  making  payments 
in  cases  covered  by  workmen's  compensation,  but  benefits  could 
be  paid  when  there  was  no  eligibility  for  workmen's  compensation 
or  when  cash  benefits  under  workmen's  compensation  were  termi- 
nated. Although  disability-insurance  benefits  would  be  suspended, 
an  individual's  rights  to  retirement  and  survivorship  benefits  would  be 
protected  in  the  same  way  as  if  he  were  receiving  the  disability 
benefit.  To  accomplish  the  objectives  of  the  suspension  provision, 
lump-sum  and  commuted  benefits  paid  as  workmen's  compensation 
for  permanent  total  disability  should  also  cause  suspension  of  the 
disability-insurance  benefits  for  a  period  of  time  which  would  be  the 
equivalent  of  the  time  the  payments  would  have  lasted  if  made  on  a 
periodic  basis. 

6.  Adjustment  to  Other  Federal  Disability  Programs 

A  disabled  worker  eligible  jor  benefits  under  both  the  disability  program 
recommended  here  and  another  Federal  disability  program  {other 
than  a  Federal  workmen's  compensation  system)  should  receive 
only  the  larger  benefit 
Protection  against  the  risk  of  permanent  disability  is  provided  for 
railroad  and  Federal  civilian  employees  and  members  of  the  armed 
services  under  their  special  retirement  systems.    Similar  provision  is 
made  under  laws  administered  by  the  Veterans  Administration  for 
disabled  servicemen  and  veterans.    The  benefits  provided  under 
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these  Federal  programs  are  usually  substantial  since  these  systems  are 
either  staff  retirement  plans  or,  in  the  case  of  the  veterans'  program, 
are  designed  to  compensate  for  losses  incurred  in  the  Nation's  defense. 

It  is  important  that  combined  benefits  to  which  some  persons  might 
become  entitled  under  one  of  these  special  systems  and  under  the  social- 
insurance  program  should  not  be  so  high  as  to  discourage  beneficiaries 
from  returning  to  gainful  work  when  they  are  able  to  do  so.  The 
Council  believes  therefore  that  where  there  is  entitlement  under  two 
systems,  only  the  higher  benefit  should  be  payable. 

At  the  direction  of  the  Congress,  a  study  should  be  made  to  develop 
cooperative  administrative  procedures,  to  draft  a  plan  for  equitably 
financing  disability  benefits,  and  to  make  such  other  recommendations 
as  are  necessary  for  effective  coordination  of  disability  payments  under 
the  several  Federal  programs.  Participating  in  the  study  should  be 
such  agencies  as  the  Federal  Security  Agency,  the  Veterans  Adminis- 
tration, and  the  service  departments,  and  the  study  should  be  tied 
in  with  those  proposed  in  the  Council's  old-age  and  survivors  insurance 
report  with  respect  to  the  programs  administered  by  the  Eailroad 
Retirement  Board  and  the  Civil  Service  Commission. 

Undoubtedly,  private  as  well  as  State  and  local  retirement  systems 
which  provide  disability  protection  would  have  to  be  modified  to 
avoid  unnecessarily  high  total  payments  when  payments  are  also 
payable  under  the  social-insurance  disability  program. 

7.  Integration  with  Old-Age  and  Survivors  Insurance 

Permanent  and  total  disability  insurance  and  old-age  and  survivors 
insurance  should  be  administered  as  a  single  system.  Provisions  of 
the  two  programs  should  be  integrated  so  that,  in  computing  insured 
status  and  the  average  monthly  wage  of  a  disabled  person,  periods 
of  total  disability  will  not  be  counted, 

There  are  numerous  administrative  and  organizational  needs  which 
are  common  to  both  an  old-age  and  survivors  insurance  program  and 
a  program  for  permanent  and  total  disability  insurance.  Most  of  the 
industrial  nations  of  the  world  have  recognized  this  fact  and  have 
established  single  plans  covering  both  types  of  social  insurance. 

Under  the  permanent  and  total  disability  program  we  recommend, 
the  same  wage  information  will  be  necessary  as  under  old-age  and 
survivors  insurance  to  determine  insured  status  and  the  amounts  of 
benefit  payments.  Administering  these  forms  of  social  insurance  as  a 
single  program  would  permit  utilizing  for  disability  insurance  purposes 
the  central  accounting  operations  and  the  field  and  area  office  facilities 
already  established  under  old-age  and  survivors  insurance. 

For  disability  cases,  additional  techniques  and  procedures  would 
have  to  be  developed  by  the  old-age  and  survivors  insurance  field  and 
adjudication  staffs.  On  the  other  hand,  procedures  and  techniques 
already  developed  under  old-age  and  survivors  insurance  would 
apply  to  many  essential  phases  of  disability  insurance  such  as  the 
determination  of  insured  status,  the  computation  of  benefit  amounts, 
and  the  monthly  certification  of  benefit  payments.  In  addition, 
broad  skills  necessary  for  the  administration  of  old-age  and  survivors 
insurance,  such  as  those  needed  in  interviewing,  investigation,  and 
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evaluating  evidence,  would  be  of  value  in  the  administration  of  a  new 
disability  program.  There  would  be  substantial  savings  in  adminis- 
trative costs  if  the  programs  were  combined  rather  than  separate. 
Of  importance  also  would  be  the  convenience  for  the  public  in  having 
one  organization  to  look  to  for  information  on  both  types  of  insurance. 

Integration  of  the  two  programs  would  also  facilitate  the  mainte- 
nance of  the  disabled  worker's  average  monthly  wage  and  insured 
status  for  purposes  of  retirement  and  survivor  benefits.  An  insured 
person  now  has  his  average  monthly  wage  reduced  during  a  period  of 
extended  incapacity  to  work  and  may  lose  benefit  rights  entirely  if  he 
is  not  permanently  insured.  The  disability  program  should  contain 
a  provision  excluding  periods  of  prior  permanent  and  total  disability 
from  the  computation  of  the  average  monthly  wage  whenever  a  sub- 
sequent claim  is  filed  on  the  same  wage  record.  Furthermore,  periods 
of  prior  permanent  and  total  disability  should  not  be  considered  in 
determining  currently  insured  status.  This  will  prevent  loss  of  rights 
to  certain  dependents'  and  survivors'  benefits  which,  under  the 
Council's  recommendations  for  old-age  and  survivors  insurance, 
would  be  payable  only  on  the  basis  of  currently  insured  status.3 
With  the  two  programs  administered  as  a  single  system,  the  neces- 
sary information  regarding  the  existence  and  duration  of  a  prior  dis- 
ability would  be  readily  available  when  needed  in  connection  with 
old-age  and  survivors  insurance  claims. 

8.  Effective  Date 

The  effective  date  for  the  payment  of  first  benefits  under  the  disability 
insurance  program  should  be  1  year  after  the  effective  date  for  the 
extension  of  coverage  under  old-age  and  survivors  insurance 

Assuming  that  the  disability  program  may  be  adopted  at  the  same 
time  as  broad  coverage  extension  for  old-age  and  survivors  insurance, 
the  Council  recommends  that  permanent  and  total  disability  insur- 
ance payments  first  be  made  approximately  1  year  after  the  date  of 
coverage  extension.  The  coverage  of  farm  labor,  domestics,  self- 
employed,  and  others  will  create  new  problems  of  administration, 
stimulate  numerous  inquiries,  and  increase  old-age  and  survivors 
insurance  work  loads.  It  would  probably  be  undesirable  for  the 
Social  Security  Administration  to  take  on  both  the  coverage  extension 
and  disability  insurance  problems  simultaneously. 

Even  if  the  disability  insurance  legislation  is  passed  later  than 
comprehensive  old-age  and  survivors  insurance  amendments,  post- 
ponement of  the  disability  program's  effective  date  for  approximately 
1  year  from  the  date  of  the  passage  of  the  disability  legislation  would 
probably  still  be  desirable.  Such  postponement  would  allow  time 
for  the  preparation  of  regulations  and  procedures,  for  the  necessary 
recruitment  and  training  of  staff  for  work  in  this  new  field,  and  for 
informing  the  public  of  its  rights  in  connection  with  the  new  type 
of  protection. 

3  Recommendation  16  of  the  old-age  and  survivors  insurance  report  suggests  benefits  under  certain  condi- 
tions for  the  children,  aged  dependent  husband  and  aged  dependent  widower  of  a  woman  worker  who, 
among  other  requirements,  must  be  currently  insured.  Under  the  proposed  eligibility  provisions  for  the 
disability  program,  there  is  no  need  for  a  similar  "freeze"  of  fully  insured  status  since  the  minimum  require- 
ment of  40  quarters  of  coverage  to  qualify  for  disability  payments  constitutes  fully  insured  status. 
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9.  Rehabilitation  Services 

Rehabilitation  services  should  be  furnished  to  disability  insurance  bene- 
ficiaries when  it  appears  that  the  services  to  be  furnished  will  assist  the 
beneficiary  to  return  to  gainful  work  and  so  will  result  in  a  saving  to 
the  trust  fund.    The  services  should  be  furnished  through  existing 
facilities,  with  contributions  toward  the  expense  of  such  services  being 
made  from  the  trust  fund.    Benefits  should  be  terminated  if  rehabili- 
tation of  the  beneficiary  has  been  successful 
It  would  be  economically  and  socially  sound  to  provide  rehabilita- 
tion services  for  those  disability  insurance  beneficiaries  who  could  be 
expected  to  profit  by  them.    While  the  possibilities  of  rehabilitation 
are  limited  for  many  permanently  and  totally  disabled  persons,  the 
provision  of  such  services  would  reduce  the  ultimate  cost  of  the  dis- 
ability insurance  benefits  by  enabling  some  beneficiaries  to  again 
become  self-supporting.    It  would  also  benefit  the  national  economy 
by  restoring  to  it  the  services  of  otherwise  idle  individuals.  Physical 
restoration  services,  as  well  as  vocational  retraining,  should  be  pro- 
vided; vocational  training  is  of  limited  value  unless  it  can  be  supple- 
mented by  necessary  medical  and  surgical  rehabilitation. 

State  programs  of  rehabilitation  are  already  in  operation  and  are 
coordinated  and  aided  by  the  Federal  Government  under  the  author- 
ity of  the  Federal  Rehabilitation  Act  of  1920,  as  amended.  The  exist- 
ing facilities  could  be  immediately  utilized  in  furrdshing  services  to 
disability  insurance  beneficiaries  since  the  currently  operated  Federal- 
State  programs  afford  the  necessary  organization,  staffed,  trained,  and 
equipped  to  furnish  rehabilitation  services  on  a  Nation-wide  basis. 

Close  and  complementary  relationships  should  be  established  be- 
tween the  two  programs.  State  agencies  as  well  as  the  Federal  old- 
age  and  survivors  insurance  trust  fund  would  benefit  from  such  co- 
operation. The  State  agencies  carrying  out  rehabilitation  would  have 
cases  referred  to  them  on  the  basis  of  the  medical  diagnosis  and  voca- 
tional case  history  developed  by  the  insurance  program.  The  prob- 
lem of  maintenance  of  the  client  during  rehabilitation,  at  present  a 
troublesome  one  in  many  cases,  would  be  at  least  partially  solved  by 
the  disability  benefits  which  would  continue  to  be  paid  during  rehabili- 
tation. Finally,  the  problem  of  locating  cases  for  rehabilitation  at 
early  stages  of  disability,  also  frequently  troublesome,  would  be  nearer 
solution  because  of  early  referrals  by  the  Social  SecurityJAdministra- 
tion. 

Contributions  toward  the  expense  of  rehabilitating  insurance  bene- 
ficiaries should  be  made  from  the  trust  fund  only  where  it  is  probable 
that  a  saving  to  the  fund  will  result  from  the  rehabilitation.  The 
contributions  would,  of  course,  be  in  the  form  of  payments  for  serv- 
ices furnished  beneficiaries  through  existing  facilities.  No  services 
would  be  provided  directly  by  the  Social  Security  Administration. 

Since  rehabilitation  services  are  now  furnished  at  the  expense  of  the 
present  Federal-State  program,  it  may  be  questioned  why  the  trust 
fund  should  bear  the  cost  of  services  now  financed  from  other  sources. 
Several  factors  make  this  recommendation  appropriate.  First,  under 
the  present  rehabilitation  program,  before  certain  services  can  be 
furnished,  the  disabled  individual  must  meet  a  "needs  test,"  and  this 
requirement  might  preclude  some  insurance  beneficiaries  from  qualify- 
ing.   (The  individual  must  meet  a  needs  test  to  receive  medical  and 
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surgical  treatment,  prosthetic  appliances,  tools  and  books,  and  mainte- 
nance.) Second,  in  many  States  the  funds  available  for  rehabilitation 
programs  are  inadequate;  contributions  from  the  trust  fund  would 
enable  them  to  afford  better  services  to  the  beneficiaries.  Finally, 
early  attention  and  treatment  are  of  the  utmost  importance  for  success- 
ful rehabilitation;  if  trust-fund  contributions  were  made,  it  would 
undoubtedly  be  possible  for  the  rehabilitation  of  insurance  benefici- 
aries to  be  instituted  more  promptly  than  otherwise,  thereby  reducing 
the  costs  of  the  disability  program. 

It  would  seem  essential  to  provide  for  the  suspension  of  benefits  if 
the  beneficiary  refuses  rehabilitation  without  reasonable  cause.  There 
is  considerable  precedent  for  such  a  provision  in  foreign  disability 
systems  and  State  workmen's  compensation  programs.  The  provision 
would  make  for  effective  administration  and  conservation  of  the  funds 
of  the  insurance  system.  A  beneficiary  who  has  been  rehabilitated 
should  have  his  benefits  terminated  if  the  rehabilitation  has  been 
successful. 

ADMINISTKATION  OF  PERMANENT  AND  TOTAL  DISA- 
BILITY INSURANCE 

This  section  presents  a  picture  of  the  operation  of  a  disability 
insurance  program  as  visualized  by  the  Council  in  arriving  at  its 
recommendations.  This  description  is  illustrative  only  and  is  not 
intended  to  prejudge  alternative  methods  of  organization  and  other 
administrative  problems. 

Development  and  adjudication  of  claims  for  old-age  and  survivors 
insurance  have  been  decentralized  to  field  offices  throughout  the 
Nation;  supervision  of  the  field  offices  has  been  delegated  to  regional 
staffs ;  and  broad  authority  for  the  activities  incident  to  the  payment 
of  claims  is  carried  by  area  offices  in  various  parts  of  the  country. 
This  pattern  of  operations,  which  can  be  further  localized  at  any 
time  the  volume  of  claims  activity  warrants,  has  brought  old-age 
and  survivors  insurance  into  intimate  contact  with  claimants  in  their 
own  towns  and  with  employers  and  the  general  public  as  well.  The 
central  administration  of  the  system  is  limited  to  activities  essential 
to  supervising  the  establishment  and  reasonably  uniform  application 
of  Nation-wide  policy.  The  Council  believes  that  a  similar  degree  of 
decentralization  could  be  achieved  in  the  administration  of  permanent 
and  total  disability  insurance. 

Every  claimant  for  permanent  and  total  disability  benefits  will  have 
to  undergo  a  medical  examination  as  a  first  step  in  the  determination 
of  the  existence  of  disability.  In  many  cases  it  would  be  unnecessary 
or  impractical  to  conduct  these  medical  examinations  in  Federal  facil- 
ities, although  where  such  facilities  exist  (for  example,  those  of  the 
U.  S.  Public  Health  Service  and  of  the  Veterans  Administration), 
they  could  be  used  to  the  extent  available.  Contract  arrangements 
could  be  made  with  private  physicians,  clinics,  and  State  and  local 
hospital  facilities  in  all  parts  of  the  country  to  perform  such  examina- 
tions for  the  social-insurance  program.  General  practitioners  as  well 
as  specialists  would  no  doubt  furnish  their  services  on  a  fee  basis  for 
this  purpose,  much  as  they  now  perform  examinations  for  other  Federal 
agencies  as,  for  example,  the  Bureau  of  Employees'  Compensation,  the 
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Civil  Service  Commission,  and^the  Veterans  Administration.  Con- 
sistent with  the  decentralized  pattern  of  old-age  and  survivors  insur- 
ance operations,  relationships  with  the  local  medical  profession  would 
be  carried  out  through  regional  or  area  medical  representatives. 
These  representatives  would  be  concerned  with  liaison  and  instruc- 
tional work  with  examining  physicians,  consultation  with  the  field 
offices  on  special  problems  in  claims  development,  and,  in  unusual 
cases,  decisions  on  whether  a  claimant  should  undergo  additional 
examinations  by  specialists  or  observation  and  tests  in  a  hospital. 

After  medical  examination  has  established  the  nature  and  extent  of 
the  claimant's  disability,  his  condition  would  be  evaluated  in  terms 
of  its  effect  on  his  capacity  for  substantially  gainful  activity,  and  all 
the  evidence  in  the  claim  would  be  subject  to  determination.  This 
process  would  probably  be  carried  on  in  the  various  area  offices  after 
an  initial  period  of  centralized  determinations.  If  it  is  determined 
that  the  claimant  is  permanently  and  totally  disabled,  a  decision 
would  be  made  concerning  the  frequency  of  reexaminations.  Periodic 
medical  examinations,  confirmed  by  results  of  special  field  investi- 
gations in  any  doubtful  cases,  would  provide  the  basis  for  reviewing 
a  case  whenever  it  appeared  that  a  change  in  conditions  might  call 
for  termination  of  the  benefit. 

When  a  disability  claim  is  filed,  or  in  any  event  at  the  time  of 
medical  examination  or  claims  adjudication,  any  disabled  person  for 
whom  rehabilitation  appears  possible  would  be  referred  to  the  appro- 
priate State  rehabilitation  agency.  Each  State  now  has  a  rehabilita- 
tion program  operated  with  Federal  aid  and  administered  by  the 
Office  of  Vocational  Rehabilitation.  The  State  agency,  as  a  rule, 
could  observe  the  beneficiary's  progress  for  the  social  insurance 
system,  and  benefits  would  be  stopped  when  rehabilitation  was  com- 
pleted. If  a  claimant  was  reluctant  to  undergo  rehabilitation,  he 
would  know  that  provisions  of  the  Federal  program  would  require  a 
suspension  of  his  disability  benefits  for  refusal  to  accept  rehabilitation. 

Under  the  method  of  Federal  operations  described,  various  relation- 
ships with  State  and  local  interests  would  bring  local  viewpoints  to 
bear  on  the  program.  The  Council  believes  that  this  can  be  a  very 
important  factor  in  preventing  abuses  of  the  system.  It  is  highly 
desirable  that  the  administration  of  the  program  be  responsive  to  local 
and  regional  viewpoints.  On  the  other  hand,  there  are  distinct  ad- 
vantages in  the  fact  that  the  permanent  and  total  disability  insurance 
program  would  be  far  enough  removed  from  local  influence  to  be  free 
of  the  pressures  which  might  result  in  widely  divergent  local  standards 
and  concepts.  The  Council  believes  the  recommended  program  can 
be  administered  to  achieve  a  desirable  balance  of  interests  and 
influences; 
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Appendix  II-A.  Actuarial  Cost  Estimates  for  Permanent  and 
Total  Disability  Benefits 

Estimates  of  future  costs  of  permanent  and  total  disability  benefits 
to  be  added  to  the  old-age  and  survivors  insurance  system  are  affected 
by  the  same  factors  arising  in  connection  with  the  estimates  for  old- 
age  and  survivors  insurance  as  outlined  in  the  preceding  report  on  that 
subject.1  In  addition  there  are  certain  other  factors  which  enter  in, 
principally,  (1)  the  probability  of  a  person's  becoming  disabled  and 
eligible  for  benefits — a  factor  that  varies  by  age  and  sex;  and  (2)  the 
probability  of  such  a  disabled  person's  continuing  to  receive  benefits, 
with  termination  depending  on  the  events  of  death,  recovery,  or 
attainment  of  age  65  (and  hence  eligibility  for  old-age  retirement 
benefits) — a  factor  that  varies  by  sex,  age  at  disability,  and  duration 
of  disability. 

A  relatively  wide  range  in  disability  cost  estimates  is  necessary 
because  there  are  no  available  experience  data  on  a  social  insurance 
system  that  pays  disability  benefits  of  the  type  under  consideration 
and  at  the  level  presumed.  Moreover,  it  is  difficult  to  estimate  the 
effect  of  the  four  types  of  insured  status  requirements  on  the  number 
of  persons  who  will  be  eligible  at  various  periods  in  the  future. 

It  is  estimated  that  the  level  premium  cost 2  of  the  disability  benefits 
proposed  will  be  about  one-tenth  to  one-fourth  percent  of  pay  roll. 
These  figures  include  not  only  the  actual  cost  of  disability  benefits 
to  disabled  individuals  under  age  65  but  also  the  additional  cost  for 
old-age  and  survivor  benefits  resulting  from  "freezing"  the  disabled 
individual's  insured  status  and  average  wage. 

Considering  the  disability  benefit  costs  of  various  future  years  as 
related  to  pay  roll,  it  is  anticipated  that  the  trend  will  level  off  after 
a  relatively  short  time — perhaps  in  20  or  25  years.  In  the  early  years 
of  operation  the  benefit  outgo  will  be  very  small  because  of  (1)  the 
natural  slow  growth  in  building  up  a  benefit  roll;  (2)  the  stringent  qual- 
ifying requirements  which  for  a  number  of  years  will  exclude  most  of 
those  who  in  the  past  had  been  primarily  engaged  in  employment 
newly  covered  under  the  system;  and  (3)  the  delay  in  filing,  as  well 
as  the  nonfiling,  of  claims  by  persons  who  are  not  familiar  with  the 
program. 

After  the  program  has  been  in  operation  for  a  few  years,  the  number 
of  new  disability  claims  arising  annually  will  range  from  20,000  to 
50,000,  although  after  perhaps  a  decade  or  so,  when  the  full  effect  of 
the  extension  of  coverage  has  made  itself  felt,  this  number  will  rise 
to  perhaps  40,000  to  100,000.    Eventually  the  total  number  of  dis- 

1  See  pp.  50-60. 

2  The  level  premium  contribution  rate  is  the  rate  which  would  support  the  system  in  perpetuity  if  collected 
from  the  first  year. 
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abled  persons  who  are  on  the  benefit  roll  and  who  are  under  age  65  will 
number  roughly  300,000  to  800,000.  The  eventual  annual  cost  of  the 
proposed  permanent  and  total  disability  benefits  as  a  percentage  of 
pay  roll  will  probably  range  from  somewhat  more  than  0.1  to  possibly 
as  much  as  0.3  percent  of  pay  roll;  in  terms  of  dollars  this  corresponds 
to  about  200  to  500  million  dollars  a  year. 

When  the  relatively  small  cost  for  disability  benefits  as  set  forth 
above  is  added  to  the  estimated  cost  for  the  expanded  old-age  and 
survivors  insurance  program  recommended,  the  over-all  cost  is 
increased  only  slightly.  Thus,  including  disability  benefits  as  pro- 
posed in  this  report  the  level  premium  cost  of  the  entire  expanded 
program  would  range  from  5  to  7%  percent  of  pay  roll,  while  the 
ultimate  annual  cost  after  the  old-age,  survivors,  and  disability  in- 
surance system  had  been  in  operation  for  some  50  years  or  more 
would  be  about  6  to  10  percent  of  pay  roll.  In  view  of  the  small 
increase  in  costs  resulting  from  these  disability  recommendations,  there 
would  seem  to  be  no  need  to  consider  a  special  increase  in  contribu- 
tions to  finance  the  disability  benefits. 

Table  2. — Estimated  permanent  and  total  disability  beneficiaries  and  benefit 
disbursements  under  Advisory  Council  proposal 


[In  thousands  of  persons  and  millions  of  dollars] 


Calendar  year 

Number  of 
beneficiaries 

Benefit 
disburse- 
ments 

Benefits  as 
percent  of 
pay  roll 

1960    —  -  

Low  cost  estimate 

157 
221 
252 
267 
300 

$97 
135 
153 
163 
182 

.07 
.09 
.10 
.10 
.10 

1970   — _  -  

1980  -  

1990     -  

2000  -  _  -  -   

1960   -   

High  cost  estimate 

454 
629 
711 
739 
800 

$264 
362 
409 
425 
458 

.19 
.24 
.26 
.27 
.29 

1970  

1980      

1990   -  _  

2000..-     

Appendix  II-B.  Memorandum  of  Dissent  by  Two  Members 

Total  disability  should  be  covered  by  State  assistance  programs 
aided  by  Federal  grants  and  should  not  be  included  in  a  Federal 
contributory  social-security  program. 

Lessons  from  life  insurance  experience 

A  persuasive  theoretical  case  can  be  made  for  including  total  dis- 
ability benefits  in  the  Federal  old-age  and  survivors  insurance  system. 
Total  disability  is  a  distressing  catastrophe  involving  serious  conse- 
quences for  those  whom  it  overtakes  and  for  their  dependents.  How- 
ever, the  way  to  meet  the  situation  and  at  the  same  time  avoid  many 
of  the  pitfalls  indicated  by  life  insurance  and  other  experience  is  on 
an  assistance  basis. 

In  the  1920's  a  persuasive  case  was  developed  for  the  inclusion  of 
total  and  permanent  disability  income  provisions  in  life-insurance 
policies.  There  was  no  doubt  that  this  type  of  insurance  was  popular 
and  met  a  real  need.  Accordingly  the  life-insurance  companies  issued 
large  amounts  of  insurance  providing  the  disability  income  benefits 
only  to  learn  by  hard  experience  during  the  depression  of  the  1930's, 
involving  literally  hundreds  of  millions  of  dollars  of  losses,  that  in- 
surance of  this  type  cannot  be  issued  safely  except  under  severe 
restrictions  as  to  benefit  provisions,  rigid  selection  of  risks,  high 
premium  charges,  the  most  careful  scrutiny  of  new  claims,  and  an 
adequate  follow-up  of  those  receiving  disability  incomes. 

It  is  sometimes  claimed  that  the  difficulties  and  losses-  incurred  by 
the  fife-insurance  companies  arose  from  the  overinsurance  of  well-to-do 
persons  who  built  up  disability  insurance  coverage  to  unsound  levels. 
It  is  true  that  this  was  a  source  of  heavy  loss.  However,  the  hazard 
of  the  disability  coverage  was  clearly  evident  in  group  insurance  where 
the  rates  of  disability  during  the  depression  rose  to  a  greater  extent 
than  did  the  rates  under  ordinary  insurance.  The  group  experience 
is  much  more  significant  as  a  criterion  in  considering  total  disability 
on  a  contributory  basis  in  a  social-security  program  because  it  related 
to  wage  earners,  was  issued  on  a  wholesale  basis  without  adverse  selec- 
tion by  the  insured,  and  was  free  from  the  overinsurance  characteris- 
tics of  business  issued  on  an  individual  basis. 

Some  life-insurance  companies  today  sell  disability  income  insur- 
ance in  connection  with  life  insurance  to  carefully  selected  male  ap- 
plicants on  a  very  restricted  basis  and  at  high  rates  of  premiums. 
This  fact  provides  no  basis  whatever  for  claiming  that  all  gainfully 
employed  persons  could  safely  be  covered  for  total  disability  in  a 
contributory  social-insurance  program. 

Unfortunately  for  reasons  analogous  in  some  ways  but  different  in 
others,  total  disability  benefits  cannot  be  included  in  a  Federal  con- 
tributory social-insurance  program  with  any  reasonable  assurance  that 
claims  can  be  limited  to  the  type  of  disability  envisaged  when  the 
program  is  adopted.  They  will  get  out  of  hand  just  as  they  did  in  the 
life  insurance  experience.    The  reasons  are  outlined  below. 
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The  break-down  of  the  system  is  most  likely  to  occur  in  period  of  unem- 
ployment 

In  the  prosperous  years  of  the  middle  1920's,  the  life-insurance 
companies  were  able  to  administer  the  total  disability  insurance  pro- 
vision with  relatively. little  trouble.  Because  of  the  problems  inherent 
in  a  political  system  pro viding  benefits  available  to  practically  all  wage 
earners  in  all  occupations,  a  Federal  contributory  total  disability 
benefit  program  would  probably  experience  more  trouble  than  the 
life-insurance  companies  in  periods  of  prosperity  when  job  opportuni- 
ties are  plentiful.  However,  very  serious  difficulties  would  develop 
when  unemployment  began  to  assume  major  proportions.  Under  such 
conditions,  there  would  be  tremendous  pressure  to  attempt  to  prove 
disability  to  the  extent  necessary  to  get  on  the  Government  benefit 
rolls. 

Theoretically  it  would  appear  easy  to  prevent  abuse  of  the  system, 
but  practically,  as  the  life-insurance  companies  discovered,  the  problem 
is  extremely  difficulty  to  handle.  The  crux  of  the  matter  lies  in  the  fact 
that  it  is  next  to  impossible  to  evaluate  total  disability  when  there  is 
a  determination  to  attempt  to  prove  that  one  is  disabled  in  order  to' 
obtain  a  potential  life  income  from  the  Government.  Claims  ex- 
ceedingly difficult  to  evaluate  are  those  where  it  is  alleged  that  the 
disability  which  prevents  one  from  working  is  of  the  subjective  type 
that  is  next  to  impossible  to  disprove— for  example,  the  various 
manif estations  of  "rheumatism,"  feigned  or  imaginary  angina  pectoris, 
and  nervous  disorders. 

Once  on  the  benefit  rolls,  it  would  be  hard  in  a  large  percentage 
of  cases  to  get  the  worker  to  return  to  his  job.  An  individual's  net 
earnings  as  a  worker  after  deduction  of  taxes,  union  dues,  and  contri- 
butions for  insurance  benefits,  after  payment  of  transportation  and 
meal  costs,  and  purchases  of  work  clothes,  would  in  many  instances, 
not  be  sufficiently  attractive  to  induce  him  to  return  to  work  as 
compared  with  the  tax-free  disability  payments  and  freedom  from 
other  charges.  Moreover,  being  on  the  benefit  rolls  would  give  many 
persons  a  welcome  sense  of  security  not  present  in  regular  employ- 
ment, especially  if  they  were  of  the  marginal  type  in  ability.  Many 
would  prefer  a  small  income  with  security,  to  a  larger  income  with 
what  they  would  consider  insecurity. 

This  would  be  true  because  after  the  period  of  unemployment  which 
had  caused  the  increase  in  the  number  of  persons  on  the  benefit  rolls, 
there  would  be  a  substantial  residue  of  persons  with  impaired  earning 
power,  whose  net  earnings  if  they  returned  to  work,  would  not  be 
enough  more  than  their  benefits,  based  upon  prior  earnings  records,  to 
make  it  appear  worth  while  to  go  back  to  work.  These  individuals 
would  do  everything  in  their  power  to  have  their  disability  incomes 
continued. 

Another  factor  in  periods  of  unemployment  that  would  greatly  in- 
crease the  problem  of  holding  disability  claims  to  proper  limits  would 
be  the  incentive  employers  would  have  to  lay  off  inefficient  workers 
who  later  would  be  represented  as  unable  to  work  because  of  alleged 
disability.  Since  the  laid-off  workers  would  probably  be  those  whose 
efficiency  was  failing,  their  chances  of  being  employed  again  at  their 
previous  wage  levels  would  be  small.  Hence  their  disability  benefits 
based  upon  prior  wage  records,  might  be  very  attractive  as  compared 
with  what  could  be  earned  net  upon  again  being  employed.   The  in- 
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centive  therefore  to  do  everything  possible  to  stay  on  the  benefit 
rolls  would  be  great  indeed.  With  unemployment  insurance  as  the 
first,  and  total  disability  as  an  eventual  later  means  of  support,  the 
temptation  to  employers  to  use  the  system  to  get  rid  of  inefficient 
workers  could  have  very  serious  consequences. 

It  might  be  thought  that  workmen's  compensation  would  provide 
guidance  in  appraising  the  total  disability  problem.  Unfortunately  it 
does  not  offer  much  help.  Most  workmen's  compensation  cases  arise 
from  accidents  and  are  relatively  easy  to  appraise  and  adjudicate. 
The  insurance  companies  have  had  but  little  difficulty  in  issuing 
coverage  for  disability  arising  from  accidents.  It  is  on  the  health  side 
that  the  problems  described  above  are  encountered. 

Many  people  are  working  who  the  doctors  will  say  are  near  the 
border  line  and  should  stop  work.  These  individuals  will  be  inclined 
to  stop  work,  and  a  careful  physician  will  feel  obliged  to  give  them  the 
benefit  of  the  doubt  and  say  they  are  disabled  for  benefit  purposes, 
when  they  are  not  totally  disabled  at  all. 

In  the  disability  field  the  primary  problem  is  likely  to  be  deter- 
mination of  the  present  or  potential  ability  to  do  some  work,  not  the 
diagnosis  of  a  physical  condition.  Many  individuals  with  an  un- 
questioned pathological  condition  are  earning  their  support  in  properly 
chosen  useful  work  and  in  so  doing  are  benefited  mentally  as  well  as 
physically.  Others  in  a  similar  physical  condition  are  supported  in 
idleness  by  insurance  benefits,  an  independent  income  or  by  their 
families.  In  cases  of  this  type,  which  constitute  a  large  proportion 
of  disabled  individuals,  whether  one  earns  his  living  or  not  depends 
on  economic  incentives. 

Unfortunately  experience  demonstrates  that  cash  disability  benefits 
operate  as  a  deterrent  to  rehabilitation.  Entirely  aside  from  the 
problem  of  over-all  cost,  any  benefit  which  diminishes  the  incentives 
toward  rehabilitation  and  self-support  is  socially  undesirable. 

Benefits  as  rights 

A  basic  difficulty  to  bear  in  mind  is  that  in  any  system  supported 
by  taxes  specifically  levied  for  the  purpose,  workers  will  look  upon 
benefits  as  rights  to  which  they  are  equitably  entitled. 

This  will  color  their  fundamental  attitude  toward  the  system  and 
intensify  their  demands  for  benefits  when  their  disabilities  do  not 
warrant  their  doing  so.  In  taking  this  position  they  will  feel  they  are 
doing  what  they  are  equitably  entitled  to  do  and  are  doing  nothing 
wrong.  Moreover,  if  a  person  thinks  someone  else  has  received 
benefits  when  no  more  disabled  than  he,  he  will  contend  for  similar 
treatment  for  himself. 

Though  the  right  to  receive  benefits  is,  of  course,  always  limited  by 
qualifying  conditions,  yet  in  the  worker's  mind  it  is  the  question  of 
right  that  tends  to  be  uppermost,  while  qualifying  conditions  are 
relegated  to  the  background.  The  former  will  be  stressed,  and  the 
latter  soft-pedaled.  When  fulfillment  of  the  conditions  can  be 
readily  verified  objectively,  as  in  the  case  of  death  or  retirement  at  a 
specified  age,  it  is  not  so  easy  to  lose  sight  of  them  or  to  deny  their 
relevance.  However,  when  a  substantial  measure  of  subjectivity  is 
involved,  as  in  many  types  of  disability  claims,  it  becomes  simul- 
taneously much  easier  for  a  worker  to  maintain,  and  harder  for  an 
administrator  to  deny,  that  the  necessary  qualifying  conditions  are 


88 


RECOMMENDATIONS  FOR  SOCIAL  SECURITY 


present — and  all  the  more  so  when  the  administrator  has  no  strong 
motive,  financial  or  otherwise,  for  denying  the  claim. 

The  fact  that  the  plan  is  contributory  would  not  provide  a  financial 
incentive  for  sound  administration  since  the  source  of  the  funds 
would  be  either  the  large  old-age  and  survivors  insurance  reserve 
fund  or  general  revenues,  as  indicated  below. 

In  the  Federal  system  there  would  be  strong  pressure  against,  and  little 
incentive  for,  sound  administration  of  claims 

In  a  system  where  the  payment  of  benefits  depends  upon  discre- 
tion, there  is  a  strong  tendency  to  be  generous  in  the  adjudication  of 
claims,  especially  when  the  money  comes  from  a  reserve  fund  in 
Washington  amounting  to  billions  of  dollars.  In  the  event  the 
Federal  Government  should  bear  part  of  the  cost  from  general  rev- 
enues, the  feeling  that  the  funds  for  the  payment  of  claims  were 
unlimited  would  be  intensified. 

There  would  also  be  an  incentive  to  pay  border-fine  claims,  arising 
from  a  feeling  that  the  money  available  to  the  system  was  going  to 
be  used  anyhow  so  that  the  beneficiaries  in  a  particular  locality  might 
as  well  get  their  share.  Administrators  who  did  a  conscientious  job 
and  attempted  to  hold  benefits  to  bona  fide  claimants  would  likely 
be  subject  to  local  criticism  because  their  claim  rates  were  lower 
than  those  in  other  communities  where  lax  methods  prevailed. 

Because  the  program  is  operated  by  the  Government,  Congressmen 
are  sure  to  be  appealed  to  for  assistance  to  have  claims  approved 
which  constituents  believe  are  appropriate,  but  which  in  fact  are  far 
removed  from  the  total  disability  classification.  Appeals  of  this 
kind  put  conscientious  Congressmen  in  a  difficult  spot.  For  those 
willing  to  curry  favor  with  constituents  at  the  expense  of  the  reserve 
fund  or  of  Federal  Treasury,  as  the  case  may  be,  the  situation  offers 
great  opportunities. 

It  is  also  clear  that  in  a  system  where  the  payment  of  benefits  is 
dependent  upon  broad  discretionary  powers  to  be  exercised  by  Govern- 
ment employees,  there  would  be  opportunity  for  a  national  adminis- 
tration to  use  the  system  to  influence  votes.  The  mere  expression  of 
an  attitude  toward  the  treatment  of  claims  would  be  sufficient  to  de- 
termine the  votes  throughout  the  whole  country  of  large  numbers  of 
beneficiaries,  actual  or  potential,  and  their  families.  There  would  also 
be  wide  open  opportunity  for  political  favoritism  in  handling  claims 
which  any  political  party  in  power  could  use  with  great  effect  if  it  so 
desired. 

A  large  percentage  of  covered  workers  are  women  (18  million,  or  J+0  percent, 
in  19U) 

In  1944  over  8,000,000  women  were  fully  insured  under  the  old- 
age  and  survivors  insurance  system  and  more  than  half  had  worked 
steadily  in  covered  employment  for  8  years.  Women  are  the  most 
difficult  group  to  insure  against  disability.  Claims  of  disability  for 
types  of  physical  ailments  that  cannot  be  disproved  are  exceedingly 
common,  e.  g.,  nervous  disorders,  rheumatism,  etc.,  etc.  Life  insurance 
companies  found  that  out,  and  except  to  a  negligible  extent  and  under 
very  restrictive  conditions,  women  are  no  longer  offered  disability 
income  insurance. 

There  is  furthermore  the  impossibility  in  many  instances  of  deter- 
mining attachment  to  the  labor  market.    A  woman  may  have  worked 
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for  years  and  when  unemployment  appears,  or  when  she  merely  wants 
to  stop  work  and  take  care  of  her  home,  she  can  quit  her  job,  and  after 
6  months  claim  she  would  like  to  work  but  cannot  because  of  physical 
disability.  She  can  claim  she  is  able  only  to  be  around  the  house 
and  do  nothing  more.  Having  paid  taxes  for  disability  benefits 
she  will  demand  them.  There  would  be  opportunity  for  the  develop- 
ment of  a  serious  racket  in  this  area;  and  organizations  would  spring 
up  to  supply  individuals  with  information  as  to  ways  and  means  of 
making  claims  which  would  probably  be  approved. 

All  of  the  foregoing  problems  are  greatly  intensified  if  the  woman 
is  married. 

Costs 

No  estimates  of  costs  can  forecast  the  probable  drain  on  the  funds 
resulting  from  the  operation  of  the  forces  outlined  above. 

Experience  in  other  countries 

It  is  sometimes  claimed  that  other  countries  have  blazed  the  way 
for  the  successful  inclusion  of  total  disability  in  a  governmental  con- 
tributory social-insurance  program.  This  type  of  coverage  originated 
in  central  Europe.  To  cite  Germany  and  Austria  as  examples  which 
we  should  now  emulate  will  not  carry  conviction  in  the  United  States. 

In  Great  Britain  the  disability  program  has  heretofore  been  operated 
by  the  so-called  "approved  societies"  in  which  the  benefit  claims  of 
workers  were  adjudged  by  their  associates  whose  own  benefit  rights 
would  be  endangered  by  the  improper  approval  of  claims.  The 
Socialist  government  changed  this  plan  in  its  recent  revision  of  the 
British  social-insurance  program,  but  there  has  been  no  experience  to 
indicate  that  the  change  will  be  successful.  Furthermore,  the  benefits 
under  the  program  have  been  so  low,  only  10  to  15  percent  of  wages 
on  the  average,  that  the  incentives  to  abuse  were  very  much  curtailed. 

The  experience  of  Central  and  South  American  countries  cannot 
be  cited  as  examples  we  should  follow.  The  social-insurance  programs 
of  those  countries  are  new  and  have  built  up  no  adequate  experience. 
Many  of  them  were  set  up  by  refugees  from  central  Europe  operating 
through  the  International  Labor  Office  and  simply  duplicate  the 
thinking  of  the  central  European  social-insurance  bureaus. 

Therefore,  there  is  no  valid  experience  to  guide  the  United  States 
in  setting  up  a  contributory  total-disability  program  in  its  social- 
security  system.  The  project  must  be  appraised  by  applying  the 
best  possible  judgment  to  the  particular  situations  existing  in  this 
country. 

Present  proposals  as  an  entering  wedge 

It  is  generally  advocated  by  those  favoring  the  proposed  plan  for 
including  disability  benefits  in  the  old-age  and  survivors  insurance 
system,  that  the  program  be  expanded  as  soon  as  the  initial  experience 
would  appear  to  warrant.  The  proposed  rules  for  eligibility  are  quite 
restrictive  and  the  level  of  benefits  relatively  low  as  compared  with 
old-age  and  survivors  insurance.  It  has  been  the  general  experience 
that  the  smaller  the  benefits  in  relation  to  the  individual's  normal 
earnings,  the  lower  the  rates  of  becoming  disabled.  Therefore,  given 
a  few  years  of  relatively  high  employment,  the  experience  is  likely, 
on  the  surface  at  least,  to  appear  to  contradict  the  critics  and  to 
justify  liberalization  of  the  program  all  along  the  line.   Thus  the  stage 
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would  be  set  for  changes  which  would  bring  about  the  extremely 
serious  consequences  described  above.  The  way  to  avoid  them  is  to 
seek  another,  safer  solution  to  the  problem. 

Total  disability  should  be  provided  for  under  State  assistance  •programs 
with  Federal  grants-in-aid 

In  view  of  the  many  pitfalls  involved  in  Federal  contributory  disa- 
bility insurance,  the  problem  should  be  met  through  the  development 
of  State  assistance  programs  providing  for  Federal  grants-in-aid. 
This  should  be  accomplished  under  a  plan  setting  up  a  new  specific 
category  of  total  disability.  At  the  same  time  it  would  be  wise  to 
provide  for  a  much  more  liberal  means  test  than  is  required  in  other 
types  of  assistance  cases.  Since  wherever  possible  the  emphasis 
should  be  on  restoring  the  worker  to  productive  activity,  it  would  be 
unfortunate  to  have  him  and  his  family  reduced  to  destitution  in  the 
process,  thus  handicapping  him  in  his  efforts  to  again  become  a  useful 
member  of  society. 

The  States  already  have  the  vocational  rehabilitation  agencies  that 
would  be  essential  to  the  proper  functioning  of  the  program.  One  of 
the  undesirable  consequences  of  plans  which  pay  cash  disability 
benefits  as  a  matter  of  right,  is  that  they  tend  in  so  many  instances  to 
cause  the  individual  person  to  resist  the  process  of  rehabilitation. 
When  State  agencies  handle  cases  on  the  basis  of  need,  they  have  much 
greater  authority  in  insisting  upon  rehabilitation. 

The  States  have  agencies  close  to  the  disabled  in  their  homes, 
including  medical  and  case  work  facilities  for  treating  individual  cases. 
They  can  retrain  and  rehabilitate  many  disabled  persons,  find  work 
for  them  and  render  such  financial  assistance  as  befits  each  case. 
Where  institutional  treatment  is  required,  State  and  local  institutions 
already  care  for  many  disabled,  and  this  service  would  be  expanded 
under  the  proposed  program. 

In  such  a  State  plan  the  prime  emphasis  should  be  on  rehabilita- 
tion— medical  and  vocational— rather  than  on  benefits.  Rehabilita- 
tion should  be  undertaken  wherever  there  is  any  indication  that  it 
would  help  the  disabled  person,  and  cash  assistance  should  be  condi- 
tioned on  the  need  for  and  acceptance  of  rehabilitation  measures. 
Disabled  persons  should  be  well  instructed  as  to  the  superior  value 
and  importance  of  rehabilitation,  so  that  they  would  come  to  realize 
that  the  best  service  the  State  could  render  them  would  be  to  restore 
their  capacity  for  self-support,  if  only  in  part.  As  an  incentive  in 
this  direction  there  should  be  assurance  of  work  in  a  protected  labor 
market  (sheltered  workshops)  for  those  whom  rehabilitation  measures 
cannot  fully  reequip  for  a  place  in  the  open  labor  market,  or  while 
they  are  undergoing  reconditioning. 

A  decentralized  system  of  this  kind  would  render  unnecessary  the 
extensive  organization  of  Nation-wide  facilities  under  Federal  control 
to  provide  the  medical,  technical,  and  nursing  staffs  required  to  handle 
total  disability  cases.  The  country  should  stop,  look,  and  listen 
before  setting  up  a  far-flung  Federal  bureaucracy  in  this  area  with  the 
wide  discretionary  latitude  in  paying  benefits  which  a  Federal  program 
would  necessarily  entail. 

It  would  be  much  safer  to  have  the  system  handled  by  State  agencies. 
Since  the  local  taxpayers'  own  money  would  be  used  in  carrying  out  the 
program  there  would  be  an  incentive  to  administer  claims  properly 
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which  would  not  exist  if  the  money  came  from  Washington  and  was 
dispensed  by  Federal  agents.  Benefits  could  not  be  considered  as 
rights  which  had  been  paid  for.  Hence  doubtful  or  fraudulent  claims 
could  be  held  to  a  minimum. 

As  in  all  governmental  programs  there  would,  of  course,  be  the 
possibility  of  political  abuse  in  the  State  systems.  However,  it  would 
probably  be  absent  in  most  States.  Where  it  did  creep  in,  it  would 
not  be  all  in  one  direction  as  it  would  be  under  a  Federal  system  which 
would  present  a  ready-made  instrument  at  hand  for  any  party  which 
might  desire  to  abuse  it.  Under  the  State  systems,  different  States 
would  tend  to  cancel  each  other  out  politically. 

The  State  systems  would  not  function  perfectly  from  the  start.  In 
many  instances  it  would  take  time  for  the  programs  to  be  developed  to 
a  high  state  of  efficiency.  However,  the  presence  of  Federal  grants-in- 
aid  and  the  setting  up  of  standards  would  stimulate  the  process. 
Furthermore,  the  substantial  enlargement  of  benefits  for  the  aged  and 
for  children  proposed  under  the  old-age  and  survivors  insurance 
system,  would  before  long  relieve  the  States  of  some  of  their  financial 
burdens  in  these  areas,  and  thus  release  funds  for  the  total  disability 
program. 

Total  disability  obviously  would  affect  a  worker's  earning  record 
under  the  old-age  and  survivors  insurance  system.  It  should  there- 
fore be  provided  that  the  State  authorities  would  certify  to  the  Social 
Security  Administration  each  quarter  during  which  an  individual  was 
totally  disabled  and  receiving  benefits  or  rehabilitation  under  the 
State  system.  Then  in  computing  the  average  wage  for  old-age  and 
survivors  insurance  purposes,  the  numerator  of  the  fraction  would 
contain  no  wages  for  the  quarters  of  total  disability  and  the  same 
quarters  would  be  eliminated  from  the  denominator. 

CONCLUSION 

The  discussion  of  total  disability  leads  naturally  to  a  consideration 
of  the  proper  role  of  a  Federal  system  of  contributory  social  security 
in  a  vast  country  like  ours.  Among  the  first  tests  to  be  applied  is  the 
degree  of  discretion  involved  in  determining  the  eligibility  for  bene- 
fits. In  old-age  and  survivors  insurance  such  determination  is  largely 
objective,  requiring  but  little  discretionary  decision.  Total  disabil- 
ity on  the  other  hand  involves  a  great  deal  of  subjective  consideration, 
both  on  the  part  of  the  individuals  concerned  and  of  those  who  ad- 
minister claims.  Disability  claims  vary  greatly  as  to  types  and 
circumstances  and  require  widely  differing  methods  of  individual 
treatment. 

Because  of  these  subjective  characteristics,  the  handling  of  total- 
disability  cases  belongs  peculiarly  in  the  realm  of  the  individual 
States  and  not  in  that  of  the  Federal  bureaucracy.  Turning  over  to 
the  Federal  Government  this  area  of  individual  care  would  mean 
further  encroachment  of  Washington  upon  State  authority,  further 
building  up  of  the  Federal  pay-roll  vote  and  of  the  potential  oppor- 
tunity to  exert  Nation-wide  political  influence  in  the  handling  of 
benefit  payments.  The  fact,  as  previously  indicated,  that  the  Fed- 
eral plan  might  be  set  up  originally  with  strict  conditions  as  to  eligi- 
bility and  with  limited  benefits  would  provide  little  if  any  ultimate 
protection.    Once  on  the  statute  books,  continuous  efforts  would  be 
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made  to  liberalize  the  eligibility  rules  and  raise  the  benefit  levels. 
The  country  would  be  well  advised  not  to  start  on  this  seductive 
path  in  the  first  place. 

It  would  be  most  unfortunate  if,  because  of  budgetary  problems, 
the  States  should  be  persuaded  to  reject  a  properly  devised  total- 
disability-assistance  program  involving  Federal  grants-in-aid.  A 
system  of  this  kind  would  lead  to  tremendous  improvement  in  the 
State  systems  which  are  now  attempting  to  handle  disability  cases 
with  but  little  Federal  aid.  It  would  have  the  great  advantage  of 
avoiding  the  serious  and  perhaps  irrevocable  error  of  providing  total- 
disability  benefits  to  individuals  as  a  matter  of  right  under  a  Federal 
contributory  program. 


Appendix  II-C.  Staff  for  Permanent  and  Total  Disability 

Insurance 

Robert  M.  Ball,  staff  director. 
Leona  V.  MacKinnon,  executive  assistant. 
Fedele  F.  Fauri,  professional  assistant. 
Irving  Ladimer,  professional  ssistant. 
Milton  M.  Mayer,  professional  assistant. 
Helen  Livingston,  research  assistant. 

Robert  J.  Myers,  actuarial  consultant  for  the  Social  Security  Admin- 
istration, prepared  the  cost  estimates. 
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INTRODUCTION  AND  SUMMARY 

Public  Assistance  and  Social  Insurance 

In  each  of  its  two  preceding  reports,1  the  Advisory  Council  has 
stated  that  it  believes  the  foundation  of  the  social-security  system 
should  be  the  method  of  contributory  social  insurance  with  benefits 
related  to  prior  earnings  and  awarded  without  a  means  test.  In  its 
first  report  the  Council  recommended  extension  of  the  protection  of 
the  old-age  and  survivors  insurance  system  to  virtually  all  persons 
who  work,  a  substantial  increase  in  benefits,  and  considerable  liberal- 
ization of  eligibility  requirements  for  older  workers.  In  its  second 
report  the  Council  recommended  expansion  of  the  Federal  system  of 
old-age  and  survivors  insurance  to  include  protection  against  loss  of 
income  arising  from  permanent  and  total  disability. 

The  adoption  of  the  recommendations  in  the  Council's  first  two 
reports  would,  in  the  long  run,  greatly  reduce  the  need  for  public 
assistance.  Employed  and  self-employed  persons  would  earn  pro- 
tection for  themselves  and  their  families  while  working,  and — -in  the 
event  of  old  age,  permanent  and  total  disability,  or  death — they  or 
their  families  would  receive  insurance  benefits.  Assistance  payments, 
however,  still  would  be  necessary  for  those  who  had  unusual  needs, 
or  for  those  who  were  in  need  for  reasons  not  covered  by  the  insurance 
program,  or  for  the  few  who  for  one  reason  or  another  were  unable  to 
earn  insurance  rights  through  work.  Even  in  the  long  run  there 
would  be  from  5  to  15  percent  of  the  men  over  65  years  of  age  who 
would  not  be  able  to  meet  the  eligibility  requirements  for  retirement 
benefits.  About  half  the  women  over  65  would  not  have  retirement 
protection  based  on  their  own  earnings,  but  most  of  them  would  have 
protection  based  on  their  husband's  wage  records.  Assistance  would 
continue  to  be  necessary  for  children  in  need  because  of  desertion  by 
their  father,  for  persons  who  become  disabled  before  they  have  an 
opportunity  to  earn  insurance  rights,  and  for  persons  who  had  ex- 
hausted their  rights  under  unemployment  insurance  or  who  were 
unprotected  by  that  program.  Finally,  since  the  amount  of  insurance 
benefits  must  be  geared  to  the  more  or  less  average  case,  some  persons 
in  unusual  circumstances  would  need  assistance  to  supplement  their 
insurance  benefits. 

During  the  next  decade  or  two  there  will  be  a  much  greater  need  for 
assistance  than  this  continued  long-run  need  for  supplementing  and 
filling  in  the  gaps  of  the  insurance  program.  In  the  immediate 
future  large  numbers  of  aged  persons,  children,  and  disabled  persons 
will  be  forced  to  rely  on  assistance  because  old-age  and  survivors 

1  See  pp.  1-68  for  report  on  old-age  and  survivors  insurance  and  pp.  69-93  for  report  on  permanent  and  total 
disability  insurance. 
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insurance  has  failed  to  cover  all  occupations  from  the  beginning  of 
the  program  and  because  it  is  unable  to  cover  those  who  are  already 
retired  or  disabled,  or  the  survivors  of  those  who  have  already  died 
when  the  expanded  system  first  becomes  effective.  By  1955  there 
will  still  be  an  estimated  33  to  44  percent  of  the  male  population  65 
years  of  age  and  over  who  will  not  be  eligible  for  retirement  benefits 
even  though  coverage  is  broadly  extended,  and  only  10  to  13  percent 
of  the  women  65  years  of  age  and  over  will  have  retirement  rights 
based  on  their  own  employment.  Even  by  1960  there  will  be  19  to 
31  percent  of  the  men  and  83  to  87  percent  of  the  women  in  this 
age  group  without  fully  insured  status  (appendix  III-A,  table  1). 
Furthermore,  under  the  Council's  recommendations  only  persons  with 
at  least  10  years  of  coverage  and  a  continuing  attachment  to  the  labor 
market  would  be  eligible  for  permanent-and-total-disability  benefits. 
A  relatively  small  proportion  of  workers  therefore  would  have  such 
protection  in  the  immediate  future. 

In  its  recommendations  on  public  assistance,  the  Council  has  had 
in  mind  both  the  function  of  that  program  as  a  large-scale  transitional 
system  during  the  relatively  short  period  which  will  elapse  before  the 
comprehensive  social-insurance  system  becomes  fully  effective  and  the 
function  of  public  assistance  in  a  mature  social-security  system  as  a 
means  of  supplementing  the  basic  insurance  benefits  and  filling  in  the 
gaps  in  insurance  protection.  Assistance  is  the  program  which  takes 
final  responsibility  for  meeting  need  when  all  methods  of  preventing 
dependency  have  failed. 

In  the  Council's  opinion,  public  assistance  should  continue  to  be 
administered  on  the  basis  of  a  strict  needs  test  with  all  income  being 
taken  into  account  in  deterniining  both  eligibility  and  the  amount  of 
the  payment.  A  relaxation  of  the  needs  test  in  assistance  would 
result  either  in  more  funds  being  expended  for  assistance  than  would 
otherwise  be  necessary  or,  if  additional  funds  were  not  made  available, 
the  increasing  number  of  eligible  persons  would  necessarily  force  down 
the  level  of  payments  for  those  who  need  help  most. 

The  development  of  the  proper  relationship  between  social  insur- 
ance and  public  assistance  is  a  matter  of  major  concern  to  the  Council. 
We  believe  that  it  is  of  great  importance  that  the  social-insurance 
system  be  strengthened  at  the  earliest  opportunity  through  extension 
of  coverage,  increases  in  benefit  amount,  and  liberalization  in  eligibility 
requirements  so  that  insurance  becomes  the  recognized  basic  method 
for  dealing  with  income  loss.  As  stated  in  our  report  on  old-age  and 
survivors  insurance,  p.  1: 

Differential  benefits  based  on  a  work  record  are  a  reward  for  productive  effort 
and  are  consistent  with  general  economic  incentives,  while  the  knowledge  that 
benefits  will  be  paid — irrespective  of  whether  the  individual  is  in  need — supports 
and  stimulates  his  drive  to  add  his  personal  savings  to  the  basic  security  he  has 
acquired  through  the  insurance  system.  Under  such  a  social-insurance  system, 
the  individual  earns  a  right  to  a  benefit  that  i3  related  to  his  contribution  to 
production.  This  earned  right  is  his  best  guaranty  that  he  will  receive  the  benefits 
promised  and  that  they  will  not  be  conditioned  on  his  accepting  either  scrutiny 
of  his  personal  affairs  or  restrictions  from  which  others  are  free. 

Public  assistance  payments  from  general  tax  funds  to  persons  who  are  found  to 
be  in  need  have  serious  limitations  as  a  way  of  maintaining  family  income.  Our 
goal  is,  so  far  as  possible,  to  prevent  dependency  through  social  insurance  and 
thus  greatly  reduce  the  need  for  assistance. 


PUBLIC  ASSISTANCE 


97 


If  social-insurance  payments  are  allowed  to  be  lower  on  the  average 
than  assistance  payments,  public  support  of  the  insurance  principle 
will  be  undermined.  People  expect  benefits  under  a  contributory 
program  to  be  at  least  as  high  as  grants  made  from  general  taxation 
as  a  consequence  of  need.  At  the  beginning  of  1941  this  was  the  case. 
The  national  average  for  retirement  benefits  under  the  insurance 
program  was  slightly  higher  than  the  national  average  for  assistance — 
$22.60  as  compared  with  $20.49.  Since  that  time,  however,  the  level 
of  assistance  payments  has  increased  considerably  as  prices  have 
increased  and  the  Federal  Government  has  twice  increased  its  amount 
of  participation  in  the  assistance  program,  once  in  1946  and  again  in 
1948.  No  comparable  increase  has  been  made  in  the  level  of  payments 
uQder  the  old-age  and  survivors  insurance  program.  At  the  beginning 
of  1945,  even  before  the  Federal  Government  had  increased  its  rate 
of  participation  in  assistance,  the  national  average  for  old-age  assist- 
ance had  risen  to  $28.52,  while  the  average  for  retirement  benefits 
was  $23.73.  According  to  the  latest  available  figures  (June  1948),  the 
assistance  average  has  risen  to  $38.18  as  compared  with  $25.13  for 
insurance.  In  October  of  1948  under  Public  Law  642  (80th  Cong., 
2d  sess.),  the  amount  in  old-age  assistance  can  be  increased  to  about 
$43  for  the  number  of  recipients  now  on  the  old-age-assistance  rolls 
without  additional  cost  to  the  States  and  local  units  of  government. 
The  following  table  shows  the  progressive  disparity  in  amounts  paid 
under  the  two  programs: 3 


Table  A. — Comparison  of  average  payments  under  old-age  assistance  and  for 
retired  workers  under  old-age  and  survivors  insurance 


Old-age 
assistance 

Retired 
worker 
under  old- 
age  and 
survivors 
insurance 

January  1941    

$20. 49 
28.52 
38. 18 

$22.60 
23.73 
25. 13 

January  1945   

June  1948    

In  October  of  1948  the  old-age  assistance  average  will  again  increase 
substantially  because  of  changes  in  the  Federal  law,  while  the  old-age 
and  survivors  insurance  average  will  be  only  a  few  cents  more. 

The  fact  that  these  changes  in  the  public  assistance  program  have 
preceded  changes  in  social-insurance  coverage  and  benefits  is  in  our 
opinion  a  matter  of  serious  concern.  Unless  the  insurance  system  is 
expanded  and  improved  so  that  it  in  fact  offers  a  basic  security  to 
retired  persons  and  to  survivors,  there  will  be  continual  and  nearly 
irresistible  pressure  for  putting  more  and  more  Federal  funds  into 
the  less  constructive  assistance  programs. 

2  If  it  were  possible  to  compare  the  national  averages  for  aged  couples  under  the  two  programs,  the  dis- 
parity would  undoubtedly  be  greater  than  that  shown  above.  Aged  couples  under  insurance  are  entitled 
to  only  half  again  as  much  as  the  single  retired  worker  with  the  same  wage  record,  while  the  aged  couple 
under  assistance  may  receive  up  to  twice  as  much  as  the  single  person  and  on  the  average  do  receive  much 
more  than  half  again  as  much.  The  averages  shown  above  for  assistance  include  those  cases  in  which  both 
a  husband  and  wife  are  receiving  payments,  while  the  averages  for  old-age  and  survivors  insurance  include 
only  the  retired  worker.  If  the  wife's  benefits  under  old-age  and  survivors  insurance  were  averaged  in,  the 
figure  for  June  1948  would  be  $21.98  per  individual  as  compared  with  $25.13  for  retired  workers. 
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The  Nature  of  the  Program 

Responsibility  for  public  assistance  in  the  United  States  is  now 
shared  by  the  local,  State,  and  Federal  Governments.  Until  1936 
this  reponsibility  was  entirely  local  and  State,  except  for  the  emergency 
programs  during  the  early  thirties.  Earlier  still,  the  responsibility  for 
relief  was  entirely  local.  Even  now  all  expenditures  for  general 
assistance  come  from  local  funds  in  15  States;  half  or  more  than  half  of 
the  funds  for  general  assistance  come  from  the  State  in  only  18  States; 
and  in  only  4  States  are  all  expenditures  for  general  assistance  financed 
by  the  State  (appendix  III-A,  table  14). 

With  the  passage  of  the  Social  Security  Act,  the  Federal  Govern- 
ment assumed  substantial  responsibility  on  a  continuing  basis  for 
public  assistance  to  the  aged,  to  the  blind,  and  to  dependent  children. 
Within  these  areas  the  Federal  Government  has  supplied  large  sums, 
at  first  on  a  50-50  matching  basis  within  maximums  of  $30  for  old-age 
assistance  and  aid  to  the  blind,  while  the  basis  was  $1  for  each  $2  for 
aid  to  dependent  children  within  maximums  of  $18  for  the  first  child 
and  $12  for  each  additional  child  aided  in  the  family.  In  1939  the 
Federal  maximums  for  old-age  assistance  and  aid  to  the  blind  were 
increased  to  $40  and  Federal  matching  for  aid  to  dependent  children 
was  established  on  a  50-50  basis.  Since  October  1,  1946,  Federal 
funds  have  been  paid  under  a  matching  formula  which  established 
the  Federal  share  of  assistance  payments  at  two-thirds  of  the  first  $15 
of  the  average  monthly  payment  per  recipient,  plus  one-half  the 
remainder  within  maximums  of  $45  for  old-age  assistance  and  aid  to 
the  blind;  in  aid  to  dependent  children  the  Federal  share  has  been 
two-thirds  of  the  first  $9  of  the  average  payment  per  child  plus  one- 
half  of  the  remainder  within  maximums  of  $24  for  the  first  child  and 
$15  for  each  additional  child  aided. 

In  October  1948  the  Fedeial  participation  in  the  three  State-Federal 
programs  will  increase  again  under  Public  Law  642.  The  Federal 
Government  will  provide  three-fourths  of  the  first  $20  of  the  average 
monthly  payment  plus  one-half  of  the  remainder  within  maximums  of 
$50  for  old-age  assistance  and  aid  to  the  blind;  the  Federal  share  for 
aid  to  dependent  children  will  be  three-fourths  of  the  first  $12  of  the 
average  payment  per  child  plus  one-half  the  remainder  within  the 
maximums  of  $27  for  the  first  child  and  $18  for  each  additional  child. 
Except  for  the  emergency  programs  in  the  early  thirties,  no  Federal 
funds  have  been  made  available  for  general  assistance. 

The  Federal  Government  has  not  assumed  responsibility  for  the 
operation  of  the  three  public-assistance  programs  for  which  Federal 
aid  is  provided.  Aside  from  sharing  in  the  costs  of  assistance  and  ad- 
ministration, the  role  of  the  Federal  Government  has  been  limited  to 
that  of  setting  minimum  standards  and  providing  technical  advice 
and  consultation  on  problems  of  administration. 

Because  public  assistance  is  essentially  a  State  responsibility,  con- 
siderable variation  in  operating  policies  and  in  eligibility  requirements, 
including  definitions  of  need,  appears  among  the  States.  The  wide 
range  in  the  proportion  of  persons  receiving  assistance  in  the  several 
States  and  the  range  in  the  amount  of  the  average  payment  not  only 
indicate  State  differences  in  the  need  to  be  met  and  ability  to  meet  that 
need,  but  also  reflect  wide  State  diversity  in  standards  and  policies. 
The  proportion  of  the  population  aged  65  or  over  who  were  in  receipt 
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of  old-age  assistance  in  December  1947  ranged  from  a  high  of  581  per 
1,000  in  Oklahoma,  and  more  than  400  per  1,000  in  Colorado,  Georgia, 
and  Texas,  to  a  low  of  less  than  100  per  1,000  in  Delaware,  the  District 
of  Columbia,  Maryland,  New  Jersey,  New  York,  and  Virginia  (ap- 
pendix III-A,  chart  3).  The  average  payment  per  recipient  for 
old-age  assistance  ranged  from  $84.72  a  month  in  Colorado  and  $57.10 
in  California  to  $16.90  in  Georgia  and  $15.87  in  Mississippi  (appendix 
III-A,  chart  2) .  Similar  variation  occurs  in  the  other  programs.  The 
Council  does  not  regard  an  investigation  of  the  policy  decisions  by  the 
several  States  in  connection  with  public  assistance  as  part  of  its 
mandate.  Nevertheless,  the  very  wide  variation  among  the  States 
suggests  that  Congress  might  want  to  inform  itself  further  concerning 
the  effect  of  Federal  grants-in-aid  upon  the  policy  decisions  of  the 
several  States.  A  special  investigation  of  this  matter  is  worthy  of 
consideration. 

Wide  differences  are  also  apparent  in  the  extent  to  which  expendi- 
tures and  case  loads  of  the  various  public  assistance  programs  have 
been  affected  by  general  economic  conditions.  The  rise  in  employ- 
ment brought  about  by  the  war  and  postwar  boom  was  sharply  re- 
flected in  rapidly  declining  expenditures  for  general  assistance.  Ex- 
penditures by  the  States  and  localities  for  the  general  assistance 
program  dropped  from  $493,900,000  in  1940  to  $104,800,000  in  1945 
and  rose  to  $168,200,000  in  1947.  (See  appendix  III-A,  table  13,  for 
case  loads  and  expenditures,  1936-47.)  Although  expenditures  for  aid 
to  dependent  children  increased  from  $128,300,000  in  1940  to  $151,- 
400,000  in  1945  and  $275,600,000  in  1947,  a  relationship  between  this 
program  and  business  conditions  is  reflected  in  the  changes  in  the 
number  of  families  on  the  rolls.  At  the  end  of  the  1940  fiscal  year, 
333,000  families  were  receiving  aid  as  compared  with  255,600  at  the 
end  of  the  1945  fiscal  year.  The  1947  case  load,  however,  exceeded 
the  1945  figure  partly,  no  doubt,  because  the  rise  in  the  number  of 
broken  homes,  in  the  birth  rate,  and  in  the  cost  of  living  made  it 
necessary  for  families  to  seek  aid  to  supplement  income  from  other 
sources.  (See  appendix  III-A,  table  12.)  Changes  in  the  number  of 
recipients  of  old-age  assistance  and  aid  to  the  blind  have  not  reflected 
general  economic  conditions  to  the  same  extent  as  general  assistance 
or  aid  to  dependent  children.  Although  the  number  of  recipients  on 
old-age  assistance  did  decline  somewhat  in  1943,  1944,  and  1945,  the 
1945  figure  was  somewhat  more  than  2,000,000  as  compared  with 
somewhat  less  than  2,000,000  in  1940.  By  June  of  1947  there  were 
2.3  million  persons  on  the  old-age  assistance  rolls,  the  same  number  as 
were  on  the  rolls  in  March  1948,  the  last  date  for  which  figures  are 
available.  Expenditures  for  old-age  assistance  and  aid  to  the  blind 
rose  continually  throughout  this  period  since  the  level  of  assistance 
payments  increased  enough  to  offset  the  declining  number  of  recipients 
in  those  years  when  the  number  did  decline.  (See  appendix  III-A, 
tables  10  and  11.) 

The  varying  effect  of  general  economic  conditions  on  the  different 
programs  reflects  the  fact  that  general  assistance  and,  to  a  less  extent, 
aid  to  dependent  children  are  available  to  persons  who  are  employable 
in  times  of  good  business  conditions.  On  the  other  hand,  old-age 
assistance  and  aid  to  the  blind  are  limited  for  the  most  part  to  per- 
sons unable  to  work  regardless  of  economic  conditions.  A  study  con- 
ducted in  1944  in  21  States  indicated  that  only  about  20  percent  of 


100 


RECOMMENDATIONS  FOR  SOCIAL  SECURITY 


the  old-age  assistance  recipients  were  under  age  70  and  about  45  per- 
cent were  age  75  or  over.  To  some  extent,  the  differences  in  expendi- 
tures and  case  loads  of  the  various  programs  may  also  reflect  the 
absence  of  Federal  participation  in  general  assistance  and  the  lower 
rate  of  Federal  participation  in  aid  to  dependent  children.  States 
and  localities  have  not  been  encouraged  to  put  money  into  these 
programs  to  the  same  extent  as  in  old-age  assistance  and  aid  to  the 
blind. 

Several  other  factors  should  be  taken  into  account  in  seeking  an 
explanation  of  the  differences  in  expenditures  from  one  year  to  the 
next  and  among  the  various  programs.  These  factors  include  (1)  the 
increase  in  the  number  of  aged  persons  in  the  population  from  about 
9  million  in  1940  to  about  10.8  million  in  1947,  (2)  the  long  waiting 
lists  of  eligible  applicants  during  the  early  years  of  the  State-Federal 
programs,  a  fact  which  indicates  that  the  number  of  recipients  was 
lower  in  the  early  years  because  funds  were  not  available  to  meet 
existing  need  (witness  the  260,000  applications  for  old-age  assistance 
pending  in  January  1940  as  compared  with  42,000  in  January  1945), 
and  (3)  the  increase  in  expenditures  for  assistance  resulting  from  rising 
prices. 

Major  Defects  in  the  System  of  Federal  Grants-in-Aid  for 
Public  Assistance 

The  Council  believes  that  the  basic  features  of  the  present  arrange- 
ments are  sound.  In  particular,  it  believes  that  the  diversity  of  con- 
ditions and  traditions  among  the  States  makes  it  desirable  that  the 
States  retain  wide  discretion  in  determining  needs,  eligibility,  and 
administrative  policies.  The  Council  feels,  however,  that  the  present 
system  of  Federal  grants-in-aid  for  public  assistance  has  many  gaps 
and  inequities.  Federal  participation  in  aid  to  dependent  children 
is  far  less  adequate  than  in  old-age  assistance  and  aid  to  the  blind. 
Needy  persons  who  require  medical  attention  cannot  receive  adequate 
medical  services  within  the  limits  of  the  ceilings  on  Federal  matching. 
Moreover,  many  persons  who  do  not  fall  within  the  categories  of  the 
aged,  the  blind,  or  dependent  children  may  be  in  dire  need  of  public 
assistance.  As  now  constituted,  the  Social  Security  Act  ignores  the 
needs  of  this  group.  In  point  of  fact,  the  act  has  led  some  States  to 
apply  virtually  all  the  State  and  local  funds  available  for  public 
assistance  to  the  specific  programs  for  which  Federal  reimbursement 
is  available,  leaving  little  or  no  money  for  so-called  general  assistance. 
State  funds  are  thus  concentrated  on  programs  which  have  Federal 
grants-in-aid. 

There  is  an  immediate  and  imperative  need  to  redress  this  imbalance 
by  ehminating  the  existing  gaps  and  correcting  the  inequities  in  the 
public  assistance  titles  of  the  Social  Security  Act.  More  extensive 
Federal  participation  in  such  programs  has  been  recommended  because 
of  the  conviction  that  readjustments  are  urgently  needed  and  cannot 
otherwise  be  achieved  as  expeditiously.  The  Council  believes,  how- 
ever, that  the  total  amount  of  Federal  expenditure  for  assistance 
should  decline  as  the  insurance  program  becomes  more  fully  operative. 

In  making  recommendations  to  improve  the  present  Federal  policy 
in  assistance,  the  Council  has  been  guided  by  the  following  major 
considerations: 
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1.  The  public-assistance  program  should  not  interfere  with  the 
growth  and  improvement  of  the  insurance  program. 

2.  The  Federal  Government's  participation  in  public  assistance 
should  be  designed  to  encourage  the  best  possible  administration  by 
the  States  and  localities  and  promote  adequate  support  of  the  needy 
by  the  States  and  the  localities. 

3.  The  Federal  Government  should  continue  its  present  practice  of 
setting  only  minimum  standards  relating  to  conditions  of  eligibility 
and  administration  but,  beyond  the  minimum,  it  should  leave  to  the 
States  wide  discretion  both  in  determining  policies  and  in  setting 
standards  of  need. 

Summary  of  Recommendations 

1.  Increased  payments  for  aid  to  dependent  children. — The  Federal 
Government's  responsibility  for  aid  to  dependent  children  should  be 
made  comparable  to  the  responsibility  it  has  assumed  for  old-age 
assistance  and  aid  to  the  blind.  In  determining  the  extent  of  Federal 
financial  participation,  the  needs  of  adult  members  of  the  family  as 
well  as  of  the  children  should  be  taken  into  consideration.  Federal 
funds  should  equal  three-fourths  of  the  first  $20  of  the  average  monthly 
payment  per  recipient  (including  children  and  adults)  plus  one-  half 
the  remainder,  except  that  such  participation  should  not  apply  to  that 
part  of  payments  to  recipients  in  excess  of  $50  for  each  of  two  eligible 
persons  in  a  family  and  $15  for  each  additional  person  beyond  the 
second. 

2.  Federal  grants  for  general  assistance. — Federal  grants-in-aid 
should  be  made  available  to  the  States  for  general  assistance  pay- 
ments to  needy  persons  not  now  eligible  for  assistance  under  the  exist- 
ing State-Federal  public  assistance  programs.  Federal  financial  par- 
ticipation should  equal  one-third  of  the  expenditures  for  general  assist- 
ance payments,  except  that  such  participation  should  not  apply  to 
that  part  of  monthly  payments  to  recipients  in  excess  of  $30  for  each 
of  two  eligible  persons  in  a  family  and  $15  for  each  additional  person 
beyond  the  second.  In  addition,  the  Federal  Government  should 
match  administrative  expenses  incurred  by  the  States  for  general 
assistance  on  a  50-50  basis,  in  the  same  manner  that  it  now  shares  in 
administrative  expenses  for  the  existing  State-Federal  public  assist- 
ance programs.  The  proposed  grants-in-aid  for  general  assistance, 
however,  should  not  be  considered  as  a  substitute  for  a  program  de- 
signed to  deal  with  large-scale  unemployment. 

3.  Medical  care  for  recipients. — To  help  meet  the  medical  needs  of 
recipients  of  old-age  assistance,  aid  to  the  blind,  and  aid  to  dependent 
children,  the  Federal  Government  should  participate  in  payments 
made  directly  to  agencies  and  individuals  providing  medical  care,  as 
well  as  in  money  payments  to  recipients  as  at  present.  The  Federal 
Government  should  pay  one-half  the  medical-care  costs  incurred  by 
the  States  above  the  regular  maximums  of  $50  a  month  for  a  recip- 
ient ($15  for  the  third  and  succeeding  persons  in  a  family  receiving 
aid  to  dependent  children)  but  should  not  participate  in  the  medical 
costs  above  the  regular  maximums  which  exceed  a  monthly  average 
of  $6  per  person  receiving  old-age  assistance  or  aid  to  the  blind  and 
a  monthly  average  of  $3  per  person  receiving  aid  to  dependent  children. 

State  public-assistance  agencies  should  be  required  to  submit  plans 
to  the  Social  Security  Administration  for  its  approval,  setting  forth 
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the  conditions  under  which  medical  needs  will  be  met,  the  scope  and 
standards  of  care,  the  methods  of  payment,  and  the  amount  of  com- 
pensation for  such  care. 

4.  Care  of  the  aged  in  medical  institutions. — The  Federal  Government 
should  participate  in  payments  made  to  or  for  the  care  of  old-age- 
assistance  recipients  living  in  public  medical  institutions  other  than 
mental  hospitals.  Payments  in  excess  of  the  regular  $50  maximum 
made  to  recipients  living  in  public  or  private  institutions  or  made  by 
the  public-assistance  agency  directly  to  those  institutions  for  the  care 
of  aged  recipients  should  be  included  as  a  part  of  medical-care  expendi- 
tures under  recommendation  3.  To  receive  Federal  funds  to  assist 
aged  persons  in  medical  institutions  under  either  public  or  private 
auspices,  a  State  should  be  required  to  establish  and  maintain  adequate 
minimum  standards  for  the  facilities  and  for  the  care  of  persons  living 
in  these  facilities.  These  standards  should  be  subject  to  approval  by 
the  Social  Security  Administration. 

5.  Residence  requirements. — Federal  funds  should  not  be  available 
for  any  public-assistance  program  in  which  the  State  imposes  residence 
requirements  as  a  condition  of  eligibility  for  assistance,  except  that 
States  should  be  allowed  to  impose  a  1-year  residence  requirement  for 
old-age  assistance. 

6.  Study  of  child  health  and  welfare  services. — A  commission  should 
be  appointed  to  study  current  child  healtb  and  welfare  needs  and  to 
review  the  programs  operating  under  title  V  of  the  Social  Security  Act 
relating  to  maternal  and  child  health  services,  services  for  crippled 
children,  and  child  welfare  services.  The  commission  should  make 
recommendations  as  to  the  proper  scope  of  these  services  and  the 
responsibilities  that  should  be  assumed  by  the  Federal  and  State 
governments,  respectively. 

The  Cost  of  the  Council's  Recommendations 

Assuming  the  continuation  of  current  conditions,  it  is  estimated  that 
the  annual  cost  to  the  Federal  Government  of  all  the  public-assistance 
recommendations  of  the  Council  will  range  between  about  $270,000,000 
and  $340,000,000.  If  the  Council's  recommendations  for  social 
insurance  become  effective,  the  cost  of  assistance  to  the  Federal 
Government  should  gradually  decline  as  insurance  benefits  eliminate 
or  reduce  the  need  for  assistance  among  more  and  more  persons 
affected  by  old  age,  loss  of  parental  support,  or  permanent  and  total 
disability. 

These  estimates  are  subject  to  a  considerable  margin  of  error  since 
many  unpredictable  factors  will  influence  the  Federal  cost  of  these 
recommendations.  As  public  assistance  is  a  matching  program,  that 
cost  is  determined  by  the  extent  to  which  the  States  take  advantage  of 
the  offer  of  Federal  funds  as  well  as  by  the  extent  of  the  actual  need 
to  be  met.  The  availability  of  State  revenues  to  finance  a  share  of 
public  assistance,  the  competing  demands  of  other  governmental 
functions,  and  State  and  local  policies  in  determining  need  and  granting 
aid  are  all  important  factors  in  determining  costs. 

These  estimates  are  based  on  recent  case  loads  which  may  prove 
unreliable  guides  for  the  future.  Changes  in  social  and  economic 
conditions  would  have  a  substantial  effect  on  the  need  for  assistance 
and  thus  on  future  case  loads.  The  error  which  can  arise  from  this 
factor  is  limited,  however,  by  the  fact  that  the  recommendations  in 
this  report  are  not  intended  to  meet  the  problem  of  mass  unemploy- 
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ment  in  the  event  of  a  severe  or  even  moderately  severe  depression. 
In  its  report  to  be  submitted  on  unemployment  insurance,  the  Council 
plans  to  consider  the  problem  of  the  responsibility  of  the  Federal 
Government  for  the  income  maintenance  of  workers  in  time  of  business 
depression.  (Note:  The  Council  was  not  able  to  carry  out  this  plan. 
See  pp.  178-180).  Yet,  even  though  the  recommendations  in  this  re- 
port pertain  to  the  needs  that  arise  in  times  when  employment  is  good, 
these  needs  aie  nevertheless  greatly  influenced  by  changes  in  price 
levels  and  by  even  relatively  minor  changes  in  levels  of  employment 
and  unemployment.  Changes  in  other  social  provisions  to  meet  or 
prevent  need,  such  as  social  insurance,  dependents'  allowances  for 
servicemen,  veterans'  benefits,  and  health  programs,  may  also  have  a 
significant  effect  on  the  extent  to  which  the  assistance  programs  will 
be  called  on  to  aid  needy  persons. 

The  extent  of  need  for  general  assistance  and  for  medical  care  (in- 
cluding care  of  the  aged  in  public  medical  institutions)  will  not  be 
completely  clear  until  Federal  funds  become  available  for  these  types 
of  aid.  Present  case  loads  in  general  assistance  and  present  expendi- 
tures for  medical  care  reflect  more  nearly  what  States  and  localities 
are  able  and  willing  to  spend  than  the  actual  need  for  these  services. 
As  long  as  the  means  to  meet  need  are  lacking,  much  need  remains 
hidden.    Few  people  apply  for  help  that  they  know  they  cannot  get. 

Because  of  the  uncertainty  of  the  effect  of  many  of  these  factors, 
the  estimates  have  been  stated  as  a  range.  Separate  estimates  have 
been  given  for  each  recommendation. 

Financing  the  Public  Assistance  Programs 

The  Council  believes  that,  as  provided  in  Public  Law  642,  the  Fed- 
eral Government  should,  for  the  near  future,  meet  three-fourths  of 
the  first  $20  of  the  average  monthly  payment  per  recipient  and  half 
the  remainder  within  given  maximums  for  old-age  assistance  and  aid 
to  the  blind,  and  that  Federal  participation  in  aid  to  dependent  chil- 
dren should  be  made  comparable.  The  Council  believes  that  the 
maximums  up  to  which  the  Federal  Government  makes  grants  should 
be  uniform  for  these  three  programs.  As  the  burden  on  the  States  is 
reduced  through  the  expansion  and  liberalization  of  the  Federal  insur- 
ance program,  the  rate  as  well  as  the  total  amount  of  Federal  partici- 
pation in  these  assistance  programs  should  be  reduced.  For  general 
assistance,  the  Council  recommends  a  much  lower  rate  of  participa- 
tion by  the  Federal  Government  than  for  the  other  parts  of  the 
assistance  program. 

The  Council  believes  that,  in  general,  the  present  method  of  par- 
ticipation by  the  Federal  Government  in  the  existing  State-Federal 
programs  is  well  adapted  to  a  public-assistance  program  which  leaves 
the  States  wide  discretion  in  determining  eligibility  for  assistance  and 
in  making  administrative  policies.  Under  such  a  program,  the  Coun- 
cil believes  that  it  is  wise  to  have  the  Federal  Government  and  the 
States  share  equally  in  the  costs  above  some  low  figure  such  as  $20 
a  month  per  recipient.  In  some  of  the  proposals  which  the  Council 
has  examined,  such  as  those  for  relating  the  rate  of  Federal  participa- 
tion to  the  per  capita  income  in  the  State,  the  amount  of  State  finan- 
cial interest  would  not  seem  sufficient  in  the  lowest-income  States  to 
guarantee  prudent  consideration  of  the  level  of  payments.3  Under 


«  See  Annual  Rerort  of  the  Federal  Security  Agencv,  Section  One,  Social  Security  Administration,  19i7,  pp. 
109-110,  for  discussion  of  typical  plan. 
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one  per  capita  income  plan  studied,  several  States  would  be  able  to  get 
three  Federal  dollars  for  each  State  and  local  dollar  even  if  they  made 
average  assistance  payments  well  above  the  national  average.  Low- 
income  States  could,  for  example,  make  average  payments  of  nearly 
the  Federal  maximum  of  $50  for  old-age  assistance  and  the  Federal 
Government  would  still  pay  three-fourths  of  the  total  cost. 

The  present  method,  as  well  as  those  which  would  vary  the  rate  of 
Federal  participation  in  accordance  with  per  capita  income,  provides 
Federal  funds  which  represent  a  larger  proportion  of  the  costs  of  assist- 
ance in  most  low-income  States  than  in  the  high.  Because  the  average 
assistance  payment  in  low-income  States  is  usually  low,  Federal  par- 
ticipation at  the  rate  of  three-fourths  of  the  first  $20  of  average  pay- 
ments will  mean  that  the  Federal  Government  will  bear  nearly  three- 
fourths  of  the  total  expenditures  for  assistance  payments  in  most  of 
the  lowest-income  States.  For  example,  in  the  calendar  year  1947, 
when  the  rate  of  Federal  participation  was  two-thirds  of  the  first  $15 
in  old-age  assistance  and  aid  to  the  blind  and  two-thirds  of  the  first 
$9  in  aid  to'dependent  children,  the  Federal  Government  paid  only 
52.7  percent  of  all  costs  of  old-age  assistance  in  the  United  States,  50.6 
percent  of  the  total  costs  of  approved  plans  for  aid  to  the  blind, 
and  39.4  percent  of  the  total  costs  for  aid  to  dependent  children. 
In  the  five  States  with  the  lowest  per  capita  income,  however,  Federal 
participation  in  old-age  assistance  ranged  from  62.5  to  64.7  percent 
of  total  costs;  in  aid  to  the  blind  the  Federal  share  ranged  from  60.5 
to  63.6  percent;  and  in  aid  to  dependent  children  from  60.5  to  65.8 
percent. 

Federal,  State,  and  Local  Responsibility 

Although  it  is  beyond  the  scope  of  the  present  study  to  analyze  the 
policy  which  should  govern  the  over-all  financing  of  public  services 
in  the  United  States  and  the  relationship  of  the  Federal  Government 
to  the  States  and  localities,  the  Council  wishes  to  express  its  belief 
that  the  only  sound  long-run  method  of  preserving  a  workable  State- 
Federal  system  lies  in  the  readjustment  of  State-Federal  tax  and  fiscal 
relationships.  The  principles  of  citizen-participation  in  Government 
and  maximum  State  and  local  responsibility  will  be  promoted  if  States 
and  localities  are  better  able  and  more  willing  than  at  present  to  raise 
the  funds  necessary  to  finance  their  own  activities.  Two  world  wars 
and  a  major  depression  have  introduced  a,  degree  of  central  fiscal 
authority  and  an  aggregate  tax  burden  undreamed  of  50  years  ago. 
Indeed,  within  the  last  few  years  the  demands  upon  the  Federal 
Government  have  increased  much  faster  than  anyone  would  have 
anticipated.  Several  years  ago  forecasts  of  the  postwar  Federal 
budget  usually  ran  in  the  neighborhood  of  $15,000,000,000  to  $25,- 
000,000,000  a  year.  For  example,  the  Committee  for  Economic  De- 
velopment in  a  study  of  the  tax  problem  assumed  that  the  budget  of 
the  Federal  Government  would  be  about  $18,000,000,000  in  dollars  of 
1943  purchasing  power  or  about  $23,000,000,000  in  dollars  of  1947 
purchasing  power.  The  budget  is  now  more  than  $40,000,000,000 
and  is  likely  to  remain  at  that  level.  Because  of  these  developments 
and  because  of  the  ever-increasing  public  demand  for  services  from  all 
units  of  government,  means  must  be  found  to  make  sure  that  State 
and  local  governments  have  revenues  adequate  to  finance  the  func- 
tions which  they  can  best  perform.    These  broad  problems  of  inter- 
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governmental  relationships  need  the  most  careful  study  so  that  financial 
self-sufficiency  and  harmonious  fiscal  policy  among  the  various  gov- 
ernmental units  may  be  promoted  to  the  greatest  extent  possible. 

Under  the  best  possible  division  of  fiscal  responsibility,  however, 
there  will  remain  wide  differences  in  the  available  tax  and  revenue 
resources  of  the  States  and  localities.  In  order  to  encourage  the  States 
to  provide  the  assistance  required  for  health  and  decency,  Federal 
participation  in  financing  old-age  assistance,  aid  to  dependent  children, 
and  aid  to  the  blind  should  be  continued  on  a  basis  whereby  the  Fed- 
eral Government  will  pay  a  higher  proportion  of  the  total  cost  of 
assistance  in  the  low-income  States  than  in  those  with  high  per  capita 
income. 

The  Council  believes,  furthermore,  that  differences  between  the 
needs  and  resources  of  the  various  counties  within  States  require  a 
flexible  use  of  State  and  Federal  funds  on  an  equalization  basis  so 
that  State  plans  may  be  uniformly  and  equitably  in  effect  in  all  parts 
of  a  State.  The  Council  believes  that  this  end  may  be  attained  by 
State  action  and  by  Federal  participation  in  the  development  of  State 
plane,  and  that  further  Federal  legislation  is  not  now  required  to 
effect  the  desired  end. 

RECOMMENDATIONS 

1.  Increased  Payments  for  Aid  to  Dependent  Children 

The  Federal  Government's  responsibility  for  aid  to  dependent  children 
should  be  made  comparable  to  the  responsibility  it  has  assumed  for 
old-age  assistance  and  aid  to  the  blind.    In  determining  the  extent 
of  Federal  financial  participation,  the  needs  of  adult  members  of 
the  family  as  well  as  of  the  children  should  be  taken  into  considera- 
tion.   Federal  funds  should  equal  three-fourths  of  the  first  $20  of 
the  average  monthly  payment  per  recipient  {including  children  and 
adults)  plus  one-half  the  remainder,  except  that  such  participation 
should  not  apply  to  that  part  of  payments  to  recipients  in  excess  of 
$50  for  each  of 2  eligible  persons  in  a  family  and  $15  for  each  addi- 
tional person  beyond  the  second 
Today  more  than  1.1  million  children  under  18  years  of  age  are 
receiving  aid  to  dependent  children  through  the  State-Federal  program 
because  one  or  both  of  their  parents  are  dead,  absent  from  the  home, 
or  incapacitated.    These  children,  regardless  of  the  State  in  which 
they  now  live,  will  someday  find  their  place  in  the  productive  activities 
of  the  Nation  and,  should  the  necessity  arise,  will  take  part  in  defend- 
ing our  Nation.    Many  of  these  children  will  be  seriously  handicapped 
as  adults  because  in  childhood  they  are  not  receiving  proper  and 
sufficient  food,  clothing,  medical  attention,  and  the  other  bare  neces- 
sities of  life.    The  national  interest  requires  that  the  Federal  Govern- 
ment provide  for  dependent  children  at  least  on  a  par  with  its  con- 
tributions toward  the  support  of  the  needy  aged  and  blind. 

Since  Federal  grants  to  States  under  the  Social  Security  Act  were 
first  available,  the  Federal  Government  has  made  it  possible  for 
States  to  provide  higher  assistance  payments  to  the  needy  aged  and 
the  needy  blind  than  to  those  who  meet  the  act's  definition  of  "de- 
pendent children."  The  maximum  amount  of  assistance  payments 
in  which  the  Federal  Government  will  participate,  beginning  October 
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1,  1948,  will  be  $50  for  old-age  assistance  and  aid  to  the  blind  and  $27 
for  the  first  child  and  $18  for  each  additional  child  in  a  family  receiving 
aid  to  dependent  children.  The  Federal  share  of  payments  for  old- 
age  assistance  and  aid  to  the  blind  will  be  three-fourths  of  the  first 
$20  of  the  average  monthly  payment  per  recipient,  plus  one-half  the 
remainder  within  the  maximums.  The  Federal  share  in  aid  to  depend- 
ent children  will  be  three-fourths  of  the  first  $12  of  the  average  monthly 
payment  per  child,  plus  one-half  the  remainder  up  to  the  maximums. 
Thus  the  Federal  Government  will  contribute  a  maximum  of  $30  a 
month  toward  meeting  the  needs  of  a  recipient  of  old-age  assistance 
or  aid  to  the  blind,  while  the  maximum  Federal  contribution  in  aid 
to  dependent  children  will  be  $16.50  for  the  first  child  in  a  family  and 
$12  for  each  additional  child  aided.  Yet,  by  and  large,  families  with 
dependent  children  need  as  much  in  assistance  payments  as  do  aged 
and  blind  persons. 

Further  evidence  of  the  favored  position  of  old-age  assistance  and 
aid  to  the  blind  is  found  in  the  proportion  of  the  total  expenditures 
for  assistance  supplied  by  the  Federal  Government  in  States  with 
approved  plans.  In  1947,  under  the  matching  formula  then  in  effect,4 
Federal  funds  represented  53  percent  of  total  expenditures  for  old-age 
assistance  and  51  percent  for  aid  to  the  blind,  but  only  39  percent  for 
aid  to  dependent  children.  (See  appendix  III-A,  tables  3,  4,  and  5.) 
The  Federal  Government  contributed  $19.05  a  month  per  recipient  of 
old-age  assistance,  as  compared  with  $6.92  per  person  receiving  aid 
to  dependent  children  (including  the  children  and  one  adult  in  each 
family).  In  all  States  the  average  payment  to  recipients  as  well  as 
the  average  amount  paid  from  Federal  funds  was  lower  in  aid  to 
dependent  children  than  in  old-age  assistance.    (See  chart  A,  p.  107.) 

We  believe  that  it  is  sound  national  policy  for  the  Federal  Govern- 
ment to  make  it  possible  for  the  States  to  provide  payments  for  aid  to 
dependent  children  comparable  to  those  for  the  needy  aged  and  blind. 
This  result  could  be  substantially  attained  if  the  Federal  maximums 
for  aid  to  dependent  children  were  established  at  $50  for  each  of  the 
first  two  persons  in  a  family  and  $15  for  each  additional  person  and  if 
the  Federal  Government  shared  in  assistance  payments  within  these 
maximums  on  a  basis  similar  to  that  in  old-age  assistance  and  aid  to 
the  blind.  Under  our  recommendation,  Federal  funds  for  aid  to 
dependent  children  would  equal  three-fourths  of  the  first  $20  of  the 
average  payment  per  recipient,  plus  one-half  the  remainder  within 
the  maximums.  The  maximum  Federal  share  would  be  $30  for  each 
of  the  first  two  persons  in  a  family  and  $11.25  for  each  additional 
person. 

In  determining  the  extent  of  Federal  financial  participation,  the 
needs  of  the  adult  members  of  the  household  who  are  essential  to  the 
well-being  of  the  children  should  be  taken  into  consideration.  Thus 
for  a  family  consisting  of  a  mother  and  one  child,  the  Federal  Govern- 
ment should  participate  with  the  State  in  an  assistance  payment  to 
the  child  and  to  the  mother.  The  mother  and  child  would  thus  be 
entitled  to  the  same  consideration  from  the  Federal  Government  as  a 
husband  and  wife  when  both  receive  old-age  assistance. 

*  The  matching  formula  in  effect  from  October  1, 1946,  to  September  30, 1948,  set  the  Federal  share  of  assist- 
ance payments  at  two-thirds  of  the  first  $15  of  the  average  monthly  payment  per  recipient,  plus  one-half  the 
remainder  within  the  maximums  of  $45  for  old-age  assistance  and  aid  to  the  blind,  and  two-thirds  of  the  first 
$9  of  the  average  payment  per  child  plus  one-half  of  the  remainder  within  the  maximums  of  $24  for  the  first 
child  and  $15  for  each  additional  child  aided  in  a  family  receiving  aid  to  dependent  children. 
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Chaet  A 


OLD-AGE  ASSISTANCE  AND  AID  TO  DEPENDENT  CHILDREN:  AVERAGE  MONTHLY 
PAYMENT  PER  RECIPIENT  FROM  FEDERAL,  AND  STATE  AND  LOCAL  FUNDS, 
CALENDAR  YEAR  1947 


OLD-AGE  ASSISTANCE 

DOLLARS 
40  30  20 


AID  TO 
DEPENDENT  CHILDREN* 

DOLLARS 
10  20 


TONE  ADULT  PER  FAMILY,  AS  WELL  AS  THE  CHILDREN,  COUNTED  AS  A  RECIPIENT. 
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Many  families,  of  course,  would  not  receive  payments  as  high  as  the 
maximums  set  for  Federal  participation,  since  the  amount  of  the  pay- 
ments would  depend  on  the  extent  of  the  need  of  the  children  and 
adults  and  on  the  willingness  and  ability  of  the  States  and  localities 
to  put  up  their  share  of  the  cost.  In  October  1947,  34  percent  of  all 
payments  for  aid  to  dependent  children  were  below  the  existing  low 
maximum  in  the  Federal  law.  (For  distribution  of  payments  for 
October  1947,  see  appendix  I1I-A,  table  9.) 

The  estimated  additional  annual  cost  to  the  Federal  Government 
for  the  liberalized  provisions  for  aid  to  dependent  children  that  we 
have  recommended  would  range  from  a  low  of  $135,000,000  to  a  high 
of  $160,000,000.  This  estimate  is  based  on  March  1948  case  loads, 
the  latest  month  for  which  data  are  available. 

2.  Federal  Grants  for  General  Assistance 

Federal  grants-in-aid  should  be  made  available  to  the  States  for  general 
assistance  payments  to  needy  persons  not  now  eligible  for  assistance 
under  the  existing  State-Federal  public  assistance  programs.  Fed- 
eral financial  participation  should  equal  one-third  of  the  expenditures 
for  general  assistance  payments,  except  that  such  participation  should 
not  apply  to  that  part  of  monthly  payments  to  recipients  in  excess  of 
$30  for  each  of  two  eligible  persons  in  a  family  and  $15 for  each  addi- 
tional person  beyond  the  second.  In  addition,  the  Federal  Govern- 
ment should  match  administrative  expenses  incurred  by  the  States  for 
general  assistance  on  a  50-50  basis,  in  the  same  manner  that  it  now 
shares  in  administrative  expenses  for  the  existing  State-Federal  public 
assistance  programs.  The  proposed  grants-in-aid  for  general  assist- 
ance, however,  should  not  be  considered  as  a  substitute  for  a  program 
designed  to  deal  with  large-scale  unemployment 6 

The  Social  Security  Act  limits  Federal  participation  in  the  costs  of 
public  assistance  to  three  groups  of  needy  persons — the  aged,  the 
blind,  and  certain  children.  Federal  funds  may  be  used  along  with 
State  funds  for  an  assistance  payment  to  a  man  aged  65  or  over,  but 
not  to  his  64-year-old  wife,  who  may  be  just  as  much  in  need.  Federal 
funds  are  available  for  assistance  payments  to  a  person  handicapped 
by  blindness  but  not  to  one  incapacitated  by  paralysis.  The  Federal 
Government  will  share  in  the  cost  of  aid  to  needy  children  living  with 
certain  relatives  under  conditions  specified  in  the  Social  Security  Act, 
but  if  the  children  are  living  with  relatives  other  than  those  enumer- 
ated or  are  living  with  their  parents  under  conditions  other  than  those 
specified,  the  Federal  Government  assumes  no  share  of  the  cost  of 
assistance  for  them,  regardless  of  how  needy  the  children  may  be. 

The  persons  who  are  not  eligible  for  public  assistance  under  the 
Social  Security  Act  and  who  require  assistance  during  periods  of  high 
employment  usually  have  physical  or  mental  handicaps,  suffer  from 
temporary  or  chronic  illness,  or  are  unable  to  earn  a  living  because  of 
age  or  home  responsibility.  In  addition,  there  are  some  persons  who, 
even  during  periods  of  high  employment,  are  temporarily  unemployed, 
are  ineligible  for  unemployment  insurance  benefits,  lack  resources, 
and  therefore  require  assistance. 

»  Four  members  of  the  Council  do  not  favor  Federal  grants-in-aid  for  general  assistance,  but  do  favor  the 
expansion  of  aid  to  the  needy  blind  to  include  other  disabled  persons.  The  reasons  for  this  opinion  are 
given  in  appendix  III-B . 

Three  members  of  the  Council  believe  that  its  recommendations  on  Federal  grants-in-aid  for  general 
assistance  should  be  as  generous  as  those  for  other  categories. 
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The  State-Federal  vocational  rehabilitation  program  provides  pay- 
ments for  the  maintenance  of  needy  disabled  persons  when  they  are 
receiving  training  or  services  directed  toward  physical  restoration, 
but  that  program  provides  no  financial  aid  for  their  families.  Pay- 
ments for  maintenance  are  made  to  facilitate  rehabilitation  of  disabled 
individuals  who  must  meet  three  basic  conditions  of  eligibility:  (1) 
They  must  be  of  employable  age,  (2)  they  must  have  an  occupational 
handicap  by  reason  of  disability,  and  (3)  it  must  be  possible  for  them 
to  become  employable  or  more  suitably  employed  through  rehabilita- 
tion service.  Only  13,062  persons  received  maintenance  payments 
under  this  program  during  the  fiscal  year  1946-47.  The  responsibility 
for  other  persons  without  resources,  who  are  not  eligible  for  assistance 
under  the  existing  State-Federal  programs,  now  rests  with  the  States 
and  localities. 

In  March  1948,  402,000  cases  (900,000  persons)  were  on  State  and 
local  general  assistance  rolls,  and  assistance  expenditures  from  State 
and  local  funds  totaled  $18,000,000  for  the  month.  The  average 
payment  per  case  ranged  from  $67.16  in  New  York  to  $10.39  in 
Mississippi. 

Wide  differences  in  average  payments  are  found  not  only  among 
States,  but  also  among  communities  within  States.  In  some 
communities,  general  assistance  payments  are  grossly  inadequate. 
In  one  community,  for  example,  the  local  public  welfare  agency  granted 
only  $2.50  per  family  per  month  to  meet  all  the  needs  of  the  destitute 
families  on  the  rolls.  In  another  county,  general  assistance  payments 
averaged  $2.75  per  person  per  month. 

In  15  States  general  assistance  is  financed  exclusively  by  the 
localities.  In  15  additional  States  the  local  units  of  government  bear 
more  than  half  the  costs  (see  chart  B,  p.  110).  In  view  of  the  fact  that 
many  States  have  shown  little  interest  in  contributing  to  the  general 
assistance  program  within  their  own  boundaries,  one  may  well  ask 
why  the  Federal  Government  should  contribute.  The  Council  does 
not  believe  that  lack  of  interest  on  the  part  of  some  States  should  deter 
the  Federal  Government  from  offering  to  bear  a  part  of  the  cost  of 
general  assistance.  The  Council  believes  that  as  in  old-age  assistance, 
aid  to  the  blind,  and  aid  to  dependent  children,  State  financial  par- 
ticipation should  be  made  a  condition  of  Federal  aid  to  general 
assistance.  When  the  financing  of  any  assistance  program  is  depend- 
ent upon  the  revenue  that  can  be  raised  by  local  units  of  government 
without  substantial  contributions  from  a  governmental  unit  with 
broader  revenue-raising  resources,  the  assistance  needs  of  persons 
residing  in  impoverished  communities  cannot  be  met. 

Many  localities  lack  revenues  sufficient  to  finance  the  other  govern- 
mental functions  imposed  upon  them  and  at  the  same  time  to  furnish 
adequate  aid  to  needy  persons.  States  and  localities  tend  to  put  the 
money  available  for  public  assistance  into  the  programs  in  which  State 
and  local  dollars  will  be  augmented  by  Federal  matching.  This  situa- 
tion is  particularly  true  in  low-income  States.  Consequently,  the 
provisions  for  public  assistance  in  the  Social  Security  Act,  which 
recognize  the  needs  of  only  those  among  the  aged,  the  blind,  and  the 
dependent  children  who  meet  prescribed  conditions  of  eligibility, 
sometimes  have  the  effect  of  depriving  other  needy  persons  of  adequate 
help  from  State  and  local  funds. 
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QENERAL  ASSISTANCE:  DISTRIBUTION  OF  EXPENDITURES  FOR  ASSISTANCE  BY 
SOURCE  OF  FUNDS,  FISCAL  YEAR  1946-47  ' 
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STATE  FUNDS 

PERCENT 
80         60  40 


LOCAL  FUNDS 


100 


1  Includes  payments  for  maintenance  assistance  only;  amounts  for  medical  care,  hospitalization,  and 
burial  are  excluded  except  when  allowances  for  such  purposes  are  included  in  cash  payments  to  recipients. 
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The  Council  believes  that  Federal  financial  participation  in  general 
assistance,  even  in  the  limited  manner  recommended  herein — whereby 
the  State  and  local  unit  of  government  would  have  to  expend  $2  for 
assistance  payments  to  receive  $1  in  Federal  funds — will,  in  most 
States,  result  in  better  provision  for  needy  individuals.  Federal 
financial  help  is  especially  important  for  the  low-income  States. 
Furthermore,  the  establishment  of  minimum  Federal  requirements 
for  the  operation  of  a  State-Federal  general  assistance  program  as  a 
condition  of  Federal  aid  would  improve  the  administration  of  general 
assistance  in  all  parts  of  the  country.  These  requirements  should  be 
similar  to  those  for  the  existing  State-Federal  public  assistance 
programs,  and  should  create  a  State-Federal  partnership  in  general 
assistance  like  that  in  the  other  programs.  The  proposed  program 
would  continue  to  be  essentially  a  State  and  local  responsibility,  but 
Federal  participation  would  result  in  more  nearly  equitable  and 
adequate  treatment  for  persons  in  need  of  general  assistance.  The 
Social  Security  Administration  would  be  charged  with  the  duty  of 
ascertaining  that  each  State  receiving  Federal  funds  had  a  State- wide 
general  assistance  plan  in  effect  which  was  administered  in  a  proper 
and  efficient  manner,  with  the  selection  of  personnel  on  a  merit  basis. 
General  assistance  would  be  available  to  needy  persons  regardless  of 
where  they  happened  to  live  in  a  State,  and  objective  methods  of 
determining  eligibility  for  and  the  amount  of  assistance  would  be 
required  of  all  units  of  government  administering  the  program. 

Because  the  proposed  general  assistance  program  should  provide 
subsistence  to  persons  who  cannot  be  self-supporting  and  for  whom 
other  provision  is  lacking,  we  believe  that,  as  a  condition  of  Federal 
financial  participation,  a  State  should  be  precluded  from  denying  any 
person  general  assistance  on  the  basis  of  his  residence  or  citizenship. 
Without  such  a  safeguard,  it  cannot  be  expected  that  all  persons  in 
need  of  assistance  would  receive  aid.  Today,  although  the  State- 
local  general  assistance  programs  are  widely  assumed  to  assist  all 
needy  persons  not  covered  by  the  State-Federal  programs,  State 
laws,  as  well  as  interpretations  by  local  autonomous  units  of  govern- 
ment administering  the  programs,  generally  provide  continuing  assist- 
ance only  to  those  who  meet  State  and  local  residence  requirements. 
(See  recommendation  5,  p.  1 16,  for  discussion  of  residence  requirements. ) 

In  order  to  help  persons  who  need  assistance  because  of  unemploy- 
ment to  obtain  jobs  and  to  avoid  paying  public  funds  to  employable 
persons  when  suitable  employment  is  available,  the  States  should  be 
required  to  assure  registration  and  clearance  of  employable  applicants 
for  assistance  with  the  public  employment  service.  The  States  should 
also  be  required  to  refer  all  persons  likely  to  benefit  from  the  State- 
Federal  vocational  rehabilitation  program  to  the  agency  administer- 
ing that  program. 

Although  we  recommend  that  the  Federal  Government  finance 
only  one-third  of  the  cost  of  general  assistance  payments  made  by 
the  States  within  the  maximums  specified,  we  believe  it  is  desirable  to 
match  the  administrative  costs  incurred  by  the  States  on  a  50-50 


administrative  costs  for  all  State-Federal  public  assistance  programs. 
This  uniformity  will  simplify  recording  for  purposes  of  reimbursement 
in  the  States  that  integrate  general  assistance  with  one  or  more  of 
the  existing  State-Federal  assistance  programs. 
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In  recommending  FederalTlgrants-in-aid  to  the  States  for  general 
assistance,  we  do  not  intend  that  a  general  assistance  program  should 
be  considered  as  a  preferred  method  of  dealing  with  large-scale 
unemployment  if  it  should  again  occur.  Neither  should  general 
assistance  be  a  substitute  for  unemployment  insurance.  These 
subjects  are  discussed  in  the  report  by  the  Council  on  pages  178-180. 
General  assistance  would  serve  the  purpose  of  providing  an  under- 
pinning for  the  other  social  measures  by  aiding  those  for  whom  no 
other  means  of  support  is  available. 

It  is  difficult  to  estimate  with  accuracy  the  long-range  costs  of  a 
State-Federal  general  assistance  program.  General  assistance  is 
more  sensitive  to  changes  in  economic  conditions  than  are  any  of  the 
other  public-assistance  programs.  In  the  last  12  years,  expenditures 
for  general  assistance  have  ranged  from  a  high  of  $472,000,000  in 
the  fiscal  year  1938-39  to  a  low  of  $85,500,000  in  1944-45  (see  appendix 
III-A,  table  13).  Expenditures  for  general  assistance  payments  from 
State  and  local  funds  in  1947  amounted  to  $164,000,000. 

It  is  estimated  that  under  a  continuation  of  current  economic 
conditions,  the  annual  cost  to  the  Federal  Government  under  the 
proposed  general  assistance  program  would  range  from  a  low  of 
$65,000,000  to  a  high  of  $75,000,000  for  assistance  payments,  and 
from  $13,000,000  to  $15,000,000  for  administrative  expenses.  This 
estimate  is  based  on  the  assumption  that  the  October  1947  case  loads 
represent  an  average  annual  case  load.  This  assumption,  of  course, 
would  be  invalid  if  current  economic  conditions  changed  materially. 

3.  Medical  Care  for  Recipients 

To  help  meet  the  medical  needs  of  recipients  of  old-age  assistance,  aid 
to  the  blind,  and  aid  to  dependent  children,  the  Federal  Govern- 
ment should  participate  in  payments  made  directly  to  agencies 
and  individuals  providing  medical  care,  as  well  as  in  money  pay- 
ments to  recipients  as  at  present.    The  Federal  Government  should 
pay  one-half  the  medical  care  costs  incurred  by  the  States  above  the 
regular  maximums  of  $50  a  month  for  a  recipient  ($15  for  the 
third  and  succeeding  persons  in  a  family  receiving  aid  to  dependent 
children)  but  should  not  participate  in  the  medical  costs  above 
ihe  regular  maximums  which  exceed  a  monthly  average  of  $6  per 
person  receiving  old-age  assistance  or  aid  to  the  blind  and  a  monthly 
average  of  $8  per  person  receiving  aid  to  dependent  children 
State  public-assistance  agencies  should  be  required  to  submit  plans  to 
the  Social  Security  Administration  for  its  approval,  setting  forth 
the  conditions  under  which  medical  needs  will  be  met,  the  scope  and 
standards  of  care,  the  methods  of  payment,  and  the  amount  of 
compensation  for  such  care 
The  present  Social  Security  Act  limits  Federal  financial  participa- 
tion in  assistance  payments  to  those  which  are  paid  to  the  recipients 
in  money.    Consequently,  if  the  cost  of  medical  care  furnished  to 
recipients  of  assistance  is  met  by  the  State  or  local  agency  through 
direct  payments  to  physicians  or  other  suppliers  of  medical  care,  the 
expenditures  must  now  be  borne  entirely  by  the  State  and  local 
governments.    Under  our  recommendations,  total  money  payments 
in  which  the  Federal  Government  will  be  able  to  participate  will  be 
limited  to  $50  monthly  ($15  for  the  third  and  succeeding  persons  in 
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a  family  receiving  aid  to  dependent  children)  except  when  medical 
care  is  needed.  In  most  cases  these  amounts  or  more  will  be  needed 
to  meet  living  costs  other  than  medical  care.  Consequently,  Federal 
funds  will  be  available  as  they  are  now  to  only  a  very  limited  extent 
for  money  payments  to  recipients  to  enable  them  to  arrange  for  their 
own  medical  care. 

Most  States  are  now  financing  the  medical  care  they  provide  in 
large  part  from  State  and  local  funds.  Since  States  with  compara- 
tively meager  resources  cannot  afford  to  spend  funds  for  which  they 
cannot  get  Federal  matching,  they  provide  little  or  nothing  for 
medical  care,  while  in  almost  all  States  the  medical  care  provided  is 
inadequate. 

It  would  seem  desirable  for  the  Federal  Government  to  participate 
in  the  cost  of  necessary  medical  care  for  assistance  recipients  under 
arrangements  that  afford  the  assistance  agency  flexibility  in  estab- 
lishing its  policies  and  procedures.  It  is  frequently  desirable  to  let 
recipients  make  their  own  arrangements  for  medical  services.  On 
the  other  hand,  there  are  many  circumstances  in  which  the  assistance 
agency  finds  it  preferable  to  pay  the  doctor  or  other  supplier  of  medical 
care  directly.  People  who  are  sick  or  old  often  need  help  in  arranging 
and  paying  for  medical  services.  Furthermore,  care  is  sometimes  not 
available  unless  arrangement  is  made  in  advance  for  payment  to  the 
doctor  or  hospital  for  the  services  to  be  supplied.  The  cost  of  the 
last  illness  of  a  recipient  who  leaves  no  insurance  or  other  assets  can 
be  met  only  through  direct  payments.  If  the  Federal  Government — 
within  specified  maximums — should  share  one-half  the  payments  to 
suppliers  of  medical  care  and  one-half  the  money  payments  to  recipi- 
ents which  exceed  the  maximums  because  of  the  need  for  medical 
attention,  the  State  agency  would  have  no  financial  inducement  to 
provide  medical  care  in  one  way  rather  than  the  other.  Choice 
could  be  made  of  the  best  way  to  make  medical  care  available  to  a 
recipient  in  his  particular  situation. 

Illness  and  disability  occur  more  often  among  recipients  of  public 
assistance  than  among  persons  in  the  general  population.  Recipients 
of  old-age  assistance  have  an  average  age  of  75  years  and  have  great 
need  of  medical  services.  Like  other  people  of  advanced  age,  they 
are  particularly  subject  to  chronic  ailments  requiring  diagnosis,  con- 
tinuing treatment,  and  sometimes  hospitalization  or  nursing  care. 

Evidence  of  the  substantial  need  of  dependent  blind  persons  for 
medical  care  has  been  supplied  by  a  study  of  the  causes  of  blindness  of 
recipients  of  aid  to  the  blind.  It  is  estimated  that  about  one-third 
of  the  recipients  are  65  years  of  age  and  over.  Many  of  these  aged, 
blind  persons  are  handicapped  by  other  infirmities  as  well  as  by  blind- 
ness. About  one-fifth  of  the  recipients  are  blind  as  a  result  of  cataract, 
a  condition  which  in  a  substantial  proportion  of  cases  might  have  been 
corrected  by  surgery.  More  than  one-tenth  of  the  recipients  suffer 
from  glaucoma,  which  requires  early  detection  and  continuing  medical 
treatment  to  prevent  progressive  and  irremediable  loss  of  vision. 
Medical  assistance  could  do  much  to  alleviate  suffering  and  prevent 
or  reduce  visual  loss  among  persons  who  are  blind  or  in  danger  of 
becoming  so. 

Children  on  the  aid  to  dependent  children  rolls,  like  all  children, 
need  medical  services  for  acute  illnesses,  correction  of  defects,  dentis- 
try, and  immunization  against  infectious  diseases.    To  the  extent 
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that  other  community  programs  do  not  provide  such  services,  the 
assistance  agency  should  be  able  to  help  children  obtain  them. 

It  would  be  very  difficult  to  meet  medical  needs  with  a  ceiling  im- 
posed on  individual  payments.  When  medical  bills  are  incurred,  they 
are  often  large,  particularly  when  the  recipient  receives  hospital  or 
nursing-home  care.  We  recommend,  however,  the  control  of  Federal 
expenditures  by  limiting  Federal  contributions  for  medical  care  to 
one-half  the  amounts  which  average  not  more  than  $6  per  month  per 
person  receiving  old-age  assistance  and  aid  to  the  blind,  and  not  more 
than  $3  per  month  per  person  receiving  aid  to  dependent  children. 
Analysis  of  the  characteristics  of  the  case  loads  and  of  the  costs  of 
medical  care  indicate  that  adequate  medical  care  for  recipients  of 
assistance  can  be  provided  on  an  average  basis  within  these  maxi- 
mums. In  addition  to  these  maximums,  the  requirement  of  State 
financial  participation  in  expenditures  for  medical  care  would  act  as 
a  safeguard  against  extravagant  expenditures.  A  further  control 
would  result  from  having  each  State  set  forth,  in  the  plan  which  it 
submits  to  the  Social  Security  Administration  for  approval,  the  con- 
ditions under  which  medical  needs  of  recipients  would  be  met,  the 
scope  and  standards  of  care,  the  methods  of  payment,  and  the  amount 
of  compensation  for  such  care. 

The  estimated  additional  annual  cost  to  the  Federal  Government 
for  providing  medical  care  to  recipients  of  old-age  assistance  ranges 
from  a  low  of  $45,000,000  to  a  high  of  $72,000,000.  These  amounts 
include  the  estimated  annual  cost  to  the  Federal  Government  for 
recipients  residing  in  public  medical  institutions  under  recommenda- 
tion 4.  For  aid  to  dependent  children  the  annual  cost  to  the  Federal 
Government  would  range  from  $10,000,000  to  $15,000,000  and  for  aid 
to  the  blind  from  $1,000,000  to  $2,000,000.  Thus  the  estimated  addi- 
tional annual  cost  to  the  Federal  Government  under  this  and  the  fol- 
lowing recommendation  would  range  from  $56,000,000  to  $89,000,000. 
These  estimates  are  based  on  March  1948  case  loads,  the  latest  month 
for  which  data  are  available. 

4.  Care  of  the  Aged  in  Medical  Institutions 

The  Federal  Government  should  ■participate  in  payments  made  to  or 
jor  the  care  of  old-age-assistance  recipients  living  in  public  medical 
institutions  other  than  mental  hospitals.6  Payments  in  excess  of 
the  regular  $50  maximum  made  to  recipients  living  in  public  or 
private  institutions  or  made  by  the  public-assistance  agency  di- 
rectly to  these  institutions  for  the  care  of  aged  recipients  should  be 
included  as  a  part  of  medical-care  expenditures  under  recommenda- 
tion S,  page  112.  To  receive  Federal  funds  to  assist  aged  persons  in 
medical  institutions  under  either  public  or  private  auspices,  a  State 
should  be  required  to  establish  and  maintain  adequate  minimum 
standards  for  the  facilities  and  for  the  care  of  persons  living  in  these 
facilities.  These  standards  should  be  subject  to  approval  by  the 
Social  Security  Administration 

Many  recipients  of  old-age  assistance  suffer  from  chronic  ailments 
and  some  of  tbese  conditions  require  prolonged  treatment  in  medical 

•  The  Federal  Government  now  shares  In  money  payments  to  aged  Individuals  living  in  private  insti- 
tutions, but  it  does  not  share  in  aid  to  persons  who  are  living  in  public  institutions,  unless  they  are  receiving 
only  temporary  medical  care.  Persons  in  public  mental  hospitals  would  not  generally  be  competent  to 
handle  their  own  payments  and  are  therefore  excluded  from  this  recommendation. 


PUBLIC  ASSISTANCE 


115 


institutions.  Private  institutions  and  commercial  nursing  homes 
with  charges  within  the  financial  reach  of  recipients  of  old-age  assist- 
ance do  not  have  sufficient  capacity  to  provide  for  all  recipients  need- 
ing care  in  medical  institutions.  In  some  communities,  public  medi- 
cal institutions  could  care  for  these  aged  persons  if  the  Federal  Gov- 
ernment were  to  bear  a  share  of  the  cost.  Moreover,  if  Federal  funds 
were  available  for  this  purpose,  communities  would  be  stimulated  to 
develop  additional  facilities  for  the  care  of  chronically  ill  persons  and 
to  improve  the  quality  of  care  in  such  facilities. 

Care  for  aged  and  chronically  ill  persons  is  a  growing  problem  and 
in  the  opinion  of  the  Council  is  a  Federal  concern.  Today  more  than 
350,000  recipients  of  old-age  assistance  are  bedridden  or  are  so  infirm 
as  to  require  considerable  help  in  eating,  dressing,  and  getting  about 
indoors.  Of  them,  about  50,000  are  living  in  commercial  boarding  or 
nursing  homes  or  private  institutions.  Some  of  these  persons  living  in 
such  homes  or  institutions  are  getting  very  unsatisfactory  care.  Of 
those  living  in  their  own  homes  or  with  others,  many  need  prolonged 
treatment  in  medical  institutions. 

As  the  number  of  aged  persons  in  the  population  grows,  the  num- 
ber needing  nursing-home  and  other  services  for  the  chronically  ill 
will  also  rise.  Since  the  passage  of  the  original  Social  Security  Act, 
the  number  of  persons  aged  65  and  over  has  increased  from  about 
8,000,000  to  nearly  11,000,000.  In  another  25  years  there  will  prob- 
ably be  almost  twice  as  many  aged  persons  in  the  United  States  as 
there  are  today. 

Care  of  chronically  ill  persons  in  medical  institutions  is  necessarily 
expensive.  A  needy  person  without  some  additional  resources  can- 
not obtain  satisfactory  care  with  an  assistance  payment  limited  to 
$50  a  month.  In  Connecticut  in  1946,  for  example,  the  average  cost 
of  nursing-home  care  for  the  aged  was  $118  a  month. 

We  believe,  therefore,  that  the  Federal  Government  should  par- 
ticipate in  monthly  amounts  in  excess  of  $50  paid  to  old-age-assist- 
ance recipients  living  in  medical  institutions,  including  commercial 
nursing  homes  meeting  prescribed  standards,  and  should  participate 
also  in  payments  made  by  the  State  or  local  agency  directly  to  such 
institutions  for  the  care  of  aged  recipients.  Such  expenditures  should 
be  classified  as  medical-care  costs  and  should  be  included  in  the  aver- 
age monthly  maximum  recommended  for  medical  care  in  recommen- 
dation 3  (p.  112).  Thus  the  Federal  Government  would  share  in  indi- 
vidual payments  beyond  the  regular  maximum,  but  total  Federal 
expenditures  for  medical  care,  including  care  of  aged  persons  living  in 
private  or  public  medical  institutions,  would  be  limited  to  a  monthly 
average  of  $6  per  recipient  for  the  program  as  a  whole. 

In  writing  the  Social  Security  Act,  Congress  prohibited  Federal 
participation  in  payments  to  persons  living  in  public  institutions. 
In  so  doing,  it  sought  wisely,  we  believe,  to  discourage  care  of  needy 
persons  in  almshouses.  In  many  localities  in  the  Nation,  persons 
unable  to  support  themselves  previously  had  no  choice  but  to  go  to 
the  almshouse.  We  believe  that  it  would  be  desirable  to  continue 
for  the  present  to  prohibit  Federal  sharing  in  assistance  to  recipients 
of  old-age  assistance  in  public  domiciliary  institutions.  This  recom- 
mendation therefore  is  limited  to  medical  institutions.  Although 
some  States  have  developed  public  homes  supplying  a  very  high 
quality  of  care,  there  is  still  danger  that  in  other  States,  Federal  par- 
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ticipation  in  the  cost  of  domiciliary  care  would  encourage  the  con- 
tinuance or  return  of  the  almshouse.  Safeguards  should  be  imposed 
by  statute  and  by  regulations  of  the  Social  Security  Administration 
to  preclude  the  use  of  the  old-fashioned  "poor  house"  for  recipients 
of  old-age  assistance.  Safeguards  would  also  be  needed  to  protect 
the  rights  of  recipients  to  live  where  they  choose,  without  pressure  to 
live  in  institutions  if  they  do  not  wish  to  do  so. 

At  present  the  Social  Security  Act  does  not  require  States  giving 
assistance  to  persons  living  in  private  institutions  or  nursing  homes  to 
establish  any  standards  for  the  operation  of  such  facilities.  Some  of 
the  private  institutions  and  nursing  homes  in  which  recipients  are 
living  offer  a  very  poor  quality  of  care  and  do  not  properly  protect 
the  health  and  safety  of  the  recipients.  We  believe  that,  as  a  con- 
dition of  eligibility  for  Federal  funds,  a  State  aiding  needy  aged 
persons  in  public  and  private  medical  institutions  and  commercial 
nursing  homes  should  be  required  to  have  an  authority  or  authorities 
that  would  establish  and  maintain  adequate  minimum  standards  for 
institutional  facilities,  and  for  the  care  of  aged  persons  living  in  these 
facilities.  The  Social  Security  Administration  should,  before  ap- 
proving the  standards  established  by  a  State,  assure  itself  that  the 
recipients  of  old-age  assistance  residing  in  private  and  public  medical 
institutions  and  commercial  nursing  homes  will  receive  adequate 
medical  and  nursing  services  and  that  their  safety  will  be  adequately 
protected.  For  institutions,  both  private  and  public,  to  be  con- 
sidered as  medical  institutions  under  this  recommendation,  the  insti- 
tutions should  maintain  and  operate  facilities  for  the  diagnosis,  treat- 
ment, or  care  of  persons  suffering  from  illness,  injury,  or  deformity, 
and  be  devoted  primarily  to  furnishing  medical  or  nursing  service. 

It  is  estimated  that  the  additional  annual  cost  to  the  Federal 
Government  under  this  recommendation  would  range  from  a  low  of 
$20,000,000  to  a  high  of  $32,000,000.  These  amounts  have  been 
included  as  part  of  the  estimated  cost  for  medical  care  under  recom- 
mendation 3  (p.  112). 

5.  Residence  Requirements 

Federal  funds  should  not  be  available  for  any  public  assistance  program 
in  which  the  State  imposes  residence  requirements  as  a  condition  oj 
eligibility  j or  assistance,  except  that  States  should  be  allowed  to  impose 
a  1-year  residence  requirement  for  old-age  assistance  7 
The  Social  Security  Act  provides  that  a  State  plan  for  old-age 
assistance  or  aid  to  the  blind  may  not  require,  as  a  condition  of 
eligibility,  residence  in  a  State  for  more  than  5  of  the  9  years  im- 
mediately preceding  application  and  1  continuous  year  before  filing 
the  application.    For  aid  to  dependent  children,  the  maximum  re- 
quirement for  the  child  is  1  year  of  residence  immediately  preceding 
application,  or,  if  the  child  is  less  than  a  year  old,  birth  in  the  State 
and  continuous  residence  by  the  mother  in  the  State  for  1  year 
preceding  the  birth. 

In  old-age  assistance,  of  the  51  jurisdictions  with  federally  approved 
plans,  27  have  a  5-year  residence  requirement.  Three  States  require 
residence  within  the  State  for  3  years,  1  for  2  years,  and  16  for  1  year. 


'  One  member  of  the  Council  felt  that  States  should  be  allowed  to  impose  up  to  a  5-year-residence 
requirement  in  the  old -age-assistance  program. 
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Four  States  (Kentucky,  New  York,  Rhode  Island,  and  Utah)  have 
no  residence  requirement  imposed  by  statute  or  regulation. 

In  aid  to  the  blind,  of  the  47  jurisdictions  receiving  Federal  funds, 
21  have  a  5-year  requirement;  2  require  3  years;  2  require  2  years; 
17  require  1  year;  and  5  have  no  requirement.  The  five  States  with 
no  requirement  are  Mississippi  and  the  four  listed  above  as  having 
no  residence  requirement  for  old-age  assistance.  Many  other  States 
waive  the  residence  requirement  in  aid  to  the  bhnd  for  applicants 
who  become  blind  while  residing  in  the  State. 

In  aid  to  dependent  children,  of  the  50  jurisdictions  with  approved 
plans,  8  States  have  no  residence  requirement:  Alabama,  Georgia, 
Kentucky,  Mississippi,  New  York,  Rhode  Island,  Wisconsin,  and 
Utah.  The  others  have  a  1-year  requirement.  (See  appendix  III-A, 
table  15.) 

In  general  assistance,  which  is  financed  solely  from  State  and  local 
funds,  there  is  of  course  no  Federal  requirement  and  practice  varies 
widely.  Legal  settlement  in  the  community  as  well  as  State  residence 
is  often  required.  The  settlement  requirement  not  only  makes  it 
necessary  for  the  applicant  to  have  resided  in  the  community  for  a 
specified  period  of  time,  but  may  require  him  and  all  members  of  his 
family  to  have  been  self-supporting,  or  at  least  not  to  have  been 
dependent  on  public  funds  for  support  during  any  part  of  such  time. 
In  communities  with  such  a  rule,  the  receipt  of  any  amount  of  public 
aid  during  a  qualifying  period  prevents  the  recipient  and  his  family 
from  gaining  legal  settlement  and  thereby  from  becoming  eligible  for 
continuing  assistance. 

Under  one  State  law,  if  the  local  public  assistance  office  believes 
that  a  newcomer  to  a  community  may  not  retain  his  job  and  may 
need  assistance,  he  may  receive  a  "notice  to  depart."  Such  notices 
disqualify  the  person  for  general  assistance  for  2  years,  and  the  notice 
is  subject  to  renewal. 

Residence  and  settlement  laws  result  in  unwarranted  hardship  for 
needy  persons,  not  only  because  these  laws  are  sometimes  invoked  by 
welfare  administrators  for  the  purpose  of  "shipping  back"  needy  per- 
sons to  the  communities  where  they  "belong,"  but  also  because  persons 
often  lose  their  residence  and  settlement  in  the  State  in  which  they 
once  had  such  status  before  they  can  acquire  it  in  another.  They 
"belong"  nowhere  under  the  statutes  of  the  respective  States. 

In  our  society,  mobility  of  population  is  essential.  Individuals 
should  be  free  to  move  where  jobs  are  available  and  if,  as  a  result  of 
illness  or  other  misfortune,  they  become  needy,  they  should  not  be 
denied  assistance  because  they  have  crossed  State  or  county  lines. 
We  believe  that  residence  and  settlement  provisions  are  socially 
unjustifiable. 

In  the  programs  for  aid  to  dependent  children  and  aid  to  the  blind, 
immediate  steps  should  be  taken  to  require  the  States  to  abolish 
residence  requirements.  Elsewhere  in  this  report  we  have  recom- 
mended that  the  Federal  Government  participate  in  the  costs  of  a 
State-Federal  general  assistance  program  to  aid  those  persons  to 
whom  no  other  means  of  support  is  available.  We  believe  that  it  is 
essential,  if  such  a  program  is  to  fulfill  its  purpose,  that  the  States 
be  prohibited  from  imposing  any  residence  or  other  artificial  barriers 
to  eligibility  for  general  assistance. 
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We  recognize,  however,  that  the  States  into  which  older  persons 
move  because  of  favorable  climate  and  which  have  relatively  adequate 
assistance  for  the  aged,  fear  increased  financial  liability  if  residence 
requirements  should  be  eliminated  entirely  for  old-age  assistance. 
Therefore,  we  have  recommended  that  the  States  be  authorized  to 
impose,  if  they  desire,  a  residence  requirement  of  not  more  than  1 
year  for  old-age  assistance. 

6.  Study  of  Child  Health  and  Welfare  Services 

A  commission  should  be  appointed  to  study  current  child  health  and 
welfare  needs  and  to  review  the  programs  operating  under  title  V  of 
the  Social  Security  Act  relating  to  maternal  and  child  health  services, 
services  for  crippled  children,  and  child  welfare  services.  The  com- 
mission should  make  recommendations  as  to  the  proper  scope  of  these 
services  and  the  responsibilities  that  should  be  assumed  by  the  Federal 
and  State  Governments,  respectively 

More  fully  to  meet  the  needs  of  children  in  two  important  areas, 
the  Council  has  recommended  increased  insurance  protection  for 
children  under  old-age  and  survivors  insurance  and  has  recommended 
also  that  the  Federal  share  in  payments  for  aid  to  dependent  children 
be  made  comparable  to  that  in  payments  to  needy  aged  and  needy 
blind  persons. 

In  addition,  the  Council  received  information  on  further  needs  of 
children  which,  the  Council  believes,  would  require  direct  health  and 
welfare  services  rather  than  the  cash  payments  with  which  it  has  been 
primarily  concerned.  Accordingly,  the  Council  recommends  appoint- 
ment of  a  special  commission  which  should  include  specialists  in  child 
health  and  welfare  services  to  appraise  currently  unmet  needs  of 
children  and  to  determine  how  these  needs  may  best  be  met.  Con- 
sideration should  be  given  to  such  questions  as:  What  constitute  the 
essential  features  of  an  adequate  maternal  and  child  health  program 
and  an  adequate  child  welfare  program?  Should  necessary  health 
and  welfare  services  be  provided  to  all  children  and  mothers  or  should 
they  be  limited  to  those  whose  families  cannot  afford  to  pay  for  the 
services?  Is  the  present  scope  of  maternal  and  child  health  and 
welfare  services  sufficiently  broad  or  should  new  services  be  insti- 
tuted? Should  new  or  expanded  services  be  supplied  by  govern- 
mental agencies,  by  voluntary  agencies,  or  by  both  acting  together? 

According  to  information  supplied  to  the  Council  by  the  Children's 
Bureau,  many  children  are  now  in  great  need  of  health  and  welfare 
services  for  whom  such  services  are  not  available  or  are  wholly  inade- 
quate. Among  the  health  needs  which  that  Bureau  feels  are  most 
urgent  are  those  arising  from — 

(1)  Inadequate  health  services  for  both  mothers  and  children; 
these  services  are  lacking  in  many  areas,  particularly  in  rural 
communities. 

(2)  Rheumatic  fever;  some  500,000  children  are  suffering  from 
rheumatic  fever. 

(3)  Premature  birth;  some  150,000  infants  are  born  prematurely 
each  year. 

(4)  Lack  of  dental  care;  some  20,000,000  children  are  in  urgent 
need  of  dental  attention. 
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(5)  Cerebral  palsy;  between  100,000  and  160,000  children  have 
cerebral  palsy. 

(6)  Physical  and  mental  defects;  many  children  of  school  age 
lack  provision  for  medical  examinations  and  for  the  correction  of 
handicapping  conditions  found. 

(7)  Inadequate  supply  of  professional  personnel;  nearly  all 
parts  of  the  United  States  lack  a  sufficient  number  of  pediatri- 
cians, public-health  nurses,  and  medical  social  workers  to  provide 
adequate  health  services  for  children. 

Among  the  welfare  services  which  the  Bureau  feels  are  most  urgent 
are  those  arising  from  the  lack  of — 

(1)  Adequate  boarding  home  care  for  children  in  need  of  such 
care — 60,000  children  are  now  receiving  care  in  boarding  homes 
under  public  auspices,  and  many  communities  have  insufficient 
funds  to  provide  adequate  care. 

(2)  Proper  detention  or  temporary  shelter  care  for  children — 
some  300,000  children  annually  receive  detention  care,  a  large 
proportion  under  very  unfavorable  circumstances. 

(3)  Facilities  and  services  for  the  day  care  of  children  of  work- 
ing mothers;  approximately  2,000,000  women  with  children  under 
10  years  of  age  were  in  the  labor  force  in  February  1946. 

(4)  A  sufficient  number  of  child  welfare  workers  and  other 
qualified  personnel  in  many  parts  of  the  country,  particularly 
rural  areas. 

Unmet  health  and  welfare  needs  among  children  are  of  the  gravest 
consequences  to  the  Nation.  Such  needs,  if  ignored  too  long,  may 
necessitate  more  expensive  and  less  effective  treatment  later.  If  child 
health  and  welfare  services  meet  these  needs  promptly  and  construc- 
tively, however,  incalculable  gains  in  physical  strength  and  efficiency, 
in  personal  adjustment,  family  solidarity,  vocational  aptitude,  and 
more  satisfying  and  useful  fives  can  be  realized.  The  Council  believes 
that,  after  extended  inquiry,  a  commission  such  as  that  suggested  here 
would  be  able  to  formulate  farseeing  plans  on  which  may  be  built  a 
sound  long-range  program  for  the  Nation's  children. 
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Appendix  III-A.  Statistics  Related  to  Public  Assistance 

Chart  1 

number  of  aged  persons  receiving  benefits  under  old-age  and  survivors 
insurance  1  and  number  receiving  old-age  assistance  per  1,000  persons 
aged  65  tears  and  over,  bt  state,2  june  1948 
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300      200        100  0 


100 


OAA  RECIPIENTS 
PER  .1,000  AGED  POPULATION 

200        300  400 


500  600 


I  33  U.S.  3/ 
227  R.I. 
201  CONN, 
192  N.J. 
191  MASS. 
I  85  OREG. 
178  PA. 
I  74  WASH. 
173  MAINE 
I  66  N.H. 
164  DEL. 
164  N.Y. 
I  60  HAWAII  I  I  1 
I  54  OHIO  19  1 
153  CALIF. 
148  MICH. 
146  FLA. 
I  38  MD. 
I  38  ILL. 
I  34  W.VA. 
I  32  IND. 
I  26  VT. 
121  NEV. 
I  I  7  WIS. 
I  I  5  UTAH 
I  I  2  COLO. 
I  I  I  ARIZ. 
103  D.C. 
102  ALA. 
102  VA. 
101  IDAHO  284 
I  00  WYO.  238 

97  MONT. 

96  MO'. 

91  MINN. 

88  N.C. 

88  S.C. 

86  LA. 

85  GA. 

84  KY. 

82  KANS. 

75  TEX. 

75  TENN. 

74  IOWA 

72  ARK. 

67  OKLA. 

66  NEBR. 

66  N.  MEX.  335 

49  MISS.  333 

45  S.  DAK.  232 

36  N.  DAK.  188 


2  I  6 
137 
97 
66 
207 
197 
108 
346 
I  57 
125 
54 
95 


238 
215 
327 
81 
ISO 
185 
156 

1  60 

2  I  7 
I  64 
252 
426 
298 

45 
430 
89 


235 
302 
2  I  8 
233 
380 
404 
495 
245 
199 
479 
254 
187 
4  10 
58  I 
196 


'  Primary,  wife's,  widow's,  and  parent's  benefits  in  current-payment  status  at  end  of  June, 
s  Aged  population  as  of  July  1,  1948,  estimated  by  Social  Security  Administration. 
s  Includes  Hawaii. 
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Table  1. — Estimated  percentage  of  persons  aged  65  and  over  in  the  population  of 
various  future  years  who  will  be  fully  insured  under  old-age  and  survivors 
insurance  if  high  employment  conditions  prevail 


Calendar  year 

Complete  extension  of 
coverage 

Present  coverage 

Men 

Women 

Men 

Women 

1955  -   

57-66 
69-81 
76-86 
81-91 
84-94 
86-#5 

10-13 
13-17 
17-25 
23-31 
33-40 
43-51 

39-44 
44-19 
54-62 
64-73 
72-81 
74-84 

6-7 
7-10 
10-14 
16-22 
27-34 
35-43 

1960     

1970  -   

1980     

1990.  -     

2000.-    - 

Table  2. — Special  types  of  public  assistance  and  general  assistance:  Expenditures 
for  assistance  to  recipients,  by  program  and  source  of  funds,  calendar  year  ended 
Dec.  SI,  1947 1 


Program 

Expenditures  from — 

Total 

Federal 
funds 

State 
funds 

Local 
funds 

Total  -  

Amount  (in  thousands) 

$1,480,775 

$650,310 

$672,986 

$157, 479 

Special  types  of  public  assistance: 

986, 470 
294,038 
36, 198 
164,068 

620,202 
115, 740 
14,368 

410,616 
142,924 
19,048 
100, 398 

56,652 
35,374 
2,783 
63,670 

Percentage  distribution  by  program 

100.0 

100.0 

100.0 

100.0 

Special  types  of  public  assistance: 

66.6 
19.9 
2,4 
11.1 

80.0 
17.8 

2.2 

61.0 
21.2 
2.8 
14.9 

35.3 
2Z5 
1.8 
40.4 

Percentage  distribution  by  source  of  funds 

100.0 

43.9 

45.4 

10  6 

Special  types  of  public  assistance: 

Old-age  assistance   -  - 

Aid  to  dependent  children-     

100.0 
100.0 
100.0 
100.0 

52.7 
39.4 
39.7 

41.6 
48.6 
52.6 
61.2 

5.6 
12.0 
7.7 

38.8 

»  For  detail  by  program  see  tables  3, 4, 5,  and  6  of  this  appendix.  For  aid  to  dependent  children  and  aid 
to  the  blind  data  include  programs  .administered  under  State  laws  without  Federal  participation. 
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Table  3. — Old-age  assistance:  Expenditures  for  assistance  to  recipients,  by  source 
of  funds  and  State,  calendar  year  ended  Dec.  81,  1947 1 

[Amounts  in  thousands] 


State 


Total,  51  States  under  plans 
approved  by  the  Social  Secu- 
rity Administration  

Alabama  

Alaska..   

Arizona   

Arkansas..    

California  

Colorado     

Connecticut     

Delaware. -.   

District  of  Columbia.  _  

Florida    

Georgia   -.  - 

Hawaii  

Idaho     

Illinois   

Indiana  -  

Iowa...    

Kansas    

Kentucky  

Louisiana    

Maine    

Maryland  

M  assachusetts   

Michigan   

Minnesota  

Mississippi..   

Missouri. __   

Montana.  _  ._ 

Nebraska  ;    

Nevada    

New  Hampshire    

New  Jersey   

New  Mexico   

New  York  

North  Carolina   

North  Dakota    

Ohio.    

Oklahoma    

Oregon   .   

Pennsylvania   

Rhode  Island   

South  Carolina    

South  Dakota    

Tennessee    

Texas    

Utah   

Vermont   -   

Virginia..   

Washington    

West  Virginia  ___   

Wisconsin   

Wyoming   


Total 


$986, 470 


11, 416 

679 
6,104 
8,764 
113,  271 
31,560 
7,601 
332 

I,  087 
23,197 
15,396 

702 
5,177 
59,  973 
18.  998 
22,819 
15, 061 
9,929 
13, 397 
6,036 
4,406 
53,005 
40,485 
25,669 
7,988 
45, 375 
4,  878 
11,  659 
1,158 
2,942 
11,145 
3,407 
61,926 
8,349 
4, 143 
57,230 
47, 949 
11, 140 
36,  711 
4, 022 
7, 118 
4,826 

II,  086 
67, 821 

6, 372 
2,132 
3, 342 

41,544 
4,705 

20,233 
2,206 


Federal  funds 


Amount  Percent 


$520, 202 


7,286 
345 
3, 108 
5,571 
50,836 
12, 010 
3,681 
202 
574 
13, 169 
9,974 
382 
2,659 
31,876 
11,043 
12, 141 
8,036 
6,395 
8,101 
3,467 
2,  539 
23,  565 
22,802 
13,  379 
5,172 
26,066 
2,759 
6,195 
596 
1,616 
5,791 
1,857 
28,  716 
5,356 
2,119 
30,941 
26,798 
5,639 
20,774 
2,050 
4,448 
2,788 
6,956 
39, 732 
3,277 
1,235 
2, 149 
18,460 
2,975 
11,  521 
1,076 


52.7 


63.8 
50.8 
50.9 
63.6 
44.9 
38.1 
48.4 
61.0 
52.8 
56.8 
64.8 
54.4 
51.4 
53.2 
58.1 
53.2 
53.4 
64.4 
60.5 
57.4 
57.6 
44.5 
56.3 
52.1 
64.7 
57.4 
56.6 
53. 1 
51.4 
54.9 
52.0 
54.5 
46.4 
64.1 
51.1 
54.1 
55.9 
50.6 
56.6 
51.0 
62.5 
57.8 
62.7 
58.6 
51.4 
57.9 
64.3 
44.4 
63.2 
56.9 
48.8 


State  funds 


Amount  Percent 


$410, 616 


2,092 
334 
2,996 
3,193 
52,690 
19,550 
3,921 
129 
513 
10,027 
4, 653 
320 
2,517 
28.097 
4,  773 
10,  677 

4,  597 
3,  534 

5.  296 
2,  569 
1,133 

21,053 

17,683 
7,  835 
2,816 

19,  310 
1,  415 
5,464 
281 
590 
4,016 
1,550 

20,892 
1,532 
1,726 

26,289 

21, 151 
3,626 

15, 937 
1,972 
2,669 
2,039 
3, 211 

28,090 
2,580 
897 
746 

23,084 
1,730 
6,111 
709 


41.6 


18.3 
49.2 
49.1 
36.4 
46.5 
61.9 
51.6 
39.0 
47.2 
43.2 
30.2 
45.6 
48.6 
46.8 
25.1 
46.8 
30.5 
35.6 
39.5 
42.6 
25.7 
39.7 
43.7 
30.5 
35.3 
42.6 
29.0 
46.9 
24.3 
20.1 
36.0 
45.5 
33.7 
18.4 
41.7 
45.9 
44.1 
32.6 
43.4 
49.0 
37.5 
42.2 
29.0 
41.4 
40.5 
42.1 
22.3 
55.6 
36.8 
30.2 
32.1 


Local  funds 


Amount  Percent 


1  For  definitions  of  terms,  see  the  Social  Security  Bulletin,  January  1948,  pp.  24-26.  Amounts  cannot 
be  compared  with  annual  data  based  on  monthly  series,  or  with  amount  of  Federal  grants  to  the  States. 
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Table  4. — Aid  to  the  blind:  Expenditures  for  assistance  to  recipients,  by  source  of 
funds  and  State,  calendar  year  ended  Dec.  SI,  1947  1 

[Amount  in  thousands] 


State 


Total,  50  States   

Total,  47  States  under  plans 
approved  by  the  Social  Se- 
curity Administration  

Alabama     

Arizona    _  ... 

Arkansas     .-. 

California   

Colorado..-  -..  — 

Connecticut  

Delaware  

District  of  Columbia  ,  

Florida   

Georgia      

Hawaii   

Idaho..   

Illinois   

Indiana   

Iowa  

Kansas    

Kentucky     

Louisiana  

Maine.   

Maryland.   

Massachusetts    

Michigan    

Minnesota   

Mississippi   

Missouri   - 

Montana   

Nebraska     

Nevada    

New  Hampshire   

New  Jersey    

New  Mexico   

New  York..   

North  Carolina    

North  Dakota    

Ohio    -   

Oklahoma     

Oregon     - 

Pennsylvania  

Rhode  Island    

South  Carolina   

South  Dakota  

Tennessee   

Texas...    --- 

Utah    

Vermont   

Virginia  —   

Washington.   

West  Virginia   

Wisconsin   

Wyoming  _  


Total 


$36, 198 


28, 367 


241 
430 
373 

5,017 
207 
63 
40 
107 

1, 211 
533 
31 
116 

2,340 
744 
659 
507 
378 
507 
296 
190 
723 
686 
542 
583 

1,042 
192 
227 

u 

135 
301 
153 
2,133 
884 
58 
1,  404 
1,  251 
228 
6, 776 
67 
330 
76 
556 
2,047 
83 
77 
304 
480 
226 
562 
65 


Federal  funds 


Amount  Percent 


$14,368 


14, 368 


150 
186 
230 
1,797 
106 
32 
23 
55 
684 
332 
16 
54 
1, 235 
429 
316 
258 
240 
292 
170 
109 
324 
383 
259 
353 


108 
119 


73 
156 

80 
916 
527 

30 
790 
698 
103 


33 
201 

44 
330 
1, 183 

39 

44 
186 
187 
139 
318 

31 


39.7 


50.6 


62.5 
43.2 
61.7 
35.8 
51. 1 
50.8 
58.7 
51.3 
56.5 
62.3 
51.3 
46.7 
52.8 
57.6 
48.0 
50.9 
63.6 
57.7 
57.4 
57.2 
44.9 
55.8 
47.7 
60.5 


56.2 
52.3 


53.8 
51.9 
52.4 
42.9 
59.7 
51.4 
56.2 
55.8 
45.3 


48.4 
60.9 
58.4 
59.3 
57.8 
46.7 
56.8 
61.1 
38.9 
61.4 
56.6 
47.2 


State  funds 


Amount  Percent 


$19,  048 


11,  224 


45 
244 
143 
1,874 

49 

31 

16 

52 
527 
174 

15 

62 
1, 105 
316 
178 
155 
138 
215 
126 

15 
398 
303 
284 
231 
1,042 

58 
108 
7 

63 
9 

73 
795 
178 

28 
614 
553 

82 
6,776 

35 
129 

31 
176 
864 

38 

33 

74 
293 

87 
170 

34 


52.6 


39.6 


18. 

56. 

38. 

37. 

23. 

49. 

41. 

48. 

43. 

32. 

48. 

53. 

47. 

42. 

27. 

30. 

36. 

42. 

42. 
7. 

55. 

44. 

52. 

39. 
100. 

30. 

47. 

47. 

46. 
2. 

47. 

37. 

20. 

48. 

43. 

44. 

36. 
100. 

51. 

39. 

41. 

31. 

42. 

45. 

43. 

24. 

61. 

38. 

30. 

52. 


Amount  Percent 


1  For  definitions  of  terms,  see  the  Social  Security  Bulletin,  January  1948,  pp.  24-26.  Amounts  cannot  be 
compared  with  annual  data  based  on  monthly  series,  or  with  amount  of  Federal  grants  to  the  States. 
Italicized  figures  represent  programs  administered  under  State  laws  from  State  and/or  local  funds  without 
Federal  participation.  Data  exclude  program  administered  without  Federal  participation  in  Connecticut, 
which  administers  such  program  concurrently  with  program  under  the  Social  Security  Act.  Alaska  does 
not  administer  aid  to  the  blind. 
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Table  5. — Aid  to  dependent  children:  Expenditures  for  assistance  to  recipients,  by 
source  of  funds  and  State,  calendar  year  ended  Dec.  SI,  194-7  1 

[Amounts  in  thousands] 


State 


Total 


Federal  funds 


Amount 


Percent 


State  funds 


Amount 


Percent 


Local  funds 


Amount 


Percent 


Total,  51  States  -  

Total,  50  States  under  plans 
approved  by  the  Social 
Security  Administration  

Alabama  . 

Alaska   -   

Arizona   -   

Arkansas    

California   

Colorado     

Connecticut  

Delaware   

District  of  Columbia   

Florida    

Georgia    — 

Hawaii     

Idaho   -  

Illinois   — 

Indiana..  .   

Iowa   

Kansas    

Kentucky     

Louisiana  

Maine     

Maryland  -  

Massachusetts  

Michigan    

Minnesota     

Mississippi   

Missouri  

Montana    — 

Nebraska  —  

Nevada,..    

New  Hampsnire  

New  Jersey     

New  Mexico    

New  York   

North  Carolina..     

North  Dakota  

Ohio    

Oklahoma   

Oregon     

Pennsylvania  —   

Rhode  Island  

South  Carolina   ... 

South  Dakota  —   

Tennessee      

Texas     

Utah   

Vermont  

Virginia   

Washington    

West  Virginia...  

Wisconsin  

Wyoming   


$294,038 


294,020 


$115, 740 


115,740 


39.4 


3,099 
100 
1,371 
2,951 

13,382 
3,491 
2,906 
245 
1,117 
5,384 
2,664 
1,080 
1, 618 

21, 755 
3,981 
2,342 
4,020 
4,181 
6,019 
1,897 
3,561 

10, 812 

18,414 
4,406 
1,659 
7,579 
1,338 
2,860 
19 
L031 
3, 794 
2,090 

47,786 
3,206 
1, 424 
7,344 

13, 895 
2,431 

33,302 
2,222 
1, 755 
1,007 
6,649 
6,522 
2,777 
381 
2,117 
8,718 
4,319 
6,722 
395 


$142,924 


142,924 


48.6 


$35,374 
35,356 


1,960 
58 

806 
1,799 
3,401 
1,354 

829 
94 

438 
3,151 
L625 

357 

652 
6,930 
2,201 
1,122 
1, 447 
2,528 
3,262 

664 
1,687 
2,853 
5,977 
1, 891 
1,040 
4,703 

533 

928 


342 
1,279 
1,061 
11,991 
1,996 

522 
3,567 
8,097 

717 
12,385 

739 
1,154 

559 
3,927 
3,897 

794 

224 
1,199 
2, 193 
2,635 
2,140 

135 


63.2 
57.7 
58.8 
61.0 
25.4 
38.8 
28.5 
38.2 
39.3 
58.5 
61.0 
33.1 
34.1 
31.9 
65.3 
47.9 
36.0 
60.5 
612 
35.0 
47.4 
26.4 
32.5 
42.9 
62.7 
62.1 
39.8 
32.4 


565 
42 

565 
1,152 
5,035 
1,264 
1,205 
76 

679 
2,233 

906 

723 
1,066 
14,826 
1,068 

612 
1,234 
1,653 
2,758 

810 
1,588 
3,604 
11,669 
1,257 

619 
2,876 

516 
1,865 


33.2 
33.7 
50.8 
25.1 
62.3 
36.6 
48.6 
58.3 
29.6 
37.2 
33.3 
65.8 
55.5 
60.0 
69.8 
28.6 
58.9 
66.6 
25.2 
61.0 
31.8 
34.1 


1, 165 
1,029 
26,530 
619 
486 
» 1,840 
5,798 
L134 
20,917 
1,483 
601 
448 
1,957 
2,625 
1,769 
109 
674 
6,525 
1,685 
2,310 
167 


18.2 
42.3 
41.2 
39.0 
37.6 
36.2 
41.5 
30.9 
60.7 
41.5 
34.0 
66.9 
65.9 
68.1 
26.8 
26.1 
30.7 
39.5 
45.8 
42.7 
44.6 
33.3 
63.4 
28.6 
37.3 
37.9 
38.5 
65.2 


66.8 
30.7 
49.2 
65.6 
19.3 
34.1 
25.1 
41.7 
46.7 
62.8 
66.7 
34.2 
44.5 
29.9 
40.2 
63.7 
28.6 
27.1 
74.8 
39.0 
34.4 
42.3 


574 


4,946 
873 
872 
76 


133 


712 


423 
286 

4,355 
769 

1,258 


290 
67 
19 


1,351 


9,265 
691 
416 
'L937 


679 


665 


213 
48 
345 


2,272 
93 


12.0 

12.0 
18.5 


37.0 
25.0 
30.0 
30.9 


6.0 


17.9 
26.0 
33.3 


22.3 
8.0 

40.3 
4.2 

28.5 


21.7 
2.4 
100.0 


35.6 


19.4 
18.4 
29.2 
26.4 


23.8 


10.2 


7.7 
12. 5 
16.3 


33.8 
23.6 


'  For  definitions  of  terms  see  the  Social  Security  Bulletin,  January  1948,  pp.  24-26.  Amounts  cannot  be 
compared  with  annual  data  based  on  monthly  series,  or  with  amount  of  Federal  grants  to  the  States.  Itali- 
cized figures  represent  program  administered  under  State  law  from  local  funds  without  Federal  participation. 
Data  exclude  programs  administered  without  Federal  participation  in  Florida,  Kentucky,  and  Nebraska, 
which  administer  such  programs  concurrently  with  programs  under  the  Social  Security  Act. 

1  State-local  distribution  partly  estimated. 
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Table  6. — General  assistance:  Expenditures  for  assistance  to  cases,  by  source  of 
funds  and  State,  calendar  year  ended  Dec.  31,  1947  1 

[Amounts  In  thousands] 


State 


Total 


State  funds 


Amount  Percent 


Local  funds 


Amount  Percent 


Total,  51  States 

Alabama   

Alaska    

Arizona  .  

Arkansas  

California   

Colorado  

Connecticut '  

Delaware   

District  of  Columbia. 

Florida  

Georgia   

Hawaii    

Idaho  

Illinois   

Indiana   

Iowa  

Kansas  

Kentucky  

Louisiana  

Maine   

Maryland..   

Massachusetts  

Michigan  

Minnesota  

Mississippi  

Missouri  

Montana  

Nebraska.   

Nevada   

New  Hampshire  

New  Jersey  

New  Mexico  

New  York   

North  Carolina  

North  Dakota  

Ohio  -  

Oklahoma  

Oregon  

Pennsylvania   

Rhode  Island  

South  Carolina  

South  Dakota  

Tennessee   

Texas    

Utah   

Vermont  *  

Virginia  ;  

Washington   

West  Virginia  

Wisconsin  

Wyoming  


$164,068 


941 
63 
749 
»388 
13,280 
1,858 
1, 659 
332 
652 
'758 
533 
485 
240 
12, 332 
1,692 
1,317 
2,395 
'372 
'  2,  217 
1, 135 
2,627 
7,588 
11,278 
2,820 
56 
'3,488 
407 
542 
69 
463 
3,071 
»459 
46,020 
493 
263 
9,444 
784 
2,922 
14,085 
1,414 
660 
241 
175 
1772 
1,066 
199 
854 
5,255 
753 
2,188 
226 


$100, 398 


459 
53 
749 
388 


861 
691 
» 166 
652 


485 
"6,~815 


900 


1,763 
373 
1,340 
1, 655 
5,805 
649 


3,443 
68 


'  1, 136 
450 
37,249 


51 
9,442 
450 
2,457 
14,085 
990 
593 


3 
500 
'4,194 
258 
61 
187 


61.2 


$63, 670 


48.7 
100.0 
100.0 
100.0 


46.4 
41.6 
50.0 
100.0 


100.0 
~~65~3 


37.6 


79.5 
32.9 
51.0 
21.8 
61.5 
23.0 


98.7 
16.7 


37.0 
98.0 
80.9 


19.6 
100.0 
57.4 
84.1 
100.0 
70.0 
89.9 


91.9 
1.4 
58.5 
79.8 
34.3 
2.8 
82.6 


482 


(J) 

13,280 


>166 


758 
533 


240 
5, 518 
1,692 
1,317 
1,495 
372 
»454 
762 
1,288 
5,932 
5,473 
2,171 
56 
'46 
339 
542 
69 
463 
'  1, 935 
39 
8,771 
493 
212 
2 
334 
465 


424 
67 
241 
175 
772 
86 
196 
354 
'1,061 
495 
2,127 
39 


38.8 


51.3 


(2) 


100.0 
63.6 
58.4 
50.0 


100.0 
100.0 


100.0 
44.7 
100.0 
100.0 
62.4 
100.0 
20.6 
67.1 
49.0 
78.2 
48.5 
77.0 
100.0 
1.3 
83.3 
100.0 
100.0 
100.0 
63.0 
2.0 
19.1 
100.0 
80.4 

42.6 
15.9 


30.0 
10.1 
100.0 
100.0 
100.0 
8.1 
98.6 
41. 5 
20.2 
65.7 
97.2 
17.4 


'  For  definitions  of  terms,  see  the  Social  Security  Bulletin,  January  1948,  pp.  24-26.  Amounts  cannot  be 
compared  with  annual  data  based  on  monthly  series. 

'  For  Arkansas,  data  on  expenditures  from  local  funds  not  available;  for  Louisiana,  Missouri,  and  New 
Mexico  data  on  expenditures  from  local  funds  incomplete. 

3  Estimated. 

*  Less  than  0.05  percent. 
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Table  7. — Old-age  assistance:  Distribution  of  payments  to  recipients,  October  1947 


State 


Number 
of  pay- 
ments 


Percent  receiving — 


Less 
than 
$10 


$10  to 


$20  to 


$30  to 


$50  to 


$60  to 


$70  to 


$80  to 


Total - 


2, 317, 193 


1.7 


15.0 


18.8 


20.9 


24.1 


8.3 


Alabama  

Alaska   ... 

Arizona  

Arkansas J   

California  

Colorado   

Connecticut  

Delaware  

District  of  Columbia. 

Florida  -  

Georgia   

Hawaii   

Idaho  _  

Illinois   

Indiana   

Iowa   

Kansas  

Kentucky  

Louisiana  

Maine   

Maryland   

Massachusetts  

Michigan.  

Minnesota  

Mississippi   

Missouri  

Montana  -  

Nebraska   

Nevada  

New  Hampshird  

New  Jersey...:  

New  Mexico  

New  York  

North  Carolina  

North  Dakota  

Ohio   

Oklahoma  

Oregon  

Pennsylvania..  

Rhode  Island  

South  Carolina  

South  Dakota  

Tennessee  

Texas   

Utah  

Vermont  

Virginia  

Washington  

West  Virginia  

Wisconsin  

Wyoming  


60, 138 
1,362 
10, 601 

42,  694 
178, 071 

43,  627 
15,  306 

1,260 
2,241 
55, 144 
77, 160 
1,827 
10,  476 
126, 475 

50,  731 
48, 391 
34,  734 
50, 182 

51,  986 
14,  691 
11,859 
86,890 
93, 124 
54, 572 
40, 392 

115,208 
10,  728 
24,896 

2,094 

6,817 
23,329 

8,317 
110, 369 
41,213 

8,890 
122,660 
96, 867 
21,905 
90,179 

8,714 
31,518 
12,329 
49, 361 
197, 924 
11,459 

5,802 
16,299 
63,576 
21, 679 
47, 307 

3,819 


4.2 
.1 
.1 
5.1 
.1 
.  1 
.5 
5.0 
.1 
.4 
12.1 
1.9 
.3 
.8 
1.2 
.5 
.5 
3.5 
6.3 
1.2 
2.1 


5.0 
.8 

(>) 
.5 

(>) 
.7 
.3 


3.6 
.7 
.4 
.1 
.3 
1.4 
1.1 
2.0 
1.3 
3.1 
.5 
.3 
1.4 
17.3 
.7 
1.4 
.6 
.1 


61.2 
4.6 
.4 

60.2 
.2 
.3 
3.8 

25.5 
5.5 
2.4 

60.2 

10.1 
2.8 
2.4 
8.9 
2.2 
3.4 

70.  7 

45.3 
5.2 

14.9 
2.1 
3.3 
2.2 

71.9 
7.2 
2.2 
2.0 
(') 
5.8 
3.3 
5.6 
2.9 

64.1 
3.4 
1.8 
.7 
3.3 
7.6 
7.0 

33.6 
6.5 

55.1 
8.1 
1.9 
6.9 

47.3 
1.8 

53.7 
3.2 
2.4 


25.9 
10.9 

1.2 
26.9 

1.3 
.5 
10.4 
40.6 
16.8 
16.6 
20.0 
20.9 
15. 1 
15.0 
34.6 
11.0 
19.9 
24.4 
31.8 
25.4 
29.6 

5.4 
15.1 
12.9 
18.6 
29.0 

9.9 
17.2 
.5 
17.5 
13.2 
29.9 
11.4 
23.5 
22.2 
12.3 

2.2 
12.4 
25.3 
17.3 
64.3 
31.2 
28.5 
41.9 

5.8 
20.3 
21.7 

3.7 
32.2 
18.3 

3.1 


6.1 
19.6 

5.0 

6.7 

3.1 

1.2 
18.4 
22.0 
27.8 
33.3 

5.6 
44.3 
28.2 
31.3 
33.0 
38.9 
32.5 

1.4 
11.5 
33.1 
28.2 
14.7 
27.4 
32.3 

4.6 
32.8 
26.6 
39.1 

4.0 
27.8 
29.5 
31.9 
18.1 

6.3 
38.3 
30.7 
15.2 
31.7 
32.1 
22.3 


40.9 
9.5 
33.9 
22.3 
34.0 
8.9 
6.7 
9.4 
31.6 
10.2 


2.3 
28.6 
14.5 
1.1 
5.0 
3.5 
59.0 
7.0 
30.8 
47.2 
2.1 
13.4 
30.4 
28.5 
22.0 
30.9 
27.0 


.3 
23.9 
78.8 


(') 
12.4 


(') 


(') 


18.7 
8.0 
.6 


71.5 
86.4 
.2 


13.8 


3.7 


1.0 


4.8 
13.4 
18.3 
.2 
10.8 

9.5 


2.3 
5.5 
1.7 
.  1 
3.0 
4.4 


1.3 

3.3 

1.6 

(') 

1.2 

1.7 


.4 
.7 
.2 
(') 
.7 


3.6 
35.1 
22.4 
25.4 
50.7 
33.3 


1.0 


0) 


.7 
20.7 

.1 
16.9 


1.5 
16.3 
2.6 
.7 


.1 
3.1 


30.2 
61.2 
25.2 
20.4 
40.9 
34.3 
17.1 
24.0 
2.5 
21.7 
33.3 
81.9 
27.3 
30.6 
23.2 


16.0 
75.0 
1.5 
12.4 
13.0 
18.8 


2.3 
2.7 
2.5 
13.6 


1.2 
1.0 


1.8 


6.3 


2.0 


7.2 
21.5 


3.2 
(>) 


1.1 
(') 


.5 
(') 


13.1 
1.8 
18.5 


5.4 
1.2 
5.6 


3.0 
.1 
2.3 


1.4 
(') 


20.2 
3.9 
15.6 
57.9 
37.3 
4.8 
31.3 
3.3 
46.3 
33.7 


4.5 


1.7 


2.5 


2.2 


30.4 
29.T 


11.9 
'20.~8 


5.0 


4.3 


1  Less  than  0.05  percent. 
1  Data  for  September  1947. 


PUBLIC  ASSISTANCE  129 
Table  8. — Aid  to  the  blind:  Distribution  of  payments  to  recipients,  October  1947 


State 


Number 
of  pay- 
ments 


Percent  receiving — 


Less 
than 
$10 


$10  to 
$19.99 


$20  to 


$30  to 
$39.99 


$40  to 


$50  to 


$60  to 


$70  to 
$79.99 


$80  to 


$90  to 


Total  

Alabama  

Arizona  .. 

Arkansas  1  

California.   

Colorado  

Connecticut  

Delaware.  

District  of  Columbia 

Florida   

Georgia  — 

Hawaii  --. 

Idaho.    

Illinois  

Indiana   

Iowa  — 

Kansas  

Kentucky  

Louisiana  

Maine   — 

Maryland   

Massachusetts  

Michigan   

Minnesota...  

Mississippi  

Montana   

Nebraska   

New  Hampshire  

New  Jersey  

New  Mexico  

New  York  

North  Carolina  

North  Dakota  

Ohio   

Oklahoma   

Oregon   

Rhode  Island  

South  Carolina  

South  Dakota  

Tennessee   

Texas  

Utah   

Vermont  ,  

Virginia  

Washington.  

West  Virginia  

Wisconsin   

Wyoming   


63, 277 


1,060 
641 
1, 616 
6,670 
387 
143 
122 
213 
2,748 
2,212 
79 
204 
4,748 
1,908 
1,  221 
948 
1,803 
1, 565 
709 
464 
1,231 
1,448 
1,006 
2,090 
412 
480 
294 
603 
395 
3,433 
2,960 
124 
3, 295 
2,548 
376 
141 
1, 237 
216 
1,782 
5,461 
135 
177 
1, 168 
645 
882 
1,277 
100 


0.8 


12.3 


20.0 


19.8 


24.6 


6.7 


3.7 


10.9 


0.7 


0.3 


1.0 
.2 

2.4 
.1 

"~7 
2.5 


3.7 


1.5 
.4 
2.2 
4.0 
.4 


.4 
1.4 
.3 


.2 
.5 
1.4 
1.0 
.6 
.3 
.2 
.7 
.6 
6.2 
.9 
.7 
.3 


S.4 


46.2 
.2 
1.8 
8.4 

19.7 
2.8 
1.7 

53.6 
(3) 
4.9 
1.8 
4.7 
3.0 
4.0 

67.5 

31.1 
4.9 

11.4 
2.4 
.8 
1.3 

21.3 
1.9 
1.2 
3.1 
1.7 
4.8 
1.8 

24.0 
3.2 
4.8 
1.0 
.5 
4.3 

25.5 
9.7 

16.0 
3.0 
3.7 
3.4 

38.2 
.8 

36.7 
2.7 
1.0 


29.7 
.6 
33.0 
.4 

5.7 

9.1 
30.3 
15.5 
12.8 
27.4 

(') 
15.2 
11.6 
29.7 
11.1 
20.0 
26.1 
29.8 
25.8 
20.0 

3.0 
10.2 

9.7 
45.2 

7.0 
16.0 
14.6 

9.6 
22.8 

7.7 
40.6 
25.8 
20.4 

1.2 
10.1 
22.7 
73.5 
48.1 
33.8 
31.6 

2.2 
14.1 
26.1 

2.0 
37.8 
16.0 

1.0 


4.2 
15.6 
.5 
14.7 
21.7 
18.8 
24.9 
27.4 
10.7 

(') 
15.2 
26.7 
32.4 
27.4 
25.7 

3.5 
21.6 
31.5 
27.6 

9.7 
17.0 
22.8 
33.0 
15.5 
32.7 
21.4 
24.9 
22.8 
14.9 
21.1 
28.2 
26.2 
13.1 
22.3 
19.9 


24.1 
25.5 
37.7 
20.0 
18.1 
17.4 

5.6 
18.7 
29.3 

7.0 


4.1 

9.7 
2.7 
1.1 
35.9 
55.2 
28.7 
31.5 
57.2 
4.6 
(J) 
21.6 
34.2 
32.3 
26.7 
25.3 
.7 
9.2 
37.4 
38.4 
34.8 
69.3 


8.4 


77.1 


2.0 
22.2 
1.4 


6.0 
11.1 


89.6 
3.1 


14.1 


7.5 


2.3 


3.1 


(>) 
21.6 
20.0 
.1 
14.7 
12.8 


<3) 

9.3 

2.7 


2.1 


(3) 
2.0 
.2 


7.5 
6.5 


4.1 
3.5 


2.3 
.6 


3.0 


.9 


.3 


1.5 
19.0 


18.8 


.2 
15.3 
2.2 
8.3 


7.6 

~5.~2 


.2 
3.8 


1.7 


75.5 
26.2 
47.6 
34.7 
20.8 
20.0 
14.0 
21.8 
23.3 
84.6 
25.5 
17.7 


18.1 
4.4 
21.7 
24.3 
18.8 


1.9 
2.4 
6.3 
4.6 
14.1 


1.5 
1.0 


.8 
2.7 
.3 


11.8 


5.5 


12.9 
24.6 


4.8 


.8 


13.0 
14.2 


12.6 
9.2 


9.0 
6.4 


2.9 
1.4 


17.6 
24.3 
27.4 
47.4 
63.8 
12.2 
20.9 
6.1 
43.8 
35.0 


9.6 


3.0 


23.7 


7.9 
21.0 


12.4 
35."0 


5.2 
12.2 


5.2 
W~9 


1.3 
.7 


1.0 
.1 


1.6 
.5 


1.9 

~i~2 


1.0 
.7 


2.0 

Te" 


2.1 
1.4 


2.2 

"iT 


'  Data  for  September  1947. 

'Not  computed  on  base  of  less  than  100  recipients. 
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Table  9. — Aid  to  dependent  children:  Distribution  of  payments  to  families, 

October  1947 


State 

Number 
ments 

Percent  receiving — 

Less 
than 
$10 

_  ■ 
$10  to 
$19.99 

$20  to 
$29.99 

$30  to 
$39.99 

$40  to 
$49.99 

$50  to 
$59.99 

$60  to 
$69.99 

$70  to 
$79.99 

$80  to 
$89.99 

$90  to 
$99.99 

$100  or 
more 

Total  

413,724 

0.9 

7.6 

14.8 

13.8 

7.9 

10.5 

8.5 

7.4 

6.5 

6.3 

16.8 

Alabama  

9,111 

3.3 

18.7 

32.0 

22.6 

11.1 

7.0 

3.3 

1.0 

.6 

.2 

.1 

Alaska   

228 

.9 

31.1 

8.3 

26.8 

18.4 

9.2 

3.5 

1.8 

Arizona   

2,169 

2.3 

6.2 

27.2 

22.9 

4.2 

16.0 

9.9 

1.1 

5.3 

2.6 

2.4 

Arkansas   

7,611 

1.7 

13.0 

30.4 

22.9 

9.0 

12.3 

6.3 

2.6 

1.2 

.6 

.1 

California  

12,326 

.2 

.7 

2.6 

7.3 

5.1 

4.4 

6.1 

8.3 

8.9 

7.8 

48.5 

Colorado  

4,211 

.4 

3.3 

5.6 

8.2 

9.4 

10.3 

12.8 

12.4 

9.9 

7.7 

20.1 

Connecticut..  - 

2,763 

.9 

2.8 

4.2 

5.2 

6.0 

8.0 

7.2 

7.8 

8.5 

8.9 

40.4 

Delaware  

315 

.6 

.6 

4.1 

3.5 

7.9 

17.5 

17.8 

1.9 

19.7 

11.4 

14.9 

District  of  Columbia. 

1,157 

1.6 

4.3 

7.0 

9.1 

10.1 

11.7 

13.1 

13.1 

10.2 

19.8 

Florida  

13, 210 

.5 

4.4 

31.4 

25.1 

1.6 

16.3 

10.0 

.4 

5.2 

2.9 

2.2 

Georgia   

6,641 

2.0 

15.3 

32.0 

23.0 

7.9 

10.4 

5.6 

1.0 

1.9 

1.0 

Hawaii  

1,132 

.1 

1.9 

6.4 

5.8 

8.0 

9.1 

7.6 

8.5 

10.0 

7.6 

35.0 

Idaho   

1,734 

.5 

3.9 

8.9 

6.3 

8.3 

7.4 

9.6 

8.4 

9.1 

7.8 

29.8 

Illinois  

21,322 

.4 

2.7 

6.1 

5.1 

7.3 

8.5 

9.8 

11.2 

10.6 

9.8 

28.6 

Indiana   -. 

7,842 

.7 

4.9 

16.4 

26.1 

17.1 

5.5 

12.9 

7.7 

1.2 

3.6 

3.8 

Iowa  

4,237 

1.7 

7.7 

11.1 

10.6 

10.5 

10.4 

9.7 

8.4 

7.0 

5.5 

17.6 

Kansas  .  

4,802 

.5 

3.1 

9.8 

7.7 

9.3 

11.0 

11.6 

11.3 

8.4 

7.1 

20.2 

Kentucky  

11,143 

.8 

35.8 

3.6 

22.6 

15.9 

9.8 

6.5 

3.2 

.5 

1.0 

.4 

Louisiana  

12, 735 

4.5 

12.6 

14.7 

19.1 

25.0 

11.3 

6.5 

3.0 

1.9 

1.6 

Maine  

1,859 

.4 

2.4 

4.5 

5.1 

8.1 

18.3 

5.1 

18.2 

3.5 

13.4 

""iEi 

Maryland  „  

5,215 

1.0 

4.1 

7.1 

7.5 

8.8 

9.7 

11.5 

11.2 

9.0 

7.8 

22.1 

Massachusetts  

9,441 

.6 

1.3 

3.3 

4.7 

4.9 

5.7 

6.7 

7.4 

8.2 

8.2 

49.0 

Michigan  — 

20,443 

.3 

2. 0 

4  2 

5.3 

6  3 

8. 0 

9.8 

24. 2 

12. 5 

9. 2 

18. 2 

Minnesota  

6,199 

.2 

2.1 

4.8 

6^2 

7^8 

22.0 

5!  4 

18!  9 

14  0 

1.6 

17^2 

Mississippi  — 

5,437 

.1 

30.6 

25.6 

31.3 

10.0 

2.2 

.3 

P) 

Missouri  

20,485 

1.4 

32.7 

25.1 

17.2 

11.0 

6.5 

3.5 

1.7 

.6 

.2 

.1 

Montana  

1,712 

...... 

3.1 

9.6 

10.6 

11.6 

10.1 

10.4 

9.0 

8.8 

7.4 

19.5 

Nebraska   

3,246 

3.3 

10.9 

6.2 

9.5 

7.7 

10.4 

12.1 

14.1 

10.6 

14.7 

New  Hampshire  

1,121 

.1 

1.5 

6.8 

5.9 

6.2 

8.7 

10.7 

9.8 

10.9 

8.7 

30.9 

New  Jersey  

4,307 

.2 

2.9 

6.8 

7.0 

6.5 

7.6 

9.0 

10.8 

10.1 

8.7 

30.3 

New  Mexico   

3,907 

13.9 

11.6 

15.3 

16.5 

14.9 

10.3 

7.0 

4.5 

2.2 

3.8 

New  York  

43,945 

'"'.l' 

1.3 

2.4 

3.2 

4.5 

5.6 

7.1 

9.7 

11.0 

10.6 

44.2 

North  Carolina  

7,958 

1.0 

14.0 

30.9 

25.0 

9.6 

10.1 

6.1 

1.0 

1.4 

.5 

.3 

North  Dakota  

1,569 

.1 

3.5 

8.0 

9.9 

8.9 

10.3 

11.5 

9.9 

7.6 

6.7 

23.5 

Ohio  

9,421 

.3 

3.9 

10.4 

13.2 

10.4 

12.2 

11.5 

8.7 

7.6 

6.7 

16.0 

Oklahoma  . 

28,968 

.2 

.8 

37.8 

24.5 

.2 

15.5 

9.4 

P) 

5.7 

3.3 

2.3 

Oregon   

2,307 

.1 

1.2 

4.4 

4.6 

8.1 

7.6 

7.5 

9.8 

9.9 

9.0 

37.9 

Pennsylvania  

38,753 

.5 

2.7 

5.3 

7.3 

9.7 

16.5 

13.0 

11.4 

8.6 

6.9 

19.2 

Rhode  Island  

2,632 

.5 

3.1 

4.5 

7.1 

8.3 

8.5 

9.3 

11.2 

12.1 

9.5 

25.8 

South  Carolina  

5,949 

6.7 

35.8 

24.9 

19.0 

9.0 

3.4 

1.0 

.2 

(») 

South  Dakota  

1,752 

.5 

3.6 

8.0 

29.9 

24.0 

15.0 

8.8 

.9 

"~5.T 

1.9 

2.1 

Tennessee   

14,322 

.3 

6.5 

25.7 

25.0 

4.3 

16.6 

11.8 

2.1 

4.9 

2.4 

1.3 

Texas   

15,443 

1.0 

5.7 

29.6 

26.1 

3.1 

16.1 

9.6 

8.8 

Utah.  

2,477 

.2 

1.5 

4.7 

4.'4 

6.9 

6.9 

6.7 

8.9 

9.3 

9.8 

41.8 

708 

.4 

6.8 

28.2 

23.6 

2.8 

15.8 

9.9 

1.0 

6.5 

2.5 

3.4 

Virginia  

4,652 

2.1 

15.3 

20.9 

20.7 

12.9 

10.4 

7.4 

3.8 

2.6 

1.5 

2.4 

Washington  

7,205 

.6 

1.6 

5.2 

4.2 

5.0 

5.5 

6.5 

9.0 

8.9 

9.5 

44.1 

West  Virginia  

10,114 

1.5 

10.7 

26.6 

21.8 

7.6 

12.3 

8.6 

4.2 

3.7 

1.9 

1.2 

Wisconsin   

7,105 

.3 

2.4 

7.5 

7.2 

7.3 

9.1 

8.5 

8.8 

9.0 

7.2 

32.6 

Wyoming  

383 

.3 

1.3 

3.4 

6.3 

5.2 

10.4 

7.0 

12.0 

10.4 

8.1 

35.6 

'  Data  for  September  1947. 
'  Less  than  0.05  percent. 
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Table  10. — Old-age  assistance:  Expenditures  for  assistance  payments  and  admin- 
istration, fiscal  years  1936-47 


Fiscal  year 

Expenditures  for  assistance  and  administration,  fiscal  year 

Recipients, 
June 

Average 
assistance 
payment, 
June 

Total 

Assistance 

Administration  1 

Federal 
funds 

State-local 
funds 

Federal 
funds 

State-local 
funds 

1936  

>  $33, 805, 000 
243, 229, 000 
360,239,000 
415, 764, 000 
474,068,000 
535,  700, 000 
602, 052, 000 
652, 901, 000 
720, 416, 000 
743, 981,000 
806, 349, 000 
960,295,000 

'$16,602,000 
119,095,010 
174,085,000 
198,645,000 
220,414,000 
251,  254, 000 
282. 649, 000 
305,748,000 
326, 845, 000 
335, 453, 000 
354, 983, 000 
472, 007, 000 

'$17,203,000 
124, 134, 000 
186, 154, 000 
217, 119, 000 
229, 572, 000 
253, 799, 000 
285, 698, 000 
310,512,000 
352, 487, 000 
366, 498, 000 
406,604,000 
438, 262, 000 

603, 710 
1, 290, 673 
1, 659, 295 
1,845,040 
1, 969,  743 
2, 170, 500 
2, 253,  522 
2,170,090 
2, 087, 748 
2,038,443 
2, 108, 216 
2,271,007 

$15.99 
18. 91 
19.48 
19.43 
19.92 
21.08 
21.83 
24.61 
27.56 
29.46 
31.48 
36.04 

1937  

1938  

1939  

1940  

1941   

1942  

1943.  

1944  

1945  

1946  

1947.  

$8,600,000 
12, 060, 000 
13, 746, 000 
15, 320, 000 
16, 216, 000 
16, 655, 000 
17, 529, 000 
23, 336, 000 

$15, 482, 000 
18, 687, 000 
19, 959, 000 
21, 321, 000 
24,868,000 
25, 375, 000 
27,233,000 
26, 690, 000 

'  Data  for  1936-39  not  available.  »  Represents  data  for  February-June. 


Table  11. — Aid  to  the  blind:  Expenditures  for  assistance  payments  and  administra- 
tion for  State-Federal  programs,  fiscal  years  1936-47 


Fiscal  year 

Expenditures  for  assistance  and  administration,  fiscal  year 

Recipients, 
June 

Average 
assistance 
payment, 
June 

Total 

Assistance 

Administration 1 

Federal 
funds 

State-local 
funds 

Federal 
funds 

State-local 
funds 

1936  

» $1, 810, 000 
8,981,000 
11,339,000 
11, 906,000 
13,791,000 
16,043,000 
16,541,000 
17,965,000 
20,595,000 
21,729,000 
23,500,000 
28,113,000 

>  $885, 000 
4, 213, 000 
5,046,000 
5,170,000 
5,805,000 
6,483,000 
7,097,000 
7,720,000 
8, 729, 000 
9,350,000 
9,658,000 
12,834,000 

>  $925, 000 
4,678,000 
6,293,000 
6,736,000 
7,015,000 
7,243,000 
7,919,000 
8,563,000 
9,739.000 
10,452,000 
11, 751,000 
12,894,000 

17, 571 
35,042 
38,783 
44,579 
47,538 
49,817 
54,378 
53,712 
56,834 
55,466 
57, 616 
62,085 

$2110 

24.96 
23.32 
23.22 
23.53 
23.67 
24.37 
25.94 
28.64 
30.27 
32.89 
37.87 

1937   

1938  

1939  

1940-  

1941  

1942  

1943  

1944  

1945.  

1946  

1947  

$365,000 
627,000 
733,000 
834,000 
1, 054,000 
955,000 
1,037,000 
1, 184,000 

$606,000 
690,000 
792,000 
848,000 
1,073,000 
972,000 
1,054,000 
1, 201,000 

1  Data  for  1936-39  not  available.  1  Represents  data  for  February- June. 


Table  12. — Aid  to  dependent  children:  Expenditures  for  assistance  payments  and 
administration  for  State-Federal  programs,  fiscal  years  1936—47 


Fiscal 
year 

Expenditures  for  assistance  and  administration,  fiscal  year 

Recipients,  June 

Average 
assistance 
payments, 
June 

Total 

Assistance 

Administration  1 

Federal 
funds 

State-local 
funds 

Federal 
funds 

State-local 
funds 

Families 

Children 

Per 
family 

Per 
child 

1936 

» $5, 621, 000 
40. 774, 000 
79,694,000 
102, 796, 000 
128, 259. 000 
152  793, 000 
167, 824. 000 
161,926,000 
148,099,000 
151,398,000 
188,868,000 
275,624,000 

'$1,691,000 
12, 005, 000 
22, 269, 000 
27,544,000 
40,403,000 
57, 528, 000 
62, 774, 000 
58,627,000 
50, 266, 000 
48,  520, 000 
54,869,000 
95,876,000 

'$3,930,000 
28,769,000 
57, 425, 000 
75, 252, 000 
78,468,000 
84,063,000 
91, 636, 000 
89,754,000 
84,  891, 000 
89,564,000 
117,931,000 
158, 459, 000 

69,664 
171, 434 
243,422 
297,344 
333,  018 
379,  655 
391,  755 
301, 353 
260, 126 
255,577 
311,250 
396,098 

175, 144 
421.868 
603,335 
717, 989 
801, 754 
916, 895 
943,079 
740,031 
651,208 
646.675 
799, 325 
1,009,360 

$23.46 
30.56 
31.40 
31. 21 
32.09 
33. 01 
33.87 
38.96 
43. 13 
47.46 
53.71 
61.68 

$9.33 
12.42 
12.67 
12.92 
13.33 
13. 67 
14.07 
15.86 
17.23 
18.76 
20.91 
24.21 

1937 

1938  

1939 

1940 

1941  

1942 
1943 
1944 
1945 
1946 
1947 

$3, 771, 000 
5, 516, 000 
6,  649, 000 
6,  764, 000 
6,  402, 000 
6,637,000 
8,008,000 

10, 626, 000 

$5,617,000 
5,686,000 
6,865,000 
6, 791, 000 
6, 540, 000 
6,677,000 
8,060,000 

10, 663, 000 

>  Data  for  1936-39  not  available. 


>  Represents  data  for  February-June. 
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Table  13.— General  assistance:  Expenditures  for  assistance  payments  and  admin- 
istration, fiscal  years  1936-47 


Fiscal  year 

Expenditures  for  assistance  and  adminis- 
tration, fiscal  year 

Cases  re- 
ceiving 
assistance, 
June 

Average, 
assistance 
payment, 
June 

Total' 

Assistance 

Administra- 
tion 1 

1936   _ 

'$239,390,000 
401,  430, 000 
451, 410, 000 
472, 359, 000 
444,450,000 
336,  945, 000 
219, 413, 000 
137, 441, 000 
95,  367,  000 
85,  545, 000 
100, 960,  000 
143, 836, 000 

1,556,000 
1,277,000 
1,648,000 
1,568,000 
1, 354,000 
934,000 
607,000 
354,000 
258,000 
234,000 
278,000 
335,000 

$21.42 
22.10 
22.30 
23. 72 
23.22 
22.03 
23.30 
26.19 
27.87 
29.07 
32.67 
39.18 

1937  

1938    

1939   

1940  

$493, 896, 000 
389, 935, 000 
262, 088, 000 
166, 876, 000 
116, 878, 000 
104, 763, 000 
121, 061, 000 
168, 173, 000 

$49,  446, 000 
52, 990, 000 
42, 675, 000 
29,  435,  000 
21,  611, 000 
19,  218, 000 
20, 101, 000 
24,337,000 

1941    

1942    

1943  

1944    

1945   .  

1946     

1947    

'  Data  for  1936-39  not  available;  data  incomplete  for  1940-47. 
•  Represents  data  for  January-June. 

Table  14.' — General  assistance:  Percentage  of  assistance  payments  met  from  State 
funds,  fiscal  year  ended  June  SO,  1947 


State 


None: 

California  

Florida  

Georgia  

Idaho  

Indiana  

Iowa  1  

Kentucky  

Mississippi  _. 

Nebraska  

Nevada.   

New  Hampshire - 
North  Carolina. . 

South  Dakota  

Tennessee.  

Texas  

Less  than  25: 

Vermont..  

Wisconsin  

Montana  

Massachusetts. . . 
Minnesota  

25  to  49: 

North  Dakota  

Maine  

West  Virginia  

Kansas  


Percent 


0.3 
2.6 
14.9 
23.2 
23.4 

31.1 
32.0 
32.1 
33.0 


State 


25  to  49— Continued 

New  Jersey  

Connecticut  

Illinois   

Alabama.  _. 

Maryland  

Colorado  

50  to  74: 

Delaware..  

Michigan  

Virginia  

Oklahoma  

Washington  

Rhode  Island... 

75  or  more: 

Louisiana  

Wyoming..  

New  York  

Utah  J  

South  Carolina- 
Oregon  

New  Mexico  

Missouri  

Arizona  

Arkansas  

Ohio  

Pennsylvania... 


Percent 


36.1 
45.3 
46.9 
48.4 
49.7 
49.8 

50.0 
51.6 
53.1 
58.8 
68.1 
70.0 

77.6 
80.3 
80.9 
85.0 
90.6 
95.7 
98.5 
99.1 
100.0 
100.0 
100.0 
100.0 


1  Some  State  funds  are  available  though  none  was  expended  during  this  fiscal  year. 
•  As  of  July  1,  1947,  the  State  assumed  all  financial  responsibility. 
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Table  15.- — Statutory  residence  provisions  for  public  assistance  programs  under 
Social  Security  Act,  February  19^8 


State 

5  years  1 

3  years » 

2  years » 

1  year 

None  * 

Old- 
age 
assist- 
ance 

Aid 
to  the 
blind 

Old- 
age 
assist- 
ance 

Aid 
to  the 
blind 

Old- 
age 
fissist" 
ance 

Aid 
to  the 
blind 

Old- 

age 
assist- 
ance 0 

Aid 
to  the 
blinds 

Aid 
to  de- 
pend- 
ent 
chil- 
dren6 

Old- 
age 

n  cci  cfr- 

Aid 
to  the 
blind 

Aid 

ent  * 
chil- 
dren 

Alabama 

X 

X 

x 

Alaska 

y 

X 

X 
X 
X 

y 
A 

X 
X 
X 

y 

A 

X 

KJ 

Arizona 

'X 

Arkansas 

y_ 

'X 

C  al  if oniia 

x 

X 
X 
X 
X 
X 

7  x 
7  x 

X 

7  x 

o  X 

A. 

Colorado 

Connecticut 

Delaware 

District  of  Columbia 

Florida 

Georgia 

X 

y 

-A. 
"V" 

A. 

X 
X 
X 
'X 

x 

Hawaii 

X 

y 
A 

X 
X 
X 
X 

Idaho 

Illinois 

Indiana 

X 
X 
X 

'X 
X 

Iowa 

JtCansas 

Kentucky 

X 

X 

X 

Louisiana 

X 

'X 

X 

y 

X 
X 
X 
X 

Maine 

X 

X 

X 

'X 

Massachusetts.  __  _._ 

X 

7  x 

Michigan 

X 
X 

'X 

Minnesota 

y 
A. 

M  ississip  pi 

x 

X 

Iv 

X 

Missouri 

y 
A 

X 
X 
X 
X 

X 
X 
X 

Montana 

X 

Nebraska 

y 
A 

Nevada 

K  ) 

K  } 

New  Hampshire 

X 
X 

y 
A 

X 
X 

New  Jersey 

X 

New  Mexico 

m 

(4,  J) 

«x 

X 

<-'X 
X 

New  York 

X 

North  Carolina 

X 

X 
X 

X 
X 
X 
X 
X 
X 

North  Dakota   _ 

X 

Ohio  —  _ 

X 
X 
X 

'X 
'X 
X 

Oklahoma   __;  

Oregon  

X 

X 

(8) 
X 

X 

X 

'X 

X 
X 
X 
X 

South  Dakota  

X 

X 

Tennessee    

X 
X 

X 
X 

Texas   

Utah   

X 

X 

X 

Vermont   

X 

'X 

X 
X 
X 
X 

Virginia  _   

X 
X 

X 
'X 

Washington  

X 
X 
X 

X 
'  X 
X 

X 

X 

1  With  the  exception  of  Alaska  and  Colorado,  the  provision  is  residence  in  the  State  for  5  of  last  9  years 
including  1  year  immediately  preceding  application.  Alaska  and  Colorado  do  not  require  the  year 
immediately  preceding  application. 

1  With  the  exception  of  Vermont,  the  provision  is  residence  in  the  State  for  3  of  last  9  years  Including  1 
year  immediately  preceding  application.  Vermont  requires  3  of  last  10  years  and  does  not  require  the  year 
immediately  preceding  application. 

J  The  provision  is  residence  in  the  State  for  2  of  last  9  years  including  1  year  immediately  preceding  appli- 
cation. 

4  Although  New  Mexico  has  no  statutory  residence  provision,  there  is  an  administrative  requirement  of 
5  of  last  9  years,  including  1  year  immediately  preceding  application. 

4  These  States  require  residence  of  1  year  immediately  preceding  application.  Georgia  provides  that 
a  person  must  have  been  a  "bona  fide  resident"  of  the  State  for  not  less  than  1  year. 

•  States  listed  in  this  column  vary  in  minor  detail  from  a  basic  1  year  requirement. 
'  Residence  requirement  waived  if  persons  became  blind  while  residing  in  State. 

•  No  approved  State  plan. 

'  Residence  requirement  reduced  to  1  year  immediately  preceding  application  if  person  became  blind 
while  residing  in  District  of  Columbia. 
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Table  16. — Federal  grants  for  public  assistance  per  capita,  by  State,  1946-1947 


State  (in  order  of  1946  per  capita  income) 

x  ederal 
grants 

certified 
1946-47 

(OOO's) 
(1) 

i 

tion  1V40 

(OOO'S) 
(2) 

r ederal 
grants 

per 
capita 

(1)-K2) 
(3) 

rQT  capita 
income 
1946 

(4) 

Federal 
grant  per 
capita  as 
percent  of 
total  per 
capita 

income 

(3)-s-(4) 
(6) 

Continental  United  States  -- 

$612,720 

138,394 

$4.43 

$1,200 

0.37 

Nevada  

563 

134 

4.22 

1,703 

.25 

New  York     

40,580 

13,693 

2.96 

1,633 

.18 

District  of  Columbia  

1,067 

815 

1. 31 

1,669 

.08 

53,733 

9,342 

6.75 

1,631 

.38 

New  Jersey    

6,997 

4,217 

1.66 

1,494 

.11 

Delaware   -  -  - 

319 

286 

1.12 

1,493 

.08 

Illinois   

38,727 

7,946 

4.87 

1,486 

.33 

Connecticut.  -   

4,588 

1,958 

2.34 

1,465 

.16 

3,236 

477 

6.79 

1,394 

.49 

Massachusetts    

25,797 

4,568 

5.65 

1,356 

.42 

Rhode  Island    

2,555 

735 

3.47 

1,347 

.26 

21,525 

2,168 

9.93 

1,346 

.74 

Ohio   

32,028 

7,499 

4.27 

1,302 

.33 

Maryland   

4,313 

2,109 

2.05 

1,293 

.16 

Wyoming  

1,229 

260 

4.73 

1,264 

.37 

Idaho  _    

3,163 

470 

6.72 

1,243 

.54 

33,107 

10,004 

3.31 

1,238 

.27 

South  Dakota  —  

3,238 

547 

5.92 

1,228 

.48 

Michigan  

27,727 

6,050 

4.58 

1,215 

.38 

Wisconsin  

13,014 

3, 163 

4.12 

1,198 

.34 

Colorado.  —  - 

12,486 

1,103 

11.32 

1,196 

.95 

Oregon  

6,596 

1,449 

4,55 

1,188 

.38 

Iowa   _   

12, 191 

2,541 

4.80 

1,183 

.41 

Nebraska  

7,299 

1,269 

5.76 

1,164 

.49 

North  Dakota    

2,763 

537 

5.14 

1, 162 

.44 

Indiana  -   

14,728 

3,745 

3.93 

1,168 

.34 

Missouri  

29,766 

3,766 

7.90 

1, 143 

.69 

Minnesota    

14,299 

2,818 

5.07 

1,090 

.47 

1,289 

353 

3.65 

1,085 

.34 

Utah    

4,475 

623 

7.18 

1,063 

.68 

Kansas  

8,867 

1,835 

4,83 

1,062 

.46 

New  Hampshire  —    

1,943 

513 

3.78 

L048 

.36 

Maine  

4,444 

874 

5.08 

1,044 

.49 

Florida    _  

15,027 

2,249 

6.68 

1,010 

.66 

3,869 

617 

6.27 

995 

.63 

Texas.-  —    

40,644 

6,809 

5.97 

954 

.63 

Virginia   

3,370 

2,886 

1. 17 

952 

.12 

5,026 

1,806 

2.78 

914 

.30 

2, 772 

519 

5.34 

911 

.69 

9,263 

2,987 

3.10 

843 

.37 

Oklahoma  

32, 674 

2,211 

14.78 

825 

1.79 

North  Carolina   

6,749 

3,573 

L'SB 

817 

.23 

Georgia   __  

10,898 

3,088 

3.53 

809 

.44 

10,985 

2,469 

4.45 

784 

.57 

7,661 

2,698 

2.84 

778 

.37 

Alabama  

8,054 

2,774 

2.90 

733 

.40 

South  Carolina  

6,046 

1,883 

2.68 

729 

.37 

Arkansas     

6,067 

1,877 

3.23 

697 

.46 

Mississippi..  -   

5,959 

2,081 

2.86 

555 

.62 

Note. — Computations  in  Column  3  based  on  unrounded  data. 

Source:  Column  1,  annual  report,  Federal  Security  Agency,  1947,  p.  166;  column  2,  estimated  by  Bureau 
of  the  Census;  column  4,  Survey  of  Current  Business,  August  1947. 


Appendix  III-B.  Memorandum  of  Dissent  by  Four  Members 
from  the  Majority  Report  with  .Respect  to  Federal  Partic- 
ipation in  General  Assistance 

Those  opposing  the  extension  of  Federal  grants  to  include  general 
assistance  are  fully  cognizant  of  the  pressing  need  to  improve  the 
standards  and  effectiveness  of  this  type  of  social-welfare  program. 
They  believe,  however,  that  the  extension  and  liberalization  of  the 
social  insurances  and  the  improvement  of  the  program  for  aid  to 
dependent  children  currently  recommended  by  this  Council,  if  adopted, 
will  in  time  materially  reduce  the  burden  of  general  assistance  to  be 
borne  by  the  States  and  localities.  Further,  they  are  convinced  that 
general  assistance  for  persons  of  working  age  is  in  particular,  under  our 
form  of  government,  the  responsibility  of  the  State  and  locality,  since 
sustained  and  immediate  participation  by  community  representatives 
is  essential  to  the  effective  and  economical  administration  of  this  form 
of  assistance.  They  would  favor  the  broadening  of  the  existing  pro- 
gram of  Federal  participation  in  State  aid  to  the  blind  to  cover  persons 
of  working  age  who  are  totally  and  permanently  disabled  by  other 
specified  physical  impairments  of  an  equally  serious  and  demonstrable 
character. 
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Robert  M.  Ball,  staff  director. 
Fedele  F.  Fauri,  research  director. 
Leona  V.  MacKinnon,  executive  assistant. 
Helen  Livingston,  research  assistant. 

Donald  S.  Howard,  director,  department  of  social-work  adminis- 
tration, Russell  Sage  Foundation,  acted  as  consultant. 
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UNEMPLOYMENT  INSURANCE 


INTRODUCTION  AND  SUMMARY 

Characteristics  of  State-Federal  Unemployment  Insurance 

During  the  long  and  deep  depression  of  the  1930's,  the  United  States 
became  acutely  aware  of  the  plight  of  millions  of  men  and  women  who 
were  unemployed  through  no  fault  of  their  own.  Although  up  to  that 
time,  only  one  State  had  enacted  an  unemployment  insurance  law,  the 
Federal  Government  took  steps  in  1935  to  provide  unemployment  in- 
surance at  an  early  date  for  a  large  proportion  of  the  industrial  and 
commercial  labor  force.  The  Social  Security  Act  of  1935,  however, 
did  not  set  up  a  single  Federal  system  of  unemployment  insurance. 
Rather,  through  a  tax-offset  device,  it  encouraged  the  States  to  estab- 
lish their  own  systems  conforming  to  a  few  broad  Federal  standards. 
Within  2  years,  the  48  States,  the  District  of  Columbia,  Alaska,  and 
Hawaii  had  unemployment  insurance  laws. 

The  Federal  Government  levies  a  3  percent  tax  on  the  pay  rolls  of 
employers  in  business  and  industry  who  have  eight  or  more  em- 
ployees. This  tax  can  be  offset — up  to  90  percent — by  contributions 
paid  by  employers  under  approved  State  laws.  A  State  law  can  be 
approved  only  if  the  funds  collected  under  it  are  deposited  to  the 
State's  account  in  a  trust  fund  in  the  Federal  Treasury  to  be  used  by 
the  State  exclusively  for  the  payment  of  unemployment  insurance 
benefits.  Furthermore,  the  benefits  provided  under  the  State  law 
must  be  paid  through  public  employment  offices  "or  such  other  agencies 
as  the  Federal  Security  Administrator  may  approve."  In  general, 
no  Federal  standards  have  been  established  relating  to  such  benefit 
rights  as  the  amount  or  duration  of  benefits.  One  Federal  standard 
relating  to  benefits,  however,  was  set  as  a  condition  for  tax  offset; 
namely,  that  benefits  under  the  State  law  shall  not  be  denied  to  any 
otherwise  eligible  individual  for  refusing  to  accept  new  work  ( 1)  if  the 
position  offered  is  vacant  due  directly  to  a  labor  dispute;  (2)  if  the 
working  conditions  offered  are  substantially  less  favorable  than  those 
prevailing  for  similar  work  in  the  locality;  or  (3)  if,  as  a  condition 
of  employment,  the  individual  must  join  a  company  union  or  resign 
from  or  refrain  from  joining  any  bona  fide  labor  organization. 

As  an  incentive  to  employment  stabilization,  employers  were 
allowed  credit  against  the  Federal  tax,  not  only  for  contributions 
actually  paid,  but  also  for  contributions  which  were  waived  because 
the  employer's  contribution  rate  was  reduced  by  the  State  on  the 
basis  of  his  experience  with  unemployment  "or  other  factors  directly 
related  to  Unemployment  risk." 

In  addition  to  stimulating  the  enactment  of  State  unemployment 
insurance  laws,  the  Federal  Government  undertook  to  assure  adequate 
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Nation-wide  provision  for  administering  the  program,  by  authorizing 
grants  to  States  to  meet  the  total  cost  necessary  for  proper  and  effi- 
cient administration  of  their  laws.  Although  technically  made  from 
the  general  Federal  Treasury,  it  is  clear  from  the  hearings  and  com- 
mittee reports  that  these  grants  were  thought  of  as  being  financed  by 
the  0.3  percent  of  covered  pay  rolls  which  constitutes  the  income  to 
the  Federal  Government  from  the  Federal  Unemployment  Tax  Act. 
These  administrative  grants  were  to  enable,  and  also  require,  the 
States  to  use  methods  of  administration  reasonably  calculated  to 
insure  the  full  payment  of  benefits  when  due,  to  provide  for  fair 
hearings  to  those  whose  claims  are  denied,  to  make  reports,  and  to 
cooperate  effectively  with  public  works  agencies  and  the  Railroad 
Retirement  Board.  A  State  was  not  entitled  to  the  grants  if  these 
conditions  were  not  met  or  if,  in  the  administration  of  the  State 
law,  benefits  were  denied  in  a  substantial  number  of  cases  to  indi- 
viduals entitled  thereto  under  the  State  law.  Except  for  these  very 
general  Federal  standards,  each  of  the  51  systems  has  established 
its  own  eligibility  requirements,  benefit  amounts  and  duration,  waiting 
periods,  disqualification  rules,  and  administrative  procedures. 

The  Council  has  studied  the  present  State-Federal  arrangements, 
and  the  majority  approves  the  basic  principles  of  the  system.  In  the 
opinion  of  the  majority  (1)  the  State  is  the  proper  unit  to  determine 
the  benefit  provisions  which  will  meet  the  varying  conditions  in  dif- 
ferent parts  of  the  country;  (2)  State  laws  can  assure  more  adequate 
benefits  in  highly  industrialized  areas;  and  (3)  the  State-Federal 
program  has  shown  over  the  past  10  years  that  it  is  capable  of  making 
progress.  In  most  States  the  minimums,  maximums,  and  average 
weekly  payments  have  risen,  durations  have  increased,  waiting  periods 


Five  members  of  the  Council,  however,  favor  the  establishment  of 
a  single  national  system  of  unemployment  insurance.  (See  appendix 
IV-C. )  In  their  opinion  unemployment  is  essentially  a  national  prob- 
lem and  is  an  inappropriate  area  for  State  operation.  They  point  out 
that  many  workers  move  from  State  to  State  in  their  search  for 
work  and  that  labor  markets  cut  across  State  lines.  The  maintenance 
of  51  separate  systems,  each  with  its  own  reserve,  is  in  their  opinion 
actuarially  unsound.  They  also  feel  that  the  effectiveness  of  the 
various  State  plans  has  been  diminished  by  the  growing  restrictions 
on  benefits  and  that  the  progressive  changes  in  the  benefit  provisions 
of  State  laws  have  not  kept  pace  with  increasing  wages  and  prices. 
Four  of  these  members  would  join  with  the  majority,  however,  in 
the  recommendations  included  in  this  report  for  the  improvement  of 
the  State-Federal  system  should  the  Congress  decide  against  the 
establishment  of  a  national  program.  One  member  is  not  signing 
the  recommendations  of  the  Council  since  he  disagrees  with  some  of 
the  most  important  ones  even  under  a  continued  State-Federal  system. 
(See  appendix  IV-C.) 

Deficiencies  in  the  Present  Program 

The  dual  nature  of  the  State-Federal  plan  for  unemployment  in- 
surance has  limited  the  scope  of  the  Council's  work.  Since  the  actual 
administration  of  unemployment  benefits  is  the  responsibility  of  48 
States,  the  District  of  Columbia,  and  the  Territories  of  Alaska  and 
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Hawaii,  it  would  have  been  impracticable  for  the  Council  to  have  made 
a  detailed  investigation  of  administration  in  each  jurisdiction.  The 
Council,  however,  has  studied  the  basic  principles  and  operations  of 
the  State-Federal  program  and  finds  five  major  deficiencies : 

1.  Inadequate  coverage. — Only  about  7  out  of  10  employees  are  now 
covered  by  unemployment  insurance. 

2.  Benefit  financing  which  operates  as  a  harrier  to  liberalizing  benefit 
provisions. — The  present  arrangements  permit  States  to  compete  in 
establishing  low  contribution  rates  for  employers  and  therefore  dis- 
courages the  adoption  of  more  adequate  benefit  provisions. 

3.  Irrational  relationship  between  the  contribution  rates  and  the 
cyclical  movements  of  business. — The  present  arrangements  tend  to 
make  the  contribution  rate  fluctuate  inversely  with  the  volume  of  em- 
ployment, declining  when  employment  is  high  and  when  contributions 
to  the  unemployment  compensation  fund  are  easiest  to  make  and  in- 
creasing when  employment  declines  and  when  the  burden  of  contribu- 
tions is  greatest. 

4.  Administrative  deficiencies. — Improvement  is  needed  in  methods 
of  financing  administrative  costs,  provisions  for  determining  eligibil- 
ity and  benefit  amount  in  interstate  claims,  procedures  for  developing 
interstate  claims,  and  methods  designed  to  insure  prompt  payments  on 
all  valid  claims  and  to  prevent  payments  on  invalid  claims. 

5.  Lack  of  adequate  employee  and  citizen  participation  in  the  pro- 
gram.— Workers  now  have  less  influence  on  guiding  the  administration 
of  the  program  and  developing  legislative  policy  than  they  should,  and 
some  employees,  employers,  and  members  of  the  general  public  tend  to 
regard  unemployment  compensation  more  as  a  hand-out  than  as  social 
insurance  earned  by  employment,  financed  by  contributions,  and  pay- 
able only  to  those  who  satisfy  eligibility  requirements. 

The  Council  has  also  made  recommendations  on  other  points,  but 
has  mainly  proposed  measures  designed  to  remedy  these  major  defects. 
The  recommendations  apply  only  to  the  continental  United  States, 
Hawaii,  and  Alaska.  The  Council,  in  its  report  on  old-age  and  sur- 
vivors insurance,  proposed  that  a  special  commission  should  be  estab- 
lished to  determine  the  various  types  of  social-security  protection 
appropriate  to  Puerto  Rico,  the  Virgin  Islands,  Guam,  and  other 
possessions  of  the  United  States.1 

Recommendations  for  Improvement  of  the  Program 

A  summary  of  the  Council's  recommendations  follows : 

1.  Employees  of  small  firms. — The  size-of-firm  limitation  on 
coverage  in  the  Federal  Unemployment  Tax  Act  should  be  removed, 
and  employees  of  small  firms  should  be  protected  under  unemployment 
insurance  just  as  they  are  now  protected  under  old-age  and  survivors 
insurance. 

2.  Employees  of  nonprofit  organizations. — The  Federal  Unem- 
ployment Tax  Act  should  be  broadened  to  include  employment  by  all 
nonprofit  organizations,  except  that  services  performed  by  clergy- 
men and  members  of  religious  orders  should  remain  excluded.  The 
exclusion  of  domestic  workers  in  college  clubs,  fraternities,  and  soror- 
ities by  the  1939  amendments  to  the  Federal  Unemployment  Tax  Act 


1  See  p.  28. 
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should  be  repealed  so  that  these  workers  will  again  be  protected  under 
all  State  laws. 

3.  Federal  civilian  employees. — Employees  of  the  Federal  Govern- 
ment and  its  instrumentalities  should  receive  unemployment  benefits 
through  the  State  unemployment  insurance  agencies  in  accordance 
with  the  provisions  of  the  State  unemployment  insurance  laws.  The 
States  should  be  reimbursed  for  the  amounts  actually  paid  in  benefits 
based  on  Federal  employment.  If  there  is  employment  under  both 
the  State  system  and  for  the  Federal  Government  during  the  base 
period,  the  wage  credits  should  be  combined  and  the  States  should  be 
reimbursed  in  the  proportion  which  the  amount  of  Federal  employ- 
ment or  wages  in  the  base  period  bears  to  the  total  employment  or 
wages  in  the  base  period.  The  special  provisions  for  federally  em- 
ployed maritime  workers  should  be  extended  until  this  recommenda- 
tion for  covering  all  Federal  employees  becomes  effective. 

4.  Members  of  the  armed  forces. — Members  of  the  armed  forces 
who  do  not  come  under  the  servicemen's  readjustment  allowance  pro- 
gram should  be  protected  by  unemployment  insurance. 

5.  Borderline  agricultural  workers. — To  afford  protection  to  cer- 
tain workers  excluded  by  the  1939  amendments  to  the  Federal  Unem- 
ployment Tax  Act,  defining  agricultural  labor,  coverage  of  that  act 
should  be  extended  to  services  rendered  in  handling,  packing,  pack- 
aging, and  other  forms  of  processing  agricultural  and  horticultural 
products,  unless  such  services  are  performed  for  the  owner  or  tenant 
of  the  farm  on  which  the  products  are  raised  and  he  does  not  employ 
five  or  more  persons  in  such  activities  in  each  of  four  calendar  weeks 
during  the  year.  Coverage  should  also  be  extended  to  services  now 
defined  as  agricultural  labor  by  section  1607  (1)  (3)  of  the  Unem- 
ployment Tax  Act. 

6.  Inclusion  of  tips  in  the  definition  of  wages. — The  definition  of 
wages  contained  in  section  1607  (b)  of  the  Federal  Unemployment 
Tax  Act  should  be  amended  to  specify  that  such  wages  shall  include 
all  tips  or  gratuities  customarily  received  by  an  employee  from  a 
customer  of  an  employer. 

7.  Contributory  principle. — To  extend  to  unemployment  insurance 
the  contributory  principle  now  recognized  in  old-age  and  survivors 
insurance,  a  Federal  unemployment  tax  should  be  paid  by  employees 
as  well  as  employers.  Employee  contributions  to  a  State  unemploy- 
ment-insurance fund  should  be  allowed  to  offset  the  Federal  employee 
tax  in  the  same  manner  as  employer  contributions  are  allowed  to  off- 
set the  Federal  tax  on  employers.  The  employee  tax  would  be  col- 
lected by  employers  and  paid  by  them  when  they  pay  their  own  unem- 
ployment tax. 

8.  Maximum  wage  base. — To  take  account  of  increased  wage  levels 
and  costs  of  living,  and  to  provide  the  same  wage  base  for  contribu- 
tions and  benefits  as  that  recommended  for  old-age  and  survivors 
insurance,  the  upper  limit  on  earnings  subject  to  the  Federal  unem- 
ployment tax  should  be  raised  from  $3,000  to  $4,200. 

9.  Minimum  contribution  rate. — The  Federal  unemployment  tax 
should  be  0.75  percent  of  covered  wages  payable  by  employers  and 
0.75  percent  payable  by  employees.  The  taxpayer  should  be  allowed 
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to  credit  against  the  Federal  tax  the  amount  of  contributions  paid  into 
a  State  unemployment  fund,  but  this  credit  should  not  exceed  80 
percent  of  the  Federal  tax.  Since  no  additional  credit  against  the 
Federal  tax  should  be  allowed  for  experience  rating,  the  States  would, 
in  effect,  be  required  to  establish  a  minimum  rate  of  0.6  percent  on 
employers  and  0.6  percent  on  employees. 

10.  Loan  fund. — The  Federal  Government  should  provide  loans  to 
a  State  for  the  payment  of  unemployment-insurance  benefits  when  a 
State  is  in  danger  of  exhausting  its  reserves  and  covered  unemploy- 
ment in  the  State  is  heavy.  The  loan  should  be  for  a  5-year  period 
and  should  carry  interest  at  the  average  yield  of  all  interest-bearing 
obligations  of  the  Federal  Government. 

11.  Standards  on  experience  rating. — If  a  State  has  an  experience 
rating  plan,  the  Federal  act  should  require  that  the  plan  provide:  (1) 
a  minimum  employer  contribution  rate  of  0.6  percent ;  (2)  an  employee 
rate  no  higher  than  the  lowest  rate  payable  by  an  employer  in  the 
State;  and  (3)  a  rate  for  newly  covered  and  newly  formed  firms  for 
the  first  3  years  under  the  program  which  does  not  exceed  the  average 
rate  for  all  employers  in  the  State. 

12.  Combining  wage  credits  earned  in  more  than  one  State  and 
processing  interstate  claims. — The  Social  Security  Administration 
should  be  empowered  to  establish  standard  procedures  for  combining 
unemployment-insurance  wage  credits  earned  in  more  than  one  State 
and  for  processing  interstate  claims.  These  procedures  should  be 
worked  out  in  consultation  with  the  administrators  of  the  State  pro- 
grams and  should  provide  for  the  combination  of  wage  credits  not 
only  when  eligibility  is  affected  but  also  when  such  combination  would 
substantially  affect  benefit  amount  or  duration.  All  States  should  be 
required  to  follow  the  prescribed  procedures  as  a  condition  of  receiv- 
ing administrative  grants.  Similar  procedures  should  be  worked  out, 
in  cooperation  with  the  Railroad  Retirement  Board,  for  combining 
wage  credits  earned  under  the  State  systems  and  under  the  railroad 
system. 

13.  Financing  administrative  costs. — Income  from  the  Federal  Un- 
employment Tax  Act  should  be  dedicated  to  unemployment-insurance 
purposes.  One-half  of  any  surplus  over  expenses  incurred  in  the 
collection  of  the  tax  and  the  administration  of  unemployment  insur- 
ance and  the  employment  service  should  be  appropriated  to  the  Fed- 
eral loan  fund,  and  one-half  of  the  surplus  should  be  proportionately 
assigned  to  the  States  for  administration  or  benefit  purposes.  A  con- 
tingency item  should  be  added  to  the  regular  congressional  appropria- 
tion for  the  administration  of  the  employment-security  programs. 
The  administrative  standards  in  the  Social  Security  Act  should  be 
applicable  to  the  expenditure  of  the  surplus  funds  as  well  as  to  ex- 
penditures of  the  funds  originally  appropriated. 

14.  Clarification  of  Federal  interest  in  the  proper  payment  of 
claims. — The  Social  Security  Act  should  be  amended  to  clarify  the 
interest  of  the  Federal  Government  not  only  in  the  full  payment  of 
benefits  when  due,  but  also  in  the  prevention  of  improper  payments. 

15.  Standards  for  disqualifications. — A  Federal  standard  on  dis- 
qualifications should  be  adopted  prohibiting  the  States  from  (1)  re- 
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ducing  or  canceling  benefit  rights  as  the  result  of  disqualification  except 
for  fraud  or  misrepresentation,  (2)  disqualifying  those  who  are  dis- 
charged because  of  inability  to  do  the  work,  and  (3)  postponing 
benefits  for  more  than  6  weeks  as  the  result  of  a  disqualification 
except  for  fraud  or  misrepresentation. 

16.  Study  of  supplementary  plans. — The  Congress  should  direct  the 
Federal  Security  Agency  to  study  in  detail  the  comparative  merits  in 
times  of  severe  unemployment  of  (a)  unemployment  assistance,  (b) 
extended  unemployment-insurance  benefits,  (c)  work  relief,  (d)  other 
income-maintenance  devices  for  the  unemployed,  including  public 
works.  This  study  should  be  conducted  in  consultation  with  the  Social 
Security  Administration's  Advisory  Council  on  Employment  Security, 
the  Council  of  Economic  Advisers,  and  the  State  employment  security 
agencies,  and  should  make  specific  proposals  for  Federal  measures  to 
provide  economic  security  for  workers  who  do  not  have  private  or 
public  employment  during  a  depression  and  who  are  not  adequately 
protected  by  unemployment  insurance. 

Plan  of  the  Report 

The  Council's  proposed  remedies  for  the  five  major  deficiencies  of  the 
present  program  are  summarized  in  this  section,  which  also  includes 
a  discussion  of  the  need  for  a  broad  informational  program.  The  sec- 
tion which  follows  presents  the  16  specific  recommendations  in  more 
detail.  The  report  proper  concludes  with  a  discussion  of  temporary- 
disability  insurance.  The  appendixes  include  cost  estimates  for  un- 
employment insurance,  material  on  the  proper  payment  of  benefits, 
dissents,  and  statistical  information  on  the  operation  of  the  programs. 

Goal  of  Universal  Coverage 

At  present  about  7  out  of  10  jobs  in  American  industry  are  covered 
by  unemployment-insurance  laws.  It  would  obviously  be  desirable,  if 
practicable,  to  have  all  jobs  covered.  In  unemployment  insurance, 
however,  universal  coverage  would  entail  more  difficult  administrative 
problems  than  would  be  met  in  old-age  and  survivors  insurance.  The 
Council,  therefore,  does  not  recommend  that  the  Federal  Unemploy- 
ment Tax  Act  be  extended  now  to  include  the  two  groups  which  would 
present  the  greatest  administrative  difficulty — farm  workers  and 
domestic  workers — and,  in  view  of  constitutional  limitations,  the  cov- 
erage of  employees  of  State  and  local  governments  will  have  to  be  left 
to  the  States.2 

The  Council  favors  the  immediate  extension  of  the  Federal  Unem- 
ployment Tax  Act  to  the  areas  of  employment  that  present  no  over- 
whelming administrative  or  legal  difficulties — namely,  to  employment 
by  small  firms,  by  nonprofit  organizations,  by  the  Federal  Govern- 
ment (both  civil  and  military) ,  and  to  certain  borderline  agricultural 
employments.  Such  extension  might  increase  coverage  in  an  average 
week  by  over  7  million  or  to  about  85  percent  of  the  total  number 
of  individuals  employed  by  others. 

2  Extension  of  compulsory  coverage  to  workers  engaged  in  the  "proprietary"  functions  of 
government — as  opposed  to  regular  governmental  functions — is,  in  all  probability,  con- 
stitutional. In  a  State-Federal  program,  however,  the  Council  believes  that  it  would  be 
better  for  States  to  provide  for  covering  all  governmental  employees  under  one  plan  rather 
than,  in  effect,  to  force  the  coverage  through  Federal  law  of  those  governmental  workers 
engaged  in  "proprietary"  activities. 
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In  absolute  terms,  the  number  of  individuals  in  employment  covered 
by  the  State  unemployment-insurance  laws  has  increased  markedly  in 
the  past  10  years.    This  increase  is  shown  in  the  following  table : 

Table  A. — Average  monthly  covered  employment,  1988-48 
[In  millions] 


Covered 
workers 

1938   19.9 

1939__  21.4 

1940  ■_  23.1 

1941   26.8 

1942   29.3 

1943  30.8 


Covered 
workers 


1944  30.0 

1945   28.4 

1946  30.2 

1947   32.2 

1948  (June)  32.6 


Much  of  this  increase  has  resulted  from  the  increase  in  the  active 
labor  force  of  the  United  States.  In  considerable  measure,  however, 
the  increase  also  reflects  changes  in  the  size  of  firm  covered  by  State 
laws.  The  original  laws  of  33  States  limited  coverage  to  commercial 
and  industrial  workers  in  firms  with  8  or  more  employees  in  at  least 
20  weeks  in  a  calendar  year.  In  1948,  17  States  covered  employees  in 
firms  with  1  or  more  persons,  although  only  6  of  the  laws  applied 
without  restriction  as  to  the  number  of  workers,  length  of  employment, 
or  size  of  pay  roll;  and  only  22  States  still  excluded  from  coverage 
employees  of  firms  with  less  than  8  persons  (table  2,  appendix  IV-E) . 
The  laws  of  29  States  contain  provisions  which  will  automatically 
extend  coverage  to  smaller  firms  to  the  extent  that  the  Federal  size- 
of-firm  restriction  is  reduced. 

While  progress  has  been  made  in  extending  coverage  to  smaller 
firms,  maritime  services  represent  the  only  type  of  work  originally 
excluded  to  which  coverage  has  been  extended  on  a  general  scale. 
Effective  July  1, 1946,  Congress  extended  the  Federal  unemployment 
tax  to  services  in  private  maritime  employment  and  the  States  with 
maritime  firms  amended  their  laws  accordingly.  As  early  as  1944, 
a  few  States  had  already  extended  coverage  to  maritime  workers  fol- 
lowing a  Supreme  Court  decision  that  the  Constitution  did  not  pro- 
hibit such  coverage  under  State  laws.  In  addition,  the  "War  Mobiliza- 
tion and  Eeconversion  Act  of  1944  provided  reconversion  benefits  for 
federally  employed  seamen. 

The  Federal  Unemployment  Tax  Act  now  excludes  agricultural 
labor ;  domestic  service  in  a  private  home ;  service  of  an  individual  for 
his  son,  daughter,  or  spouse,  or  of  a  minor  child  for  a  parent ;  services 
for  Federal,  State,  or  local  governments,  or  for  foreign  governments ; 
services  for  nonprofit,  religious,  charitable,  educational,  scientific, 
or  humane  organizations;  casual  labor  not  in  the  course  of  the  em- 
ployer's business;  and  miscellaneous  services  such  as  services  as  a 
student  nurse  or  interne,  service  for  employees'  beneficial  associations, 
domestic  service  for  college  clubs,  and  services  for  organizations 
exempt  from  Federal  income  tax  if  the  remuneration  is  not  more  than 
$45  in  a  calendar  quarter.  Railroad  employment,  which  was  origi- 
nally covered,  is  now  under  a  separate  Federal  unemployment  insur- 
ance system. 
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The  occupational  exclusions  in  State  laws  are  in  most  cases  the 
same  as  those  in  the  Federal  act,  but  several  States  have  provided  for 
broader  coverage.  New  York  from  the  outset  has  covered  domestic 
workers  in  a  home  with  four  or  more  domestics,  and  in  1947  New  York 
provided  protection  for  State  employees.  Wisconsin  has  covered  some 
State  and  local  government  employees  from  the  beginning.  Hawaii 
in  1945  and  Tennessee  in  1947  extended  coverage  to  nonprofit  organiza- 
tions, excluding  ministers,  members  of  religious  orders,  and,  in  Ten- 
nessee, executives  and  members  of  the  teaching  staffs  of  educational 
institutions.  A  few  additional  States  cover  some  employment  by  non- 
profit organizations.  Many  States  have  contemplated  coverage  exten- 
sion and  would  automatically  cover  additional  occupations  if  and 
when  the  Federal  act  is  extended. 

In  an  average  week  during  the  year  ended  June  30,  1948,  the  total 
labor  force  contained  62  million  persons,  of  whom  2.1  million  were 
unemployed  and  59.9  million  were  employed.  The  employed  labor 
force  comprised  12.8  million  self-employed  persons  and  unpaid  fam- 
ily workers  and  47.1  million  employees.  About  70  percent  of  the 
employees,  or  32.9  million  of  the  47.1  million,  were  covered  by  some 
unemployment  insurance  program.  About  14.2  million  employees,  or 
30  percent  of  those  employed  by  others,  were  in  employments  which 
carried  no  form  of  unemployment  insurance  protection.  The  fol- 
lowing table  shows  the  distribution  of  the  total  labor  force  by  cov- 
erage status : 3 

Table  B. — Total  labor  force  by  coverage  status  in  an  average  week  of  year 

ended  June  SO,  19^8 

Persons  in 
millions 


Total  labor  force   62.  0 


Unemployed   2. 1 

Employed,  total   59.9 


Self-employed  and  unpaid  family  workers   12.  8 


Farm  operators  and  unpaid  family  workers   6. 3 

Urban  self-employed  and  unpaid  family  workers   6.  5 


Employed  by  others   47. 1 


Covered  by  unemployment  insurance   32.  9 


State  laws   31.3 

Federal  program  for  railroad  workers   1.  6 


Not  covered  by  unemployment  insurance   14.  2 


Small  firms   3.  4 

Employees  of  nonprofit  organizations   .  9 

Federal  employees   1. 7 

Armed  forces   1. 3 

Agricultural  workers   1.  7 

Domestic  workers  in  private  homes   1.  7 

Employees  of  State  and  local  governments   3.  5 


•  Data  on  labor  force,  unemployed  and  total  employed,  from  Monthly  Report  on  the  Labor 
Force,  Bureau  of  the  Census  ;  employment  covered  by  unemployment  Insurance,  estimated 
by  the  Bureau  of  Employment  Security  ;  employment  not  covered  by  unemployment  Insur- 
ance, from  Bureau  of  the  Census,  adjusted  by  Bureaus  of  Old-Age  and  Survivors  Insurance 
and  Employment  Security. 
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Some  involuntarily  unemployed  persons  will  probably  continue  to 
be  outside  the  scope  of  unemployment  insurance  eyen  if  "universal 
coverage"  is  achieved.  Those  seeking  jobs  for  the  first  time  or  after 
a  long  absence  from  the  labor  market  form  one  such  group.  Another 
is  made  up  of  those  who  are  intermittently  in  and  out  of  the  labor 
market,  but  never  in  for  very  extended  periods.  Persons  formerly 
dependent  on  self -employment  but  now,  for  one  reason  or  another, 
seeking  work  as  employees  are  a  third  group.  It  is  probably  not 
feasible  to  cover  the  self-employed  against  the  risk  of  losing  their  self- 
employment,  for  it  would  be  extremely  difficult  to  determine  when  a 
self-employed  person  becomes  unemployed.  If  his  business  declined 
gradually,  it  would  be  almost  impossible  to  determine  at  what  point 
he  actually  became  available  for  employment  by  another.  A  further 
difficult  problem  would  be  to  determine  whether  his  unemployment 
was  involuntary  or  merely  the  result  of  his  decision  to  give  up  his 
business. 

The  Council's  goal  for  coverage  in  unemployment  insurance  is  the 
protection  of  all  persons  who  work  for  others  and  have  a  recent  record 
of  depending  on  wages  for  a  significant  part  of  their  support.  This 
goal  must  be  obtained  gradually.  The  Council  believes  that  the  Fed- 
eral Government  cannot  reasonably  require  the  States  to  cover  all 
workers  immediately.  The  Council  hopes,  however,  that  some  of  the 
States  will  take  advantage  of  the  opportunity  to  assume  leadership  in 
extending  coverage  to  domestic  workers  in  private  homes  and  to  a 
larger  part  of  farm  employment  than  we  believe  should  be  covered  im- 
mediately under  the  Federal  act.  The  State-Federal  program  permits 
States  wishing  to  make  progressive  changes  in  the  program  to  take 
such  steps  before  other  States  are  willing  to  do  so. 

If  the  old-age  and  survivors  insurance  system  is  extended  to  vir- 
tually all  who  work,  as  recommended  by  the  Council  in  its  first  re- 
port,4 the  resulting  experience  should  be  available  for  solution  of  the 
reporting  problems  connected  with  the  extension  of  unemployment 
insurance  to  agricultural  and  domestic  workers.  The  Council  believes 
that  this  experience  should  be  made  available  to  the  States  and  that 
the  wage  reports  obtained  under  old-age  and  survivors  insurance 
should  be  offered  to  the  States  on  a  cost  basis. 

Benefit  Financing  Designed  To  Encourage  the  Adoption  of  Ade- 
quate Benefit  Provisions 

The  Council  believes  that  liberalization  of  the  benefit,  duration,  and 
eligibility  conditions  in  the  State  laws  is  generally  needed.  Unem- 
ployment-insurance payments  should  be  as  high  a  proportion  of  wage 
loss  caused  by  unemployment  as  is  practicable  without  inducing  people 
to  prefer  idleness  to  work.  The  higher  the  ratio  of  unemployment 
benefits  to  wage  loss  caused  by  unemployment,  the  more  effectively 
unemployment  insurance  limits  the  tendency  for  the  reduced  purchas- 
ing power  of  unemployed  persons  to  create  more  unemployment.  Lib- 
eralization of  unemployment  compensation  should  take  the  form  of 
(1)  more  liberal  eligibility  requirements;  (2)  higher  benefits  in  rela- 
tion to  wages;  and  (3)  longer  duration  of  benefit  payments. 


4  See  p.  6. 
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Considerable  progress  has  been  made  in  the  last  12  years  in  liber- 
alizing benefit  provisions  in  the  State  laws.  Today,  for  example,  40 
States  pay  benefits  for  20  weeks  or  more  (table  7,  appendix  IV-E), 
while  in  1937  there  were  only  5  States  which  provided  for  duration  of 
20  weeks  or  more ;  in  1918  there  are  41  States  which  pay  a  maximum 
weekly  benefit  of  $20  or  more  (table  5,  appendix  IV-E)  /while  in  1937 
there  were  no  such  States.  To  some  extent  these  gains  have  been  lim- 
ited by  stricter  eligibility  requirements  and  despite  the  progress  made 
in  liberalizing  unemployment  insurance  programs,  it  is  estimated  that 
approximately  27  percent  of  the  beneficiaries  in  19-48  exhausted  their 
benefit  rights  while  still  unemployed.  Benefit  amounts  are  generally 
still  too  low  in  relation  to  wages.  Satisfactory  estimates  of  the  frac- 
tion of  wage  loss  caused  by  the  unemployment  of  covered  workers 
that  is  compensated  by  unemployment  benefits  are  not  available,  but 
rough  calculations  indicate  that  it  is  probably  not  more  than  25  per- 
cent. As  a  result,  unemployment  compensation  as  it  is  today  would 
have  a  very  limited  value  in  checking  the  cumulative  increase  of 
unemployment. 

One  way  of  encouraging  liberalization  of  unemployment  compen- 
sation would  be  to  impose  Federal  standards  for  eligibility,  duration, 
and  benefit  amount.  The  Council  has  carefully  considered'such  stand- 
ards and  has  decided  not  to  recommend  them.  Such  an  approach 
seems  to  the  majority  of  the  Council  to  be  unduly  complicated  as  well 
as  inappropriate  in  a  State-Federal  system.  The  Council  believes  that 
the  best  way  to  encourage  the  liberalization  of  unemployment  com- 
pensation is  to  remove,  or  at  least  greatly  diminish,  the  incentive  which 
States  now  have  to  reduce  their  unemployment  insurance  contribution 
rates. 

The  Federal  Unemployment  Tax  Act  was  passed,  in  part,  to  equal- 
ize the  tax  burden  on  employers  regardless  of  the  State  in  which  they 
did  business.  Before  the  Federal  tax  was  imposed,  State  legislatures 
were  reluctant  to  establish  unemployment  compensation  systems  be- 
cause of  the  fear  of  placing  local  employers  at  a  disadvantage  in  com- 
peting with  employers  in  States  which  did  not  require  unemployment 
contributions. 

The  objective  of  eliminating  interstate  competition  has  been  only 
partially  realized  and  a  strong  incentive  to  reduction  of  contribution 
rates  remains.  Since  the  Federal  tax  rate  of  3  percent  may  be  offset 
up  to  90  percent  not  only  by  actual  payments  to  a  State  unemployment 
insurance  system,  but  also  by  credits  for  experience  rating,  the  tax 
burden  on  employers  is  allowed  to  varv  considerably  from  State  to 
State  (table  10,  appendix  IV-E) . 

All  States  now  have  some  form  of  experience  rating.  This  fact,  how- 
ever, does  not  necessarily  reflect  their  belief  in  the  efficacy  of  ex- 
perience rating  as  a  device  for  inducing  employers  to  regularize  em- 
ployment. Under  the  Federal  act.  experience  rating  is  the  only  way 
that  State  contribution  rates  can  be  reduced  below  2.7  percent  (90  per- 
cent of  3  percent) ,  and  since  in  all  likelihood  no  State  would  need  such 
a  high  rate  even  for  a  greatly  liberalized  benefit  system,  the  States  have 
adopted  experience  rating  as  a  rate-reduction  device. 

Unfortunately,  the  present  law  places  no  floor  under  rate  reduction 
through  experience  rating.  The  contribution  rate  may  be  set  at  zero 
for  a  large  group  of  employers,  and  the  average  for  the  whole  State 
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may  drop  to  very  low  levels.  In  the  year  1948,  15  States  had  average 
rates  of  1  percent  or  less  ( table  10,  appendix  IV-E ) .  While  the  Federal 
law  set  rates  higher  than  now  seem  necessary,  many  States  have  gone 
to  the  other  extreme  and  are  collecting  contributions  which  in  all  prob- 
ability are  considerably  below  the  average  rate  necessary  to  finance  an 
adequate  system  of  benefits  over  the  next  10  years,  even  if  their  existing 
reserves  in  the  unemployment  trust  fund  are  utilized  extensively.  Now, 
in  a  period  of  full  employment,  rates  should  certainly  be  at  least  as 
high  as  the  average  rate  which  will  be  needed  over  the  next  10  years. 
Employers  can  now  afford  to  pay  higher  rates  and,  on  general  economic 
grounds,  rates  should  not  be  stepped  up  when  unemployment  is  on  the 
increase. 

The  Council  is  concerned  that,  under  present  arrangements,  con- 
tribution rates  will  tend  to  become  inadequate  in  more  and  more  States. 
Employers  are,  of  course,  interested  in  rate  reductions,  and,  since 
they  pay  the  full  cost  of  the  present  system,  their  wishes  have  con- 
siderable weight  with  legislatures  and  the  public.  Under  present  con- 
ditions, any  proposal  for  more  liberal  benefits  must  be  weighed  against 
the  cost  to  the  employer  and  his  tax  position  in  relation  to  employers 
in  other  States. 

The  Council  proposes  two  remedies  for  this  situation :  (1)  The  equal 
sharing  of  costs  by  employer  and  employee,  and  (2)  the  imposition  of  a 
Federal  minimum  for  the  State  contribution  rate,  so  that  the  rate  will 
not  be  allowed  to  fall  below  a  point  which  will  be  sufficient  to  pay 
adequate  benefits  in  the  great  majority  of  States. 

The  Council  believes  that  the  proposed  minimum  rate,  greatly  reduc- 
ing interstate  competition  for  rate  reduction  and  providing  adequate 
funds  for  the  majority  of  State  systems,  would  result  in  considerable 
liberalization  of  benefit  provisions. 

Under  such  a  plan  there  would  no  longer  be  strong  inducements  for  a 
State  to  keep  benefits  below  a  reasonable  amount.  Low  benefits  would 
not  hold  out  the  possibility  of  lower  contributions  as  they  do  now,  but 
would  merely  result  in  an  accumulation  of  ever-larger  reserves. 

Developing  a  More  Rational  Relationship  Between  Contribution 
Rates  and  Cyclical  Movements  of  Business 

A  minimum  contribution  rate  would  also  go  far  toward  promoting  a 
more  rational  relationship  between  the  rate  of  contribution  and  the 
cyclical  movements  of  business.  In  most  States,  experience  rating,  at 
least  as  practiced  thus  far,  means  that  a  favorable  period  of  employ- 
ment reduces  the  ratio  of  the  employer's  contributions  to  his  pay  rolls, 
while  an  unfavorable  period  of  employment  increases  this  ratio.  Some 
types  of  experience  rating  create  a  closer  relationship  than  others  be- 
tween recent  changes  in  the  volume  of  employment  and  the  contribu- 
tion rate,  but  all  types — in  greater  or  lesser  degree — tend  to  vary  the 
contribution  rate  inversely  with  the  volume  of  employment. 

The  tendency  for  the  rate  of  unemployment  contributions  to  rise 
as  employment  decreases  can  have  serious  consequences  for  the  econ- 
omy. For  example,  today  when  employment  is  high  and  the  demand 
for  goods  urgent,  many  employers  are  paying  contributions  at  a 
lower  rate  than  they  can  expect  to  pay,  on  an  average,  over  a  period 
of  years.  If  business  and  employment  were  to  decline  and  if  unem- 
ployment were  to  rise,  these  employers  would  have  to  contribute  at 
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higher  rates,  at  the  very  time  when  prices  were  falling,  when  business 
profits  were  diminishing,  and  when  business  concerns  were  having 
increasing  difficulty  in  meeting  their  obligations. 

Under  the  Council's  proposal  for  a  minimum  contribution  rate, 
this  tendency  would  be  substantially  reduced  in  States  which  retain 
experience  rating.  The  minimum  rate  would  reduce  the  possible 
range  by  requiring  States  to  charge  more  than  they  might  otherwise 
charge  in  periods  of  full  employment,  thus  reducing  their  need  to 
raise  rates  in  periods  of  increasing  unemployment.  In  the  majority 
of  States,  the  minimum  rates  will  be  sufficient  for  an  adequate  system 
of  benefits  and  presumably  would  be  the  rate  charged  all  employers 
and  employees  at  all  times. 

The  Council  believes  that  it  would  be  quite  unfortunate  if  a  rise 
in  unemployment  were  to  result  in  increasing  the  contribution  rate 
when  markets  are  falling.  The  Council  has  therefore  proposed,  in 
addition,  a  Federal  loan  fund,  so  that,  if  necessary,  a  State  may 
borrow  rather  than  increase  the  contribution  rates  while  unemploy- 
ment is  rising.  The  Federal  loan  fund  would  make  it  possible  for 
States  to  pay  more  liberal  benefits  with  a  given  contribution  rate, 
but  neither  the  loan  fund  nor  the  Federal  minimum  rate  would  relieve 
a  State  from  considering  solvency  problems  in  the  light  of  its  own 
contribution  rate,  reserve  funds,  and  unemployment  experience. 

Setting  the  Minimum  Contribution  Rate 

The  Council  has  proposed  a  Federal  tax  rate  of  0.75  percent  of  cov- 
ered wages  payable  by  employers  and  0.75  percent  payable  by  em- 
ployees, with  a  credit  up  to  80  percent  for  contributions  paid  into  a 
State  unemployment  fund.  This  proposal  would  result  in  a  minimum 
State  contribution  at  the  combined  rate  of  1.2  percent. 

Appendix  IV-A  discusses  in  detail  the  method  of  arriving  at  this 
minimum  rate.  In  general,  it  was  necessary  to  assume  certain  illus- 
trative benefit  plans  as  "adequate"  and  then  to  estimate  the  cost  of  such 
plans  in  the  various  States.  These  costs  were  estimated  under  two 
widely  differing  hypothetical  sets  of  economic  conditions  for  the  next 
10  years,  and  the  actual  cost  was  assumed  to  fall  within  the  resulting 
range. 

The  Council  emphasizes  the  difficulties  of  estimating  the  costs  of 
unemployment  insurance.  No  one  can  predict  with  assurance  the 
pattern  of  employment  and  unemployment  over  even  as  brief  a  period 
as  the  next  10  years.  Unemployment  insurance  has  certain  self- 
limiting  factors,  however,  which  reduce  the  effect  of  large-scale  un- 
employment on  costs.  The  program,  in  the  first  place,  is  not  designed 
to  compensate  for  long-term  unemployment,  and  the  eligibility  re- 
quirements also  serve  to  reduce  the  liability  of  the  system  during  a 
depression.  We  believe,  therefore,  in  spite  of  the  uncertainty  of  the 
economic  assumptions,  that  our  estimates  provide  a  sufficient  basis  for 
establishing  minimum  rates  on  a  national  basis. 

A  minimum  rate  which  will  adequately  finance  a  given  level  of 
benefits  in  some  States  is  bound  to  be  too  low  in  others,  while  some 
States  will  be  able  to  finance  more  liberal  benefits  at  the  same  rate. 
In  selecting  a  minimum  rate  to  recommend,  therefore,  the  Council 
had  to  decide  whether  to  recommend  (1)  a  rate  that  would  be  high 
enough  to  finance  an  "adequate"  system  of  benefits  in  all  States  but 
would  be  higher  than  necessary  in  most,  (2)  a  rate  that  would  be  just 
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sufficient  to  supply  an  adequate  level  of  benefits  in  the  States  with 
the  lowest  costs  but  would  be  too  low  for  most  States,  or  (3)  a  rate 
that  falls  between  these  two  extremes  and  is  about  right  for  the 
majority  of  States. 

The  Council  has  decided  in  favor  of  the  third  of  these  approaches ; 
it  is  therefore  necessary  to  emphasize  that  the  rate  should  be  thought 
of  strictly  as  a  minimum  rate  and  that  several  States  will  need  to 
charge  higher  rates  to  support  an  adequate  system  of  benefits.  Accord- 
ing to  our  estimates  based  on  past  benefit  experience,  the  minimum 
rate  of  1.2  percent  would  be  applicable  to  at  least  30  States  within  a 
relatively  narrow  range  of  adjustment  in  benefits  or  contributions 
under  all  of  the  economic  and  benefit  assumptions  used.  Contribu- 
tions in  5  States  would  undoubtedly  have  to  be  higher  to  support  a 
benefit  structure  that  could  be  considered  adequate,  and  the  past  bene- 
fit experience  of  3  others  indicates  costs  so  low  that  reserves  would 
increase  under  even  more  pessimistic  assumptions  than  2  to  10  million 
unemployed.  The  1.2  percent  rate  is  reasonably  applicable  to  various 
States  among  the  remaining  13  depending  on  which  set  of  assump- 
tions is  used  and  how  large  a  reserve  is  assumed  to  be  desirable  at  the 
end  of  the  10-year  cycle. 

In  recommending  a  combined  minimum  contribution  rate  of  1.2 
percent,  the  Council  has  assumed  that  in  meeting  benefit  costs  most 
States  during  the  next  10  years  will  utilize  a  portion  of  their  currently 
large  reserves  as  well  as  contributions. 

Promoting  Greater  Employee  and  Citizen  Participation 

The  Council  is  impressed  by  evidence  that,  in  general,  the  workers 
covered  by  unemployment-insurance  laws  lack  an  adequate  sense  of 
participating  in  the  programs.  Their  failure  to  concern  themselves 
with  unemployment  insurance  may  in  part  be  the  cause  of  the  unduly 
strict  eligibility  requirements  and  disqualification  provisions  in  some 
States.  The  Council  finds  several  reasons  for  this  lack  of  a  sense  of 
participation.  One  is  probably  the  fact  that  the  volume  of  unem- 
ployment during  the  last  few  years  has  been  very  small  and  jobs  have 
usually  been  easy  to  obtain.  Another  is  the  fact  that  since  the  pay- 
roll contribution  is  paid  solely  by  the  employer,  the  employee  does 
not  have  the  sense  of  making  a  direct  contribution  each  week  to  his 
protection  against  unemployment. 

The  Council  believes  that  it  is  vitally  important  to  have  both  em- 
ployees and  managements  take  a  lively  interest  in  the  system  of  unem- 
ployment compensation  and  feel  keenly  concerned  about  providing 
the  best  possible  administration  and  adequate  benefits.  Only  keen 
interest  on  the  part  of  the  covered  employees  and  managements  will 
keep  the  unemployment  compensation  system  adjusted  to  changing 
conditions  and  will  assure  the  best  possible  administration.  To  this 
end,  the  Council  proposes  that  employees  contribute  as  they  do  for 
old-age  and  survivors  insurance. 

The  Council  also  recommends  that  advisory  councils  composed  of 
representatives  of  management,  employees,  and  the  general  public  be 
established  and  encouraged  to  assume  an  active  role  in  advising  on 
the  formulation  of  legislative  and  administrative  policy.  The  Council 
believes  that  these  three  groups  must  be  kept  fully  informed  and 
abreast  of  current  developments  and  that  advisory  councils  provide 
one  way  of  accomplishing  that  purpose. 
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A  Federal  Advisory  Council  on  Employment  Security  has  recently 
been  established.  Forty-five  States  provide  for  State-wide  councils 
with  equal  representation  of  labor  and  management  groups  and  all 
but  one  provide  for  one  or  more  public  members.  In  41  States  these 
councils  are  mandatory  and  in  4  permissive;  in  over  half  of  these 
States,  the  administrative  agency  appoints  the  councils;  in  less  than 
half,  the  governor;  and  in  3,  the  governor  on  the  recommendation  of 
the  State  agency.  In  several  States,  such  as  New  York,  Connecticut, 
Massachusetts,  Illinois,  Wisconsin,  and  Utah,  the  councils  have  met 
frequently  and  played  an  important  role,  but  in  some  others  they  are 
inactive.  State  advisory  councils  on  employment  security  should  be 
encouraged  to  assume  an  active  role  in  the  program. 

Promoting  Improved  Administration 

Efficient  and  equitable  administration  is  of  the  utmost  importance 
in  unemployment  insurance,  since  a  large  number  of  administrative 
decisions  must  be  made  continually  and  rapidly  to  determine  if  a 
person  is  eligible  for  benefits.  The  need  for  high  quality  in  adminis- 
tration is  most  apparent  in  those  aspects  of  the  program  which  involve 
the  determination  of  current  eligibility  for  benefits  and  direct  contact 
with  claimants.  In  these  aspects  of  the  program,  efficient  procedures 
for  claims  taking,  interviewing,  and  reconsidering  claims  and  appeals 
are  essential  to  adequate  fact  finding  and  correct  determination  of 
rights  to  benefits,  a  determination  that  assures  both  full  and  prompt 
payment  of  benefits  to  claimants  entitled  to  them  and  denial  of  benefits 
to  those  who  are  not  eligible. 

The  Council  recognizes  that  responsibility  for  the  fair  and  efficient 
administration  of  the  unemployment-insurance  programs  is  primarily 
the  responsibility  of  each  State.  The  quality  of  administration  will 
necessarily  depend  in  large  part  on  the  caliber  of  the  personnel  se- 
lected to  do  the  State  job.  There  can  be  no  substitute  for  a  career 
service  with  high  standards  of  job  performance  and  careful  training 
for  the  complicated  task  of  administering  unemployment  insurance. 
The  Federal  Government,  however,  has  an  important  role  in  adminis- 
tration in  enforcing  minimum  standards  and  in  providing  a(lministra- 
tive  funds. 

There  is  considerable  evidence  to  indicate  that  the  funds  supplied 
for  administration  in  the  past  have  not  been  sufficient  to  support  the 
most  efficient  kind  of  administration.  The  Council  believes  further 
that  the  present  arrangements  for  financing  the  administration  of  un- 
employment insurance  are  unduly  rigid  and  do  not  give  the  State 
agencies  sufficient  opportunity  to  experiment  in  improving  adminis- 
tration. The  Council,  therefore,  recommends  changes  in  the  methods 
of  financing  administration  which  will  provide  additional  funds  for 
State  administration  of  unemployment  insurance.  These  funds 
would  enable  some  States  to  pioneer  in  administration  and  do  more 
than  the  minimum  which  the  Federal  Government  is  willing  to  ap- 
prove as  necessary  for  all  States.  The  purpose  can  be  accomplished 
by  providing  that  some  funds  which  could  be  used  for  administration 
be  automatically  assigned  to  the  States.  Because  of  great  variation  in 
work  loads  depending  on  the  level  of  unemployment,  a  large  con- 
tingency fund  should  he  authorized  in  addition  to  the  regular  appro- 
priations to  the  States  and  the  Social  Security  Administration. 
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Although  the  Federal  law  provides  specific  authority  for  requiring 
"such  methods  of  administration  as  are  reasonably  calculated  to  in- 
sure the  full  payment  of  compensation  when  due,"  equally  specific 
authority  is  not  given  to  require  methods  that  will  prevent  improper 
payments.    The  Council  has  proposed  that  this  situation  be  corrected. 

The  Federal  Government  has  a  particular  responsibility  for  the 
protection  of  employees  who  move  from  State  to  State.  In  both 
war  and  peace,  it  is  important  that  people  should  be  free  to  move 
and  that  those  who  move  should  not  be  discriminated  against  either 
in  regard  to  their  benefit  rights  or  their  right  to  prompt  payment. 
The  Council  proposes  the  establishment  of  Federal  provisions  to  as- 
sure the  coordination  of  the  individual  State  laws  in  such  cases. 

Disqualifications 

The  Council  believes  that  the  Federal  interest  requires  the  establish- 
ment of  a  standard  on  disqualification  provisions.  In  22  States  em- 
ployees who  are  disqualified  not  only  are  denied  benefits  for  unem- 
ployment immediately  resulting  from  the  voluntary  quit,  refusal  of 
suitable  work,  or  discharge  for  misconduct,  but  also  lose  accumulated 
benefit  rights  which  would  otherwise  be  available  to  them  if  they  are 
subsequently  employed  and  suffer  a  second  spell  of  unemployment. 
The  Council  can  see  no  justification  for  these  punitive  provisions  in 
a  social-insurance  program  and  recommends  that  they  be  prohibited. 
Federal  action  is  apparently  needed  to  correct  this  situation,  since  the 
number  of  States  with  such  provisions  has  been  increasing.  In  1937, 
7  States  reduced  or  canceled  benefit  rights  for  causes  other  than  fraud 
or  misrepresentation;  in  1940,  12;  and  in  1948,  22. 

The  Council  also  believes  that  the  postponement  of  benefits  as  the 
result  of  a  disqualification  should  be  for  a  limited  period  only  and 
recommends  a  period  of  6  weeks  as  the  maximum.  This  is  probably 
the  longest  period  during  which  it  is  reasonable  to  presume  that  the 
original  disqualifying  act  continues  to  be  the  main  cause  of  unemploy- 
ment. The  Federal  standard  should  also  prohibit  interpretations  of 
"misconduct"  which  tend  toward  making  inability  to  do  the  work  a 
basis  for  a  finding  of  misconduct. 

Study  of  Supplementary  Plans 

The  State-Federal  system  of  unemployment  insurance  should  pay 
benefits  of  sufficient  duration  to  permit  most  covered  workers  in  normal 
times  to  find  suitable  employment  before  their  benefit  rights  are  ex- 
hausted. Furthermore,  the  Council  has  recommended  that  the  State- 
Federal  public-assistance  program  be  strengthened  to  meet  more 
adequately  the  needs  of  unemployed  workers  ineligible  for  insurance 
benefits  or  with  inadequate  insurance  rights.5 

These  dual  provisions  for  the  unemployed  through  the  State-Federal 
programs  would  suffice,  the  Council  believes,  unless  the  country  is  again 
plunged  into  a  period  of  severe  economic  distress.  In  that  event, 
additional  Federal  action  would  clearly  be  needed  for  the  relief  of  the 
unemployed.  A  depression  has  an  uneven  impact  upon  different  cities 
and  regions,  and  many  States  and  localities  are  not  capable  of  meeting 
the  greatly  increased  expenditures  necessitated  by  mass  unemploy- 


5  Recommendation  2  in  the  public  assistance  report  provides  for  Federal  grants  for 
"general  assistance."    See  p.  108. 
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ment.  In  such  a  period  only  the  Federal  Government  has  sufficient 
credit  and  sufficiently  broad  eventual  tax  resources  to  meet  the  full 
need. 

The  Council  has  not  been  able  to  make  a  thorough  study  of  the 
alternative  lines  of  action  open  to  the  Federal  Government  for  provid- 
ing income  maintenance  for  the  unemployed  in  such  a  situation  and 
has  therefore  made  no  specific  recommendations  on  this  point.  We 
recommend,  however,  that  the  Congress  should  direct  the  Federal 
Security  Agency  to  study  in  consultation  with  other  interested  agencies 
various  methods  for  providing  income  security  for  workers  who  do 
not  have  private  or  public  employment  and  to  make  specific  proposals 
for  putting  the  best  methods  into  effect. 

Temporary  Disability  Insurance 

The  Council  has  also  been  unable  to  devote  the  time  necessary  for 
making  policy  decisions  in  the  field  of  temporary  disability.  We  have 
included  in  this  report,  however,  a  section  which  discusses  the  need 
for  protection  against  wage  loss  due  to  illness  and  the  methods  that 
have  been  suggested  by  various  groups  to  provide  this  protection. 

Importance  of  a  Broad  Informational  Program 

No  social-security  program  can  be  effective  unless  those  who  are 
entitled  to  participate  know  their  rights  and  obligations.  A  program 
of  public  information  is  particularly  important  in  unemployment  in- 
surance. In  this  program,  with  its  necessarily  somewhat  complicated 
provisions,  it  is  of  great  importance  that  all  claimants  and  workers 
understand  the  principles  of  the  program  and  the  specific  provisions 
of  law.  We  believe  that  much  remains  to  be  done  to  develop  an  in- 
formed public  through  informational  programs.  The  addition  of 
an  employee  contribution  and  the  greater  use  of  advisory  councils  will 
also  contribute  to  this  end. 
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1.  Employees  of  Small  Firms 

The  size-of-firm  limitation  on  coverage  in  the  Federal  Unemployment 
Tax  Act  should  be  removed,  and  employees  of  small  firms  should 
be  protected,  under  unemployment  insurance  just  as  they  are  now- 
protected  under  old-age  and  survivors  insurance 

In  an  average  week  of  the  year  ended  June  30, 1948,  an  estimated  3.4 
million  persons  were  excluded  from  unemployment  insurance  coverage 
under  State  laws  because  they  were  working  for  small  firms.  The  need 
of  these  employees  for  unemployment  insurance  has  been  recognized 
from  the  beginning  of  the  program.  The  size-of-firm  restriction  in  the 
unemployment  insurance  titles  of  the  original  Social  Security  Act, 
limiting  tax  liability  to  employers  with  eight  or  more  employees  in 
each  of  20  weeks  during  the  year,  was  adopted  as  a  temporary  provision 
to  simplify  administration  in  the  early  years  of  the  program.  Experi- 
ence under  the  old-age  and  survivors  insurance  program  and  under  the 
unemployment  insurance  laws  of  17  States,  including  such  major  in- 
dustrial States  as  Pennsylvania,  California,  and  Massachusetts,  how- 
ever, has  now  demonstrated  the  administrative  feasibility  of  collecting 
contributions  and  wage  records  from  small  firms. 

In  10  jurisdictions  with  widely  differing  economic  characteristics — 
Arkansas,  Delaware,  District  of  Columbia,  Hawaii,  Idaho,  Minnesota, 
Montana,  Nevada,  Pennsylvania,  and  Wyoming — employees  of  small 
firms  have  been  covered  since  1937.  No  serious  administrative  difficul- 
ties have  been  experienced.  The  seven  additional  States  which  now 
cover  employers  of  one  or  more  persons  have  also  found  such  coverage 
to  be  administratively  feasible.  In  fact,  the  administrative  advantages 
of  extension  of  coverage  to  small  firms  are  probably  greater  than  the 
administrative  difficulties.  For  example,  with  the  size-of-firm  restric- 
tion removed,  the  State  no  longer  faces  the  need  for  liability  audits, 
or  for  questioning  the  employer  about  exact  pay-roll  counts.  Some 
States  have  also  found  that  having  the  same  coverage  as  under  old-age 
and  survivors  insurance  facilitates  policing  tax  liability  by  clearance 
with  the  Federal  collector  of  internal  revenue.6 

The  number  of  workers  excluded  from  the  Federal  Unemployment 
Tax  Act  in  1948  was  substantially  higher  than  the  3.4  million  excluded 
under  State  laws,  because  only  22  States  restricted  coverage  in  that 
year  to  persons  who  worked  for  firms  employing  8  or  more  workers. 
Of  the  other  29  States,  2  covered  those  working  for  firms  employing  6 
or  more ;  8  covered  those  working  for  firms  with  4  or  more ;  2  covered 
those  working  for  firms  with  3  or  more ;  while  17  covered  those  working 
for  firms  employing  1  or  more.  On  the  basis  of  1946  data,  the  number 
of  workers  with  wage  credits  under  State  unemployment  insurance 

•  Not  all  these  17  States  cover  employers  of  1  or  more  at  any  time  as  in  old-age  and 
survivors  insurance;  in  6  States  coverage  is  based  solely  on  size  of  pay  roll  in  a  specified 
period  ;  in  5  States  employment  must  extend  for  a  specified  period. 


153 


154 


RECOMMENDATIONS  FOR  SOCIAL  SECURITY 


laws  would  be  larger  by  about  8.2  percent  if  the  size-of-firm  exclusion 
were  removed.  In  the  22  States  which  retain  the  limitation  in  the 
Federal  Unemployment  Tax  Act,  the  percentage  increase  in  the  num- 
ber of  workers  with  unemployment  insurance  wage  credits  would  range 
from  11.6  percent  in  North  Carolina  to  35.1  percent  in  North  Dakota, 
and  would  be  more  than  15  percent  in  half  these  States.  Benefit  rights 
of  many  persons  who  work  for  more  than  one  employer  would  be 
greater  because,  in  determining  their  rights,  wages  earned  in  employ- 
ment for  small  firms  would  not  be  ignored  as  at  present,  but  would  be 
added  to  wages  earned  with  large  firms. 

Twenty-nine  State  laws  already  contain  provisions  which  will  auto- 
matically broaden  their  coverage  to  the  extent  that  the  Federal  size-of- 
firm  limitation  is  reduced.  (See  table  2,  appendix  IV-E,  for  size-of- 
firm  restrictions  in  State  laws.) 

2.  Employees  of  Nonprofit  Organizations 

The  Federal  Unemployment  Tax  Act  should  be  broadened  to  include 
employment  by  all  nonprofit  organizations,  except  that  services 
performed  by  clergymen  and  members  of  religious  orders  should 
remain  excluded.''    The  exclusion  of  domestic  workers  in  college 
chobs,  fraternities,  and  sororities  by  the  1939  amendments  to  the 
Federal  Unemployment  Tax  Act  should  be  repealed  so  that  these 
workers  will  again  be  protected  under  all  State  laws 
This  proposal  would  broaden  the  coverage  of  unemployment  insur- 
ance by  bringing  in  approximately  1  million  workers  now  excluded 
from  protection  because  they  are  employed  by  nonprofit  organizations. 
Almost  one-half  are  in  the  service  of  charitable  organizations,  one- 
fourth  are  in  educational  institutions,  and  another  one- fourth  are  in 
religious  institutions. 

Most  State  laws  have  followed  the  nonprofit  exclusion  in  the  Federal 
Unemployment  Tax  Act,  but  a  few  States  already  cover  some  workers 
in  nonprofit  organizations.  Hawaii's  exclusion  applies  only  to  service 
performed  by  members  of  religious  orders  or  ministers  of  the  Gospel. 
In  Idaho  and  Oklahoma  the  exclusion  does  not  apply  to  scientific  or 
literary  organizations ;  Indiana  does  not  exclude  service  of  a  commer- 
cial character  commonly  performed  for  profit  even  though  performed 
for  a  nonprofit  organization ;  and  New  York  does  not  exclude  humane 
societies  or  building-trade  employees  of  nonprofit  organizations. 
Tennessee  now  limits  the  exclusion  to  professors,  instructors,  teachers, 
and  executives  in  educational  institutions,  priests,  clergymen,  pastors, 
church  musicians,  singers,  and  members  of  choirs. 

The  extension  of  coverage  to  employees  of  nonprofit  organizations 
presents  no  serious  administrative  difficulties ;  and  the  need  of  the  great 
majority  of  these  workers  for  unemployment  insurance  protection  is 
clear.  A  very  large  proportion  of  the  employees  in  charitable  insti- 
tutions work  in  hospitals  which  have  relatively  high  employment  turn- 
over rates.  Educational  institutions — including  not  only  schools  but 
also  private  libraries  and  miscellaneous  research  agencies  and  civic 
groups — have  considerable  turn-over  among  younger  instructors  and 
custodial  staffs,  and  secular  employees  of  religious  institutions  also 

7  Two  members  of  the  Council  favor  extension  of  coverage  to  the  nonprofit  group  on  an 
elective  basis.  In  substantial  part,  the  reasons  which  they  gave  in  their  dissent  in  pt.  I 
are  applicable  here  (see  t-ppendix  I-E,  p.  63). 
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suffer  from  unemployment.  Equity  and  adequacy  of  protection  can 
be  assured  only  when  all  individuals  similarly  situated  are  similarly 
protected.  The  laundress  and  the  cook  in  a  hospital  have  the  same 
need  for  protection  as  those  who  work  in  a  hotel ;  there  is  no  essential 
difference  between  the  janitor  in  a  private  school  and  the  one  in  a 
retail  store,  or  the  elevator  operator  in  a  YMCA  and  the  one  in  a  glass 
factory. 

Although  some  categories  of  workers  for  nonprofit  organizations 
doubtless  have  a  high  degree  of  security  in  employment — as  is  also 
true  of  some  in  private  profit-making  institutions — the  Council  believes 
that  this  fact  does  not  justify  their  exclusion.  In  a  social  program 
such  as  this,  the  indirect  benefits  to  all  justify  exacting  a  minimum 
contribution  even  from  those  who  are  in  relatively  little  danger  of 
becoming  unemployed. 

The  Council  is  aware  of  the  difficulties  of  adequately  financing  non- 
profit organizations  and  would  be  reluctant  to  have  their  costs  in- 
creased for  any  less  compelling  reason  than  the  protection  of  their 
employees.  These  costs  should  be  kept  at  a  minimum.  Under  the 
Council's  proposals,  the  employers'  contribution  rate  required  by  the 
Federal  Government  would  be  0.75  percent  of  pay  roll  (recommenda- 
tion 9,  p.  166)  regardless  of  the  length  of  time  the  employer  is  subject 
to  the  act.  At  present  the  Federal  Government  requires  a  rate  of  3 
percent  for  an  employer's  first  3  years  under  the  program.  Further- 
more, under  recommendation  11,  if  a  State  wished  to  charge  more 
than  the  minimum,  it  would,  nevertheless,  be  prohibited  from  charg- 
ing a  rate  for  newly  covered  and  newly  formed  firms  which  exceeded 
the  average  rate  for  all  employers  in  the  State. 

With  other  college  employees  covered,  there  seems  to  be  no  reason 
to  continue  the  exclusion  of  domestic  workers  in  college  clubs,  frater- 
nities, and  sororities.  These  workers  were  protected  until  1940  and, 
in  the  Council's  opinion,  protection  should  be  restored  to  them. 

The  Council  believes,  however,  that  the  present  exclusion  of  services 
for  organizations  exempt  from  Federal  income  tax  when  the  remuner- 
ation does  not  exceed  $45  per  quarter  should  be  continued.  This  ex- 
clusion would  avoid  much  of  the  administrative  difficulty  of  attempt- 
ing to  cover  such  persons  as  church  singers  and  musicians  and  part- 
time  semivolunteer  workers  for  church  and  welfare  organizations 
who,  in  any  event,  would  usually  not  earn  enough  from  the  work  to 
qualify  for  benefits. 

The  original  exclusion  of  nonprofit  employment  was  not  based  on 
the  conviction  that  employees  of  nonprofit  institutions  needed  pro- 
tection less  than  others ;  it  resulted  from  the  fear  of  some  institutions 
that  they  might  lose  their  tax-exempt  status,  and  the  fear  of  some 
religious  groups  that  they  might  become  subject  to  some  form  of  Gov- 
ernment control.  The  Council,  in  considering  the  exemption  of  the 
same  group  from  old-age  and  survivors  insurance,  stated  its  belief 
that  extension  of  coverage  under  social  insurance  would  not  lead  to 
the  results  feared.  The  statement  made  in  connection  with  old-age  and 
survivors  insurance  is  equally  applicable  to  unemployment  insurance : 

The  members  of  the  Council  are  unanimous  in  believing  that  freedom  of  religion 
should  be  protected,  but  we  are  convinced  that  a  tax  on  employment — a  function 
which  employers  in  the  nonprofit  area  have  in  common  with  all  others — for  the 
special  purpose  of  giving  equal  social  insurance  protection  to  all  employees 


156 


RECOMMENDATIONS  FOR  SOCIAL  SECURITY 


would  in  no  way  imply  or  lead  to  Government  control  over  the  performance  of 
the  religious  function.  To  make  it  absolutely  clear  that  the  legislation  is  not 
concerned  with  the  performance  of  religious  duties,  we  recommend  that  persons 
directly  engaged  in  religious  duties,  such  as  clergymen  and  members  of  religious 
orders,  remain  exempt  from  coverage  under  the  program.  Our  recommendation 
would  extend  coverage  only  to  lay  personnel  who  perform  services  which  are 
secular  in  character. 

We  also  believe  that  public  encouragement  of  religious,  charitable,  scientific, 
and  educational  enterprise  should  be  continued  through  preservation  of  the  tra- 
ditional tax-exempt  status  of  such  institutions.  That  encouragement,  however, 
would  be  better  expressed,  we  believe,  by  extending  social  insurance  protection 
to  their  employees  than  by  continuing  to  deny  it.  Employers  in  the  nonprofit 
field  are  at  a  considerable  disadvantage  in  the  labor  market  because  they  cannot 
offer  retirement  and  survivorship  protection,  hence,  coverage  exclusion  handi- 
caps these  organizations  and  fails  to  promote  their  services  to  the  community. 

Religious,  charitable,  scientific,  and  educational  organizations,  which  have 
been  traditionally  exempt  from  taxation  on  income  and  property  dedicated  to 
the  purposes  which  the  community  wishes  to  promote,  can  and  should  continue 
to  enjoy  their  traditional  tax  exemption  when  the  old-age  and  survivors  in- 
surance program  is  extended  to  their  employees.  It  has  long  been  customary  to 
require  such  institutions  to  pay  certain  types  of  special  assessments  for  property 
improvement,  to  pay  Federal  excise  taxes,  and  in  some  States  to  pay  the  local 
and  State  taxes  on  commodities  which  they  use.  Even  in  some  States  with  ex- 
clusive State  funds,  they  have  been  required  to  carry  workmen's  compensation 
insurance.  The  use  of  Government  compulsion  in  connection  with  these  special 
taxes  and  levies  has  not  led  to  taxation  on  the  property  and  general  income  of 
these  institutions.  Moreover,  many  organizations  such  as  trade-unions,  trade 
associations,  fraternal  and  beneficial  organizations,  and  the  like,  which  are 
exempt  from  the  Federal  income  tax  and  certain  other  taxes,  pay  the  old-age 
and  survivors  insurance  contribution  without  appearing  to  be  in  danger  of 
losing  their  exemption  under  other  laws.8 

The  State  unemployment  insurance  laws  levy  a  special-purpose  tax 
on  the  function  of  employment.  The  proceeds  are  automatically  de- 
posited in  a  trust  fund  dedicated  to  the  payment  of  benefits  to  covered 
workers.  Under  recommendation  13,  p.  172,  the  proceeds  of  the  Fed- 
eral Unemployment  Tax  Act  will  also  be  dedicated  to  unemployment 
insurance.  Unemployment  insurance  taxes  are  a  special  kind  of  tax 
which  should  not  serve  as  a  precedent  for  other  forms  of  taxation  any 
more  than  would  a  special  assessment  levied  by  a  local  government. 
We  believe,  moreover,  that  Congress  should  indicate  its  intent  that 
the  taxation  on  nonprofit  organizations  for  social  insurance  in  no  way 
implies  a  departure  from  the  principle  of  promoting  the  function  of 
these  organizations  through  tax  exemption. 

3.  Federal  Civilian  Employees 

Employees  of  the  Federal  Government  and  its  instrumentalities  should 
receive  unemployment  benefits  throuhg  the  State  unemployment 
insurance  agencies  in  accordance  with  the  provisions  of  the  State 
unemployment  insurance  laws.  The  States  should  be  reimbursed 
for  the  amounts  actually  paid  in  benefits  based  on  Federal  em- 
ployment. If  there  is  employment  under  both  the  State  system 
and-  for  the  Federal  Government  during1  the  base  period,  the  wage 
credits  should  be  combined  and  the  States  should  be  reimbursed 
in  the  proportion  which  the  amount  of  Federal  employment  or 
wages  in  the  base  period  bears  to  the  total  employment  or  wages 
in  the  base  period.    The  special  provisions  for  Federally  em- 


8  See  pp.  19-20. 
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ployed  maritime  workers  should  be  extended  until  this  recom- 
mendation for  covering  all  Federal  employees  becomes  effective  9 

The  Council  believes  that  the  approximately  1.7  million  employees 
of  the  Federal  Government,  now  without  unemployment  insurance  pro- 
tection, should  be  covered  immediately.  A  civil-service  system  in 
itself  provides  no  guaranty  against  unemployment;  separations 
among  civil-service  employees  in  recent  years  (1944-47)  have  ranged 
from  36  to  55  percent  annually,  and  on  the  average  somewhat  more 
than  half  have  been  involuntary.  Although  these  rates  may  be  some- 
what higher  than  may  be  expected  in  the  future,  they  are  nevertheless 
an  indication  that  Federal  workers  are  subject  to  a  considerable 
amount  of  involuntary  unemployment.  The  abolition  of  agencies  or 
functions,  reorganization  of  agencies,  and  reduction  in  appropria- 
tions, as  well  as  the  discharge  of  temporary  or  probational  employees, 
are  all  common  causes  of  unemployment  among  Federal  workers, 
and  indicate  a  real  need  for  unemployment  insurance. 

In  the  Council's  opinion,  the  Federal  Government  should  offer  its 
employees  the  same  protection  that  it  requires  employers  to  provide  in 
private  industry.  By  so  doing,  the  Government  will  not  only  fulfill 
its  obligation  as  a  good  employer,  but  will  also  cease  to  handicap  itself 
in  a  competitive  labor  market  by  offering  less  income  protection  against 
unemployment  than  private  industries  offer. 

In  recommending  protection  under  unemployment  insurance,  the 
Council  has  considered  whether  other  programs  give  the  Federal 
worker  sufficient  protection  against  the  risk  of  losing  his  job.  It 
might  be  argued  that  the  refunds  paid  under  the  Civil  Service  Retire- 
ment Act  to  those  who  have  served  less  than  5  years  in  the  Federal 
Government  are  a  substitute  for  unemployment  insurance.  The  Coun- 
cil is*  not  of  that  opinion.  Refunds  to  these  short-time  workers  are 
usually  very  small  and,  in  any  event,  represent  withheld  savings. 
Under  State  unemployment  insurance  laws  for  commercial  and  in- 
dustrial workers,  similar  payments  would  not  generally  be  considered 
in  determining  whether  benefits  are  payable.  While  Federal  em- 
ployees with  service  of  5  to  20  years  may,  if  they  desire,  receive  sub- 
stantial refunds,  the  Council  believes  that  encouragement  of  such  with- 
drawals would  be  unsound  social  policy.  It  would  weaken  the  protec- 
tion these  workers  had  accumulated  against  the  risk  of  old  age  to  give 
them  protection  against  the  risk  of  unemployment.  The  Council's 
recommendation  for  the  extension  of  unemployment  insurance  to  Fed- 
eral workers  would  make  it  unnecessary  for  them  to  cash  in  their  re- 
tirement benefit  rights  to  meet  the  immediate  and  pressing  expenses  of 
unemployment. 

Similar  considerations  apply  to  an  evaluation  of  accrued  annual 
leave  as  a  substitute  for  unemployment  insurance.  The  annual-leave 
system  is  designed  to  promote  the  efficiency  of  the  service,  and  Federal 
employees  are  expected  to  use  the  leave  privilege  as  they  are  able.  It 
would  be  unsound  policy  to  encourage  persons  to  forego  vacations 
so  that  their  accumulated  annual  leave  will  afford  protection  against 
the  risk  of  unemployment. 

In  the  Council's  opinion,  the  extension  of  unemployment  insurance 
under  the  State  programs  on  a  reimbursable  basis  is  the  most  effective 


•  Two  members  of  the  Council  favor  protection  of  Federal  employees  under  a  Federal 
system  with  benefit  and  eligibility  conditions  established  by  Federal  law  and  administered 
by  the  State  organizations  on  a  reimbursable  basis. 
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and  economical  way  of  providing  the  protection  needed  by  Federal 


Federal  employees  as  a  distinctive  class  and  will  give  the  same  degree 
of  protection  to  all  workers  seeking  employment  in  the  same  localities. 
Employees  of  the  same  Federal  agency  will,  of  course,  have  differing 
benefit  rights,  depending  on  the  law  of  the  State  in  which  they  file  their 
claims,  just  as  is  now  true  of  persons  employed  by  private  firms  with 
branches  in  more  than  one  State.  Such  differences  are  inherent  in  a 
State-operated  system. 

Federal  employment  should  be  combined  with  employment  covered 
under  the  State  law  to  determine  eligibility  and  benefit  rights.  The 
Federal  Government  should  reimburse  the  State  in  the  proportion 
which  the  amount  of  Federal  employment  or  wages  in  the  base  period 
bears  to  the  total  employment  or  wages  in  the  base  period.  Admin- 
istrative expenses  incurred  by  the  States  for  benefits  to  Federal  em- 
ployees should  be  covered  by  the  regular  administrative  grants.10 

To  reduce  to  a  minimum  the  volume  of  interstate  claims  which  would 
result  from  this  proposal,  the  Council  recommends  that  the  State  law 
applied  to  a  Federal  worker's  claim  be  either  the  law  of  the  State  of  his 
residence  at  the  time  of  filing  or  the  State  in  which  he  was  last  em- 
ployed— the  choice  to  be  made  by  the  employee.  Federal  workers  who 
have  served  in  foreign  countries  will  thus  be  able  to  claim  benefits  based 
on  the  law  of  the  State  in  which  they  are  currently  residing. 

The  Council  recommends  that  benefits  to  Government  workers  who 
become  unemployed  be  financed  by  direct  reimbursement  of  the  State 
agencies  making  these  payments,  rather  than  by  State-imposed  taxes. 
This  is  the  plan  now  used  for  paying  unemployment-insurance  bene- 
fits for  former  employees  of  the  War  Shipping  Administration,  and  it 
seems  more  practical  than  any  other  for  those  who  have  been  employed 
by  the  Federal  Government  in  more  than  one  State  or  have  been  em- 
ployed abroad.  Furthermore,  if  the  Federal  Government  were  to  pay 
"contributions,"  like  any  other  employer,  either  the  State  system  would 
bear  part  of  the  load  for  the  Federal  Government  or  the  Federal  Gov- 
ernment would  pay  part  of  the  costs  of  unemployment  for  all  workers. 
The  Council  believes  that  the  Federal  Government  should  not  use  a 
method  of  that  type  to  support  State  unemployment-insurance  funds. 
Federal  employees  should  contribute  at  the  minimum  rate  required  by 
the  Federal  Government  for  all  covered  employees  (recommendation 
7,  p.  163) .  The  contribution  should  be  collected  by  the  Federal  Gov- 
ernment and  used  in  the  reimbursement  of  the  States.  Additional 
amounts  necessary  to  cover  the  cost  of  benefits  actually  paid  should  be 
appropriated  from  the  general  revenues  of  the  Federal  Treasury. 

This  recommendation  would  require  the  Social  Security  Adminis- 
tration to  enter  into  agreements  with  State  agencies  to  handle  the 
claims  of  Federal  workers.  If  such  an  agreement  is  not  reached  in  a 
State,  the  Social  Security  Administration  should  be  empowered  to 
pay  the  benefits  in  that  State  on  the  same  terms  as  if  the  agreement 
were  in  effect.  In  working  out  the  agreement,  the  States  should  per- 
mit the  Federal  Government  to  limit  its  wage  reporting  to  wage-and- 
separation  reports  for  individuals  who  are  separated  or  who  apply  for 

10  It  would  be  desirable  for  Congress  to  add  to  the  total  funds  dedicated  to  unemployment 
insurance  and  available  for  administration  (0.3  percent  of  covered  pay  rolls,  see  recom- 
mendation 13,  p.  172)  by  appropriating  an  additional  amount  estimated  to  cover  the  costs  of 
administering  the  program  for  Federal  employees.  It  does  not  seem  practicable  to  make 
special  grants  to  the  individual  States  covering  these  costs  alone. 
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benefits.  A  similar  right  is  now  granted  to  large  employers  by  some 
States,  and  Wisconsin  and  Michigan  use  this  method  for  all  employers. 

In  1946,  the  Federal  Unemployment  Tax  Act  was  amended  to  per- 
mit State  laws  to  cover  seamen  on  private  vessels  and  to  provide  a  tem- 
porary reconversion  unemployment  benefit  for  seamen  employed  by 
the  United  States  Maritime  Commission.  Under  the  present  shipping 
situation,  the  Maritime  Commission  will  operate  longer  than  antici- 
pated. The  special  provisions  for  federally  employed  maritime 
workers  should  therefore  be  extended  until  this  recommendation  for 
covering  all  Federal  employees  becomes  effective.  Thereafter,  the 
special  provisions  for  maritime  workers  should  be  terminated. 

4.  Members  of  the  Armed  Forces 

Members  of  the  armed  forces  who  do  not  come  under  the  servicemen's 
readjustment-allowance  program  should  be  protected  by  unem- 
ployment insurance 

At  present,  members  of  the  armed  forces  with  service  between  Sep- 
tember 16, 1940,  and  July  25, 1947,  are  protected  by  the  Federal  service- 
men's readjustment-allowance  program,  under  which  unemployed 
servicemen  may  receive  a  flat  weekly  benefit  of  $20  for  as  many  as  52 
weeks.  This  protection  will  expire  for  most  servicemen  on  July  25, 
1949.u  The  benefits  are  administered  by  the  State  agencies  respon- 
sible for  the  administration  of  the  State  unemployment-insurance 
laws,  and  the  law  of  the  State  in  which  the  claim  is  taken  governs  the 
criteria  used  for  determining  suitable  work. 

The  servicemen's  readjustment- allowance  program  was  designed  for 
those  who  served  in  the  armed  forces  in  time  of  war.  In  our  opinion, 
many  of  its  provisions  are  not  appropriate  to  peacetime  service  in  the 
Army  and  the  Navy.  The  flat  duration  of  52  weeks,  for  example,  now 
permitted  for  World  War  II  veterans,  seems  inappropriate  for  persons 
serving  only  the  21-month  period  required  under  the  current  draft. 
Yet,  those  who  serve  in  the  armed  forces  in  peacetime,  like  any  other 
employed  group,  need  protection  against  the  risk  of  unemployment. 
Some  ex-servicemen  will  readily  find  a  place  in  industry,  but  others 
will  need  a  longer  period  in  which  to  get  jobs.  Unemployment  insur- 
ance is  the  most  satisfactory  way  of  giving  the  needed  protection. 
Unlike  a  dismissal  payment  which  would  be  the  same  for  all,  the  insur- 
ance program  pays  benefits  only  as  long  as  the  man  is  unemployed, 
thus  using  available  funds  where  they  are  most  needed. 

The  Council  believes,  therefore,  that  protection  against  the  risk  of 
unemployment  should  be  extended  on  a  permanent  basis  to  those  who 
serve  in  the  armed  forces,  and  that  the  insurance  program  for  service- 
men should  be  based  on  peacetime  conditions.  As  a  matter  of  public 
policy,  service  in  the  armed  forces  should  be  made  more  attractive  than 
it  is  now.  One  method  would  be  to  grant  social-insurance  rights  for 
military  service  just  as  such  rights  are  granted  for  employment  with 
private  industry.  The  Council  has  considered  two  possible  approaches, 
either  of  which  is  satisfactory  to  the  majority  of  the  Council,  although 
some  prefer  one  and  some  the  other.  One  way  of  extending  unemploy- 

u  Allowances  may  be  claimed  for  any  week  ending  on  or  before  July  24,  1949,  or  2  years 
after  date  of  discharge,  whichever  is  later  (but  not  later  than  July  24,  1952),  except  that 
persons  enlisting  or  reenlisting  in  the  armed  forces  between  October  6,  1945,  and  October 
5,  1946,  under  the  Armed  Forces  Voluntary  Recruitment  Act  of  1945,  may  receive  benefits 
during  a  limited  additional  period. 
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ment-insurance  protection  to  the  armed  services  would  be  to  establish 
a  Federal  system  which  would  be  administered  by  the  State  agencies, 
following  the  pattern  established  by  the  servicemen's  readjustment- 
allowance  program.  The  Federal  act  would  determine  the  eligibility 
conditions,  the  benefit  amount,  and  the  maximum  duration,  while  the 
States  would  actually  administer  the  program  and  apply  State  law  to 
the  determination  of  suitable  work.  Under  this  plan,  as  under  the 
readjustment-allowance  program,  the  benefit  rate  would  probably  be 
the  same  for  all  regardless  of  previous  rank. 

The  other  approach  is  to  treat  members  of  the  armed  forces  as  we 
propose  to  have  all  other  Federal  employees  treated  ( recommendation 
3,  p.  156) .  Under  this  plan  State  law  would  determine  the  eligibility 
conditions,  benefit  amount,  duration,  etc. ;  benefits  would  be  based  on 
actual  wages  paid,  including  the  fair  value  of  board  and  clothing,12  and 
would  vary  with  the  serviceman's  grade.  The  Federal  Government 
would  reimburse  the  States  Tior  unemployment-insurance  benefits  paid 
under  this  program  and  would  pay  the  cost  of  administration  in  the 
same  manner  as  for  other  Federal  employees. 

Under  either  of  these  plans,  the  Council  believes,  members  of  the 
armed  services  should  contribute  toward  the  cost  of  their  protection 
like  other  employees  (recommendation  7,  p.  163).  The  contributory 
principle  should  apply  to  all,  and  servicemen  should  have  the  same 
interest  and  stake  in  the  system  as  other  covered  workers. 

5.  Borderline  Agricultural  Workers 

To  afford  protection  to  certain  workers  excluded  by  the  1939  amend- 
ments to  the  Federal  Unemployment  Tax  Act,  defining  agricul- 
tural labor,  coverage  of  that  act  should  be  extended  to  services 
rendered  in  handling,  packing,  packaging,  and  other  forms  of 
processing  agricultural  and  horticultural  products,  unless  such 
services  are  performed  for  the  owner  or  tenant  of  the  farm  on 
which  the  products  are  raised  and  he  does  not  employ  five  or  more 
persons  in  such  activities  in  each  of  four  calendar  weeks  during 
the  year.    Coverage  should  also  be  extended  to  services  noio  de- 
fined as  agricultural  labor  by  section  1607  (I)  (3)  of  the  Unem- 
ployment Tax  Act. 
In  an  average  week,  approximately  1.7  million  individuals  are  un- 
able to  acquire  unemployment-insurance  protection  because  they  are 
agricultural  workers,  and  at  some  time  during  a  year  as  many  as  4.1 
million  are  employed  in  work  defined  as  agricultural.   In  the  Coun- 
cil's opinion,  extension  of  coverage  to  these  workers  under  the  unem- 
ployment-insurance program — the  Federal  Unemployment  Tax  Act 
and  State  unemployment-insurance  laws — is  highly  desirable.  From 
the  viewpoint  of  the  objectives  of  the  program,  the  agricultural  work- 
ers' need  for  protection  is  unquestionable.   Their  employment  is  un- 
stable, and  their  wages  are  often  too  low  to  permit  them  to  accumulate 
savings  to  tide  them  over  periods  of  unemployment.    Moreover,  as 
surveys  of  the  employment  history  of  farm  workers  show,  the  number 
of  persons  with  both  farm  and  nonf arm  employment  in  the  course  of  a 
year  is  appreciable.    Since  much  of  their  nonfarm  employment  is 
covered,  these  workers  frequently  claim  unemployment-insurance  ben- 
efits.  If  all  their  work  were  covered,  a  higher  proportion  of  them 


a  The  Army  estimates  board  and  clothing  to  be  worth  $108  a  month  at  1948  prices. 
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would  be  eligible  for  benefits,  and  the  benefit  rights  of  those  now  eli- 
gible would  be  increased. 

The  Council,  however,  does  not  recommend  at  this  time  extension  of 
the  Federal  Unemployment  Tax  Act  to  all  agricultural  employment. 
Such  an  extension  would  in  effect  require  the  States  to  cover  all  agri- 
cultural workers  immediately,  and  the  Council  recognizes  that  certain 
administrative  problems  connected  with  extension  of  coverage  to  this 
group  would  present  serious  difficulties  in  some  States.  While  prob- 
lems of  reporting  wages  and  collecting  contributions  are  similar  to 
those  in  old-age  and  survivors  insurance,  unemployment  insurance  has 
an  even  greater  need  for  prompt  and  accurate  reporting.  Since  un- 
employment-insurance benefits  are  usually  based  on  recent  wages  paid 
during  a  relatively  short  period,  rather  than  a  lifetime  average,  an 
error  or  delay  in  reporting  may  have  a  far  more  serious  effect  on  bene- 
fit rights  in  unemployment  insurance  than  in  old-age  and  survivors 
insurance. 

The  Council  recommends,  however,  immediate  extension  of  the  Fed- 
eral Unemployment  Tax  Act  to  those  persons  now  excluded  by  section 
1607  (1)  (3)  and  those  excluded  by  section  1607  (1)  (4)  who  are  en- 
gaged under  what  are  substantially  commercial  conditions  in  the 
handling,  grading,  storing,  packaging,  delivery  to  storage  or  to  mar- 
ket, and  other  processing  of  agricultural  products.  Both  of  these 
groups  were  originally  covered  under  the  Federal  Unemployment  Tax 
Act  and  were  excluded  by  the  amendments  of  1939.  The  packaging 
and  processing  group  is  made  up  of  some  200,000  to  225,000  persons, 
many  of  whom  are  covered  under  State,  although  not  Federal,  law. 
For  example,  Florida  covers  the  grading,  packing,  packaging,  or  proc- 
essing of  f resh  citrus  fruits ;  and  California  restricts  the  agricultural 
exclusion  to  services  on  a  farm  or  in  the  employ  of  the  owner  or  tenant 
of  the  farm  where  the  materials  being  processed  were  produced.  A 
number  of  States  require  that  the  service  to  be  excluded  must  be  for  an 
owner  or  tenant  as  an  incident  to  ordinary  farming  operations.  The 
laws  of  32  States,  however,  follow  the  Federal  definition  and  exclude 
nearly  all  workers  engaged  in  packing  and  processing  agricultural 
products,  other  than  in  commercial  canning  and  freezing. 

The  Council  believes  that  the  continued  exclusion  of  this  group  by 
the  Federal  law  is  unjustified.  These  persons  frequently  work  under 
factory  conditions  and  operate  mechanical  equipment  such  as  graders 
or  conveyors.  Stationary  engineers  tending  steam  boilers,  box  as- 
semblers, truck  operators,  plant  superintendents  and  department  fore- 
men, receiving  clerks,  box  lidders,  electricians,  and  mechanics  are  ex- 
cluded, as  well  as  the  workers  who  handle,  sort,  grade,  wash,  polish, 
and  pack  the  fruits  and  vegetables,  and  the  laborers  who  keep  the  pack- 
ing house  in  order.  The  operations  which  these  workers  perform  are 
essentially  commercial  or  industrial  in  character. 

The  Council  believes,  on  the  other  hand,  that  when  packing  and 
processing  services  are  not  essentially  a  commercial  operation  but  are 
performed  in  the  employ  of  the  owner  or  tenant  of  a  small  farm,  these 
services  should  remain  excluded  until  coverage  is  extended  to  all  farm 
workers.  The  Council  recommends  that  the  farmer  who  does  not  em- 
ploy at  least  five  persons  in  packing  and  processing  work  in  each  of 
four  calendar  weeks  during  the  year  should  not  be  subject  to  the  act. 
Services  of  this  nature  performed  for  persons  other  than  the  owner 
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or  tenant  of  the  farm  growing  the  products  to  be  processed  would  be 
covered  without  exception. 

Section  1607  (1)  (3)  of  the  Unemployment  Tax  Act  excludes  services 
performed  off  the  farm  in  connection  with  the  ginning  of  cotton ;  the 
hatching  of  poultry ;  the  operation  or  maintenance  of  ditches,  canals, 
reservoirs,  or  waterways  used  for  supplying  and  storing  water  for 
farming  purposes ;  and  in  connection  with  the  production  and  harvest- 
ing of  maple  sirup  or  maple  sugar,  turpentine,  gum  resin,  and  crude 
gum.  These  activities  are  not  what  one  ordinarily  means  by  agricul- 
tural labor  and,  in  our  opinion,  should  be  covered  under  the  Federal 
act.  The  Council  believes  that  the  test  should  be  whether  the  employ- 
ment is  reasonably  associated  with  industry  now  covered  and  whether 
it  can  be  brought  under  the  program  without  substantial  administra- 
tive difficulty.  If  performed  on  a  farm,  these  activities  would  ordi- 
narily continue  to  be  excluded  by  the  definitions  in  sections  1607  (1) 
(1)  or  1607  (1)  (2). 

The  Council  hopes  that  some  of  the  States  will  take  advantage  of 
the  opportunity  to  assume  leadership  in  extending  coverage  to  a  larger 
part  of  farm  employment  than  we  feel  should  be  covered  immediately 
under  the  Federal  act.  Under  the  State-Federal  program,  States 
wishing  to  make  progressive  changes  can  take  such  steps  before  it 
seems  practical  to  require  such  changes  in  all  States.  States  might 
experiment  with  several  possible  approaches  to  extending  coverage  to 
a  part  of  the  group  of  farm  workers.  Two  approaches  which  seem  to 
be  among  the  most  promising  are : 

1.  Extension  of  coverage  to  all  those  working  on  farms  with  more 
than  a  given  number  of  workers,  for  example,  four ;  or 

2.  Extension  of  coverage  to  all  employees  of  farm  operators  with 
an  annual  pay  roll  in  excess  of  a  specified  amount. 

6.  Inclusion  of  Tips  in  the  Definition  of  Wages 

The  definition  of  wages  contained  in  section  1607  (b)  of  the  Federal 
Unemployment  Tax  Act  should  be  amended  to  specify  that  sueh 
wages  shall  include  all  tips  or  gratuities  customarily  received  by 
an  employee  from  a  customer  of  an  employer 
Tips  or  gratuities  paid  directly  to  an  employee  by  a  customer  of  an 
employer,  but  not  "accounted  for"  by  the  employee  to  the  employer,  are 
not  now  included  in  wages  as  defined  under  the  Federal  Unemployment 
Tax  Act.  Moreover,  relatively  few  tips  are  accounted  for  and  sub- 
ject to  the  Federal  law.  As  many  as  31  States,  however,  levy  unem- 
ployment-insurance contributions  on  tips  without  differentiating  be- 
tween those  accounted  for  and  others.  In  the  absence  of  an  exact  re- 
porting by  persons  receiving  tips,  most  of  these  States  permit  em- 
ployers to  report  a  reasonable  estimate  of  the  amount  received  as  tips 
by  their  employees.  In  making  such  estimates,  the  employer  takes 
into  account  the  volume  of  business  handled  by  the  employee,  the  tips 
reported  by  other  employees,  the  type  of  establishment,  and  other 
pertinent  factors.  In  many  instances,  such  estimates  are  made  after 
agreement  with  the  employee.  Although  the  administrative  prob- 
lems connected  with  the  inclusion  of  tips  are  not  inconsiderable,  they 
are  generally  being  solved  satisfactorily  and  are  not  substantial  enough 
to  justify  the  continued  exclusion  of  this  type  of  remuneration  from 
the  Federal  law. 
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The  Council  believes  that  the  Federal  Unemployment  Tax  Act 
should  be  amended  to  include  all  tips  in  the  definition  of  wages.  In 
the  absence  of  such  an  amendment,  substantial  numbers  of  workers 
in  some  States — those  employed  in  restaurants,  barber  shops,  beauty 
parlors,  and  the  like — are  denied  the  degree  of  protection  they  would 
acquire  if  their  tips  and  gratuities  were  included  in  their  wage  records. 
Some  workers  may  fail  to  qualify  for  unemployment  benefits  because, 
except  for  tips,  they  receive  inconsequential  remuneration.  This  sit- 
uation is  especially  illogical  because  tips  are  frequently  contemplated 
in  the  wage  contract,  are  earned  in  the  service  of  the  employer,  and 
are  received  for  services  generally  recognized  as  performed  in  the 
interest  of  the  employer. 

The  Council  has  recommended  identical  provisions  for  old-age  and 
survivors  insurance.  From  an  administrative  standpoint,  it  is  highly 
desirable  to  have  an  identical  tax  base  in  both  systems  of  social  in- 
surance. Tips  are  also  included  as  taxable  income  under  the  Federal 
income-tax  law. 

While  the  Council  urges  that  all  tips  be  included  for  tax  and  benefit 
purposes  either  on  an  estimated  or  reported  basis,  it  believes  that — if 
the  reporting  basis  is  chosen — the  employer  should  be  protected  from 
inaccuracy  on  the  part  of  his  employees.  The  Council  believes  that 
employees  should  not  be  allowed  to  change  a  previous  report  on  tips 
when  applying  for  benefits.  Otherwise,  additional  assessments  would 
have  to  be  levied  against  the  employer  or  benefits  would  be  paid  at 
rates  higher  than  contributions  collected  would  warrant.  The  Coun- 
cil considers  both  these  results  undesirable. 

KECOMMENDATIONS  ON  BENEFIT  FINANCING 

7.  Contributory  Principle 

To  extend  to  unemployment  insurance  the  contributory  principle  now 
recognized  in  old-age  and  survivors  insurance,  a  Federal  unem- 
ployment tax  should  be  paid  by  employees  as  well  as  employers. 
Employee  contributions  to  a  State  unemployment-insurance  fund 
should  be  allowed  to  offset  the  Federal  employee  tax  in  the  same 
manner  as  employer  contributions  are  allowed  to  offset  the  Federal 
tax  on  employers.  The  employee  tax  would  be  collected  by  em- 
ployers and  paid  by  them  when  they  pay  their  own  unemployment 
tax 

The  Council  believes  that  part  of  the  cost  of  social-insurance  pro- 
grams should  be  borne  directly  by  those  who  are  the  beneficiaries  of 
the  program.  The  employee  contribution  is  a  significant  factor  in 
public  understanding,  for  it  demonstrates  the  insurance  principle  and 
the  worker's  right  to  the  benefit  and  clearly  differentiates  social  in- 
surance from  relief  and  assistance.  The  contributory  principle  is 
recognized  not  only  in  old-age  and  survivors  insurance  program  of 
this  country  but  also  in  the  unemployment-insurance  laws  of  all  other 
countries.    It  is  a  cornerstone  of  social  insurance. 

The  Council  recommends  the  addition  of  an  employee  tax  in  un- 
employment insurance  because  of  the  fundamental  concern  of  em- 
ployees with  the  operation  of  this  program.  They  receive  the  benefits ; 
they  are  greatly  affected  by  the  administration  of  the  laws;  and  they 
have  a  basic  interest  in  determining  legislative  policy. 
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Employee  interest  in  administration  would  be  strengthened  by  em- 
ployee sharing  in  the  cost  of  the  program.  If  they  paid  part  of  the 
cost  directly,  employees  would  have  an  even  greater  stake  than  at 
present  in  promoting  methods  of  administration  which  will  best  assure 
the  full  exercise  of  their  rights  to  benefits  and  the  prompt  payment  of 
those  benefits.  An  employee  contribution  would  also  stimulate  em- 
ployee interest  in  the  prevention  of  improper  payments,  whether  due 
to  lax  administrative  procedures  or  to  fraudulent  claims,  for  they 
will  want  to  avoid  having  their  contributions  dissipated  unwisely. 
Students  of  British  experience  cite  many  instances  in  which  labor 
representatives  were  better  able  to  prevent  abuses  than  were  employers 
or  officials. 

Labor  now  complains  that  some  State  legislatures  listen  more  atten- 
tively to  employer  groups  than  to  those  representing  employees,  be- 
cause the  unemployment-insurance  program  is  considered  by  many  to 
be  financed  exclusively  by  the  employers.  The  employee  tax  would 
help  put  employees  on  a  parity  with  the  employer.  On  the  one  hand, 
if  employees  pay  a  part  of  the  cost  they  will  have  a  stronger  voice  in 
determining  the  amount  of  benefits  and  the  conditions  of  eligibility ; 
on  the  other  hand,  their  direct  contribution  should  make  employees 
more  responsible  in  their  demands  for  higher  benefits  than  if  the  cost 
falls  on  them  only  indirectly.  Under  the  present  arrangement,  many 
employees  believe  that  benefit  increases  are  financed  entirely  by  the 
employer  and  they  tend  therefore  to  exert  their  influence  mainly 
toward  payment  or  higher  benefits  without  consideration  of  costs. 

Since  some  of  the  employer's  tax  is  shifted  to  the  workers  as  em- 
ployees and  as  consumers  anyway,  it  would  be  far  better  to  tax  workers 
directly  and  achieve  the  advantages  to  be  derived  from  the  recognition 
of  their  part  in  paying  the  costs  of  benefits.  Under  the  present  law 
employers  can  shift  at  least  part  of  the  unemployment  taxes  to  the 
consumer  in  higher  prices  or  to  the  worker  in  lower  wages.  In  good 
times,  the  former  is  more  feasible,  while  in  times  of  unemployment 
the  latter  is  more  likely  to  occur. 

Only  two  States,  New  Jersey  and  Alabama,  now  provide  for  em- 
ployee contributions  to  unemployment  insurance,  although  nine  States 
have  required  such  contributions  at  one  time  or  another.  Federal 
action  is  needed  to  extend  the  contributory  principle  in  unemploy- 
ment insurance  to  all  States.  At  the  same  time  section  303  (a)  (5) 
of  title  III  of  the  Social  Security  Act  should  be  revised  to  provide 
that,  after  the  effective  date  of  a  Federal  unemployment  tax  on  em- 
ployees, the  employee  contributions  available  for  temporary  disability 
benefits  should  be  limited  to  the  amount  in  excess  of  the  minimum 
rate  required  for  unemployment  insurance.  Employee  contributions 
paid  into  the  unemployment  trust  fund  before  that  effective  date  would 
continue  to  be  available  for  the  State's  disability-insurance  program. 

Following  the  principles  of  the  present  State-Federal  program,  em- 
ployee contributions  to  a  State  unemployment-insurance  fund  should 
be  allowed  as  an  offset  against  the  Federal  employee  tax  in  the  same 
manner  as  offsets  are  allowed  against  the  Federal  tax  on  employers. 
The  employee  tax  would  be  withheld  by  the  employer  from  wages  and 
combined  with  the  amount  he  is  required  to  pay  as  an  employer. 
Federal  employees  should  contribute  at  the  minimum  rate  required 
by  the  Federal  Government  for  all  covered  employees  but,  in  accord- 
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ance  with  recommendation  3,  the  contribution  would  be  collected  by 
the  Federal  Government  and  used  to  reimburse  the  States  for  benefits 
actually  paid  on  the  basis  of  wage  credits  earned  from  Federal  em- 
ployment. 

8.  Maximum  Wage  Base 

To  take  account  of  increased  louge  levels  and  costs  of  living,  and  to 
provide  the  same  wage  base  for  contributions  and  benefits  as  that 
recommended  for  old-age  and  survivors  insurance,  and  upper 
limit  on  earnings  subject  to  the  Federal  unemployment  tax  should 
be  raised  from  $3,000  to  $^00  13 
A  social  insurance  program  must  be  adjusted  periodically  to  basic 
economic  changes.    In  a  dynamic  economy,  some  provisions  which 
were  appropriate  when  they  became  effective  eventually  become  out- 
moded.   This  is  what  has  happened  to  the  limitation  placed  on  the 
amount  of  annual  wages  subject  to  social  insurance  contributions. 

In  1939,  when  the  maximum  wage  base  for  contributions  and  bene- 
fits was  set  at  $3,000,  nearly  97  percent  of  all  workers  in  covered  em- 
ployment had  wages  of  less  than  $3,000  a  year;  contributions  were 
thus  paid  on  the  full  wages  of  virtually  all  covered  workers.  With  the 
general  rise  in  wage  levels  since  1939,  however,  the  $3,000  limitation 
has  tended  to  exclude  from  taxation  part  of  the  wages  of  a  substantial 
proportion  of  covered  workers.  In  1947  about  18  percent  of  all 
covered  workers  had  wages  exceeding  $3,000,  and  among  workers  who 
were  steadily  employed  throughout  the  year,  from  one-fourth  to  one- 
third  had  wages  in  excess  of  that  amount.  When  the  figures  for 
1948  are  available,  these  percentages  will  be  even  higher. 

As  wages  continue  to  rise,  the  $3,000  limitation  excludes  a  larger 
and  larger  proportion  of  wages  from  taxation.  Thus  the  system 
suffers  progressive  loss  of  income,  which  makes  it  increasingly  diffi- 
cult to  finance  benefits  related  to  current  wages.  Furthermore,  when 
the  limitation  excludes  a  significant  part  of  the  wages,  it  is  a  source 
of  inequality  in  the  tax  burden,  for  the  ratio  of  taxes  to  wages  is  lower 
for  establishments  with  high  average  wages  than  for  those  with  low 
wages.  In  our  opinion,  the  taxation  base  should  be  kept  broad  and  the 
tax  rate  set  lower  than  would  be  prudent  with  a  more  limited  base. 

The  higher  wage  base  is  not  only  wise  for  revenue  purposes  but  is 
also  desirable  as  a  base  for  calculating  benefits.  In  a  contributory 
system,  taxes  should  be  paid  on  all  wages  which  serve  as  a  basis  for 
benefits.  It  is  undesirable,  for  example,  to  pay  higher  benefits  to 
those  getting  more  than  $3,000  than  to  those  at  the  $3,000  level  without 
at  the  same  time  charging  more  for  the  higher  benefits.  Thus  if 
wages  in  excess  of  $60  a  week  (approximately  $3,000  a  year)  are 


18  While  the  majority  of  the  Council  favor  increasing  the  upper  limit  to  $4,200,  some 
favor  keeping  the  limit  at  $3,000  and  some  favor  increasing  it  to  $4,800.  Those  who  favor 
the  retention  of  the  present  tax  base  feel  that  adequate  benefits  can  be  paid  without  any 
change  and  cite  as  evidence  the  benefits  already  being  paid  by  several  States,  such  as  New 
York  and  California.  An  increase  in  the  base  would  result  in  an  increase  in  benefits  only 
to  those  in  the  upper  income  group.  In  the  opinion  of  these  members,  payment  of  increased 
benefits  to  this  group  is  not  consistent  with  the  basic  principle  of  social  insurance  to  provide 
a  basic  floor  of  protection.  Those  who  feel  that  the  change  in  the  top  limit  of  taxable  wages 
should  be  to  $4,800  rather  than  $4,200  accept  the  reasoning  of  the  majority  report,  but  point 
out  that  the  consumers'  price  index  has  risen  by  more  than  60  percent,  so  that  an  income 
of  $4,800  today  has  less  purchasing  power  than  an  income  of  $3,000  had  in  1939.  Hence, 
raising  the  tax  base  and  wages  credited  for  benefits  to  $4,800  would  not  be  a  real  increase — 
it  would,  in  fact,  fall  short  of  maintaining  the  1939  relationship  between  the  wage  base  and 
prices.  In  substantial  part,  the  reasons  which  were  given  by  both  groups  in  their  dissents  in 
pt.  I  are  applicable  here.    See  appendix  I-F,  p.  64.) 
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credited  for  benefit  purposes,  the  tax  base  should  be  similarly  in- 
creased. To  relate  benefits  to  wages  for  a  large  proportion  of  claimants, 
benefits  should  be  based  on  wages  above  this  $60  a  week  figure.  If 
benefits  are  to  vary  with  earnings  for  even  as  many  as  three-fourths 
of  the  claimants  and  if  workers  are  to  receive  as  much  as  50  percent  of 
earnings,  in  many  States  benefits  would  now  have  to  be  based  on  earn- 
ings up  to  $70  or  $80  a  week.  If  wages  continue  to  rise,  more  and 
more  States  will  be  in  this  position. 

The  Council  believes  that  a  system  of  differential  benefits  related  to 
the  individual's  contribution  to  production  as  reflected  in  his  earnings 
supports  general  economic  incentives  and  provides  more  adequate 
security  than  does  a  system  which  fails  to  take  account  of  the  indi- 
vidual's standard  of  living.  The  desire  to  return  to  productive  work  is 
well  protected  by  a  system  which  relates  benefits  to  the  earnings  of  the 
individual  worker.  Such  a  system  permits  higher  benefits  to  those 
who  are  able  to  earn  more  and  consequently,  while  protecting  the  desire 
to  return  to  work,  compensates  for  a  greater  proportion  of  total  wage 
loss  due  to  unemployment  than  is  possible  under  a  system  in  which 
a  large  proportion  or  all  of  the  beneficiaries  receive  the  same  amount. 
For  these  reasons  we  believe  it  is  important  that,  in  the  great  majority 
of  cases,  benefits  should  vary  with  the  wages  earned  by  the  individual 
worker  and  that  the  system  should  not  become  a  flat  benefit  system  be- 
cause of  benefit  maximums  which  are  too  low  in  relation  to  current 
wages. 

To  take  full  account  of  increases  in  wages  and  prices,  the  limitation 
on  taxable  wages  would  have  to  be  raised  to  somewhat  more  than 
$4,800.  The  Council,  however,  recommends  that  a  part  of  the  increase 
in  wages  be  disregarded  by  raising  the  limit  to  $4,200  as  a  conservative 
adjustment  to  the  rise  in  wage  and  price  levels  which  has  occurred  since 
the  $3,000  limitation  was  adopted.  The  $4,200  limitation  proposed 
for  unemployment  insurance  is  the  same  as  that  recommended  by  the 
Council  for  old-age  and  survivors  insurance.  For  administrative  rea- 
sons it  is  desirable  to  have  the  same  contribution  base  for  both  systems. 

9.  Minimum  Contribution  Rate 

The  Federal  unemployment  tax  should  he  0.75  percent  of  covered 
wages  payable  by  employers  and  0.75  percent  payable  by  em- 
ployees.   The  taxpayer  should  be  allowed  to  credit  against  the 
Federal  tax  the  amount  of  contributions  paid  into  a  State  unem- 
ployment fund,  but  this  credit  should  not  exceed  80  percent  of  the 
Federal  tax.    Since  no  additional  credit  against  the  Federal  tax 
should  be  allowed  for  experience  rating,  the  States  would,  in  effect, 
be  required  to  establish  a  minimum  rate  of  0.6  percent  on  em- 
ployers and  0.6  percent  on  employees 
The  Council  believes  that  Congress  should  put  a  floor  under  State 
unemployment  contribution  rates  at  a  point  which  will  allow  the 
majority  of  States  to  pay  adequate  benefits  to  most  unemployed  mem- 
bers of  the  covered  labor  force  for  a  period  sufficient  in  normal  times 
to  cover  the  duration  of  their  unemployment.  Under  the  present  law 
there  is  no  floor  under  the  rates  which  States  may  charge.  Credit  allow- 
ances against  the  Federal  tax  are  permitted  to  replace  actual  tax  pay- 
ments for  the  full  90  percent  offset,  as  long  as  the  allowances  are  based 
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on  experience  rating.  States  may  thus  reduce  their  contribution  rates 
to  a  very  low  average  rate  and  even  to  zero  for  some  employers.  (See 
table  10,  appendix  IV-E,  for  average  employer  contribution  rates 
1941-48.) 

The  present  arrangement  permits  the  States  to  compete  in  establish- 
ing low  contribution  rates  for  employers  and  therefore  discourages  the 
adoption  of  adequate  benefit  provisions,  since  proposals  to  provide 
more  nearly  adequate  benefits  in  a  given  State  are  weighed  against  the 
effect  of  increased  contribution  rates  on  the  competitive  position  of  em- 
ployers in  that  State.  Yet  a  basic  purpose  behind  the  State-Federal 
tax  offset  plan  adopted  in  1935  was  to  remove  interstate  competition. 
Until  the  passage  of  the  Federal  act,  the  States  were  reluctant  to  re- 
quire unemployment  insurance  contributions  from  employers  within 
their  boundaries  unless  other  States  had  similar  requirements.  The 
Council's  proposed  minimum  contribution  rate  is  a  return  to  the  prin- 
ciple of  assuring  relative  equality  among  employers  in  the  various 
States.  It  will  remove  an  important  barrier  to  the  liberalization  of 
benefits  by  requiring  that  all  covered  employers  and  employees 


Some  States  will  have  to  charge  more  than  the  minimum  suggested 
by  the  Council  if  they  are  to  finance  an  adequate  system  of  benefits ; 
others  will  be  able  to  pay  benefits  somewhat  higher  than  the  amount 
used  by  the  Council  in  deriving  the  suggested  rate.  This  situation  will 
result  from  the  considerable  differences  among  the  States  in  the  size 
of  reserves  and  in  the  unemployment  rates  which  may  be  expected  to 
prevail.  Under  the  Council's  recommendation,  each  State  will  con- 
tinue to  be  responsible  for  relating  its  contribution  rates  to  its  own 
benefit  payments  and  reserves.  A  State  could  thus  impose  a  higher 
rate  on  all  employers  and  all  employees,  or  it  could  maintain  a  system 
of  experience  rating  under  which  some  employers  would  pay  more 
than  the  minimum  rate. 

The  Council  is  aware  that  some  jurisdictions,  such  as  Wisconsin, 
Hawaii,  and  the  District  of  Columbia,  will  have  unusually  low  costs  if 
their  past  benefit  experience  can  be  taken  as  a  reliable  guide.  Under 
the  minimum  tax  proposed,  these  governmental  units  can  perhaps 
afford  to  pay  more  generous  benefits  than  can  other  jurisdictions.  If, 
in  the  future,  any  State  with  benefits  substantially  more  generous  than 
others  continues  to  build  up  a  reserve,  the  Congress  might  consider 
some  adjustment  in  the  minimum  rates  required  of  them  or  allow  all 
or  part  of  the  minimum  employee  contribution  in  such  States  to  be 
used  for  other  social  insurance  purposes.  The  Council  believes  that  no 
special  plan  is  needed  now  to  provide  for  such  a  contingency,  and  none 
may  ever  be  needed. 

Appendix  IV-A  discusses  in  detail  the  method  of  arriving  at  the 
minimum  rate.14  In  general,  it  was  necessary  to  assume  certain  illus- 
trative benefit  plans  as  "adequate"  and  then  to  estimate  the  cost  of  such 
plans  in  the  various  States.  These  costs  were  estimated  under  two 
widely  differing  hypothetical  sets  of  economic  conditions  for  the  next 
10  years,  and  the  actual  cost  was  assumed  to  fall  within  the  resulting 
range. 

14  A  comprehensive  study  of  the  principles  underlying  the  estimates  of  unemployment 
insurance  costs  has  been  made  by  W.  S.  Woytinskjr,  formerly  principal  consulting  economist 
to  the  Bureau  of  Employment  Security  of  the  Social  Security  Administration,  Principles  of 
Cost  Estimates  in  Unemployment  Insurance,  Government  Printing  Office.  Washington, 
1948.    This  study  has  been  the  basis  of  the  cost  estimates  used  by  the  Council. 
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Since  reserves  in  most  States  are  now  at  a  high  level,  we  have  as- 
sumed that  a  substantial  part  of  the  costs  of  benefits  during  the  next 
10  years  should  be  met  from  these  reserves.  We  have  set  therefore  the 
minimum  contribution  rate  at  a  point  which  will  allow  most  States  to 
pay  adequate  benefits  if  they  utilize  a  considerable  portion  of  their 
reserves.  (See  table  11,  appendix  IV-E,  for  funds  available  for  bene- 
fits as  of  September  30,  1948.) 

The  present  system  of  State  offsets  against  the  Federal  tax  should 
be  continued,  but  the  percentage  should  be  changed  from  90  percent  to 
80  percent.  The  employer  and  employee  would  thus  have  to  pay  a 
minimum  of  0.6  percent  each  to  the  State  and  0.15  percent  to  the  Fed- 
eral Government.  Thus  the  present  Federal  income  of  0.3  percent  of 
pay  roll  would  remain  unchanged  although  it  would  now  be  paid  in 
equal  shares  by  employer  and  employee. 

10.  Loan  Fund 

The  Federal  Government  should  provide  loans  to  a  State  for  the  pay- 
ment of  unemployment  insurance  benefits  when  a  State  is  in  danger 
of  exhausting  its  reserves  and  covered  unemployment  in  the  State 
is  heavy.    The  loan  should  he  for  a  5-year  period  and  should  carry 
interest  at  the  average  yield  of  all  interest-bearing  obligations  of 
the  Federal  Government 
The  Council  believes  that  during  a  period  of  heavy  unemployment, 
the  Federal  Government  should  stand  ready  to  make  loans  to  States 
whose  unemployment  trust  fund  reserves  are  in  danger  of  being  ex- 
hausted.   In  times  of  relatively  light  unemployment,  a  State  would 
be  expected  to  raise  its  unemployment  contribution  rate  to  prevent 
exhausting  its  reserve.    That  remedy  would  not  be  justified,  however, 
during  a  period  of  heavy  unemployment  when  an  increase  in  the  con- 
tribution rate  would  aggravate  unemployment  and  impose  hardships 
on  many  employers  and  employees.    Equally  disastrous  in  a  time  of 
heavy  unemployment  would  be  an  attempt  to  preserve  solvency  by 
reducing  the  amount  or  duration  of  benefits  or  by  restricting  eligibility. 
The  Council  believes  that  present  provisions  in  several  State  laws 
which  provide  for  a  decrease  in  benefits  or  an  increase  in  contribution 
rates  when  reserves  fall  below  a  given  point  are  contrary  to  sound 
policy.    To  obviate  need  for  such  measures,  we  recommend  the  estab- 
lishment of  a  Federal  loan  fund. 

A  State's  need  for  a  Federal  loan  may  result  from  two  causes : 

1.  The  contribution  rate  established  by  a  State  may  be  too  low  to 
meet  actual  costs  over  the  entire  10-year  period.  Since  the  volume  and 
incidence  of  unemployment  are  difficult  to  predict  and  differ  from 
State  to  State,  some  States  will,  through  error,  probably  establish 
contribution  rates  too  low  to  finance  benefits.  If  they  rely  on  the 
minimum  rate  set  by  the  Federal  Government  (recommendation  9, 
p.  166),  a  few  States  will  almost  certainly  find  the  rate  too  low  to  sup- 
port an  adequate  benefit  program  over  the  cycle. 

2.  Although  the  rate  may  be  sufficient  to  support  the  system  over 
the  cycle,  the  fund  may  be  temporarily  exhausted.  It  is  expected  that 
a  State  will  establish  a  contribution  rate  designed  to  cover  costs  over 
a  relatively  long  period,  such  as  10  years.  This  assumption  was  the 
basis  used  in  determining  the  minimum  contribution  rate  discussed  in 
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recommendation  9,  page  166,  and  appendix  IV-A.  Such  a  rate,  how- 
ever, is  not  expected  to  provide  income  equal  to  outgo  during  some 
phases  of  the  business  cycle.  Thus  States  with  unusually  severe  fluc- 
tuations in  the  level  of  employment  or  with  relatively  low  initial  re- 
serves might  temporarily  lack  funds  sufficient  to  meet  benefit  costs. 

If  a  State's  need  for  the  Federal  loan  results  from  the  situation 
described  under  2,  the  loan  will  be  self -liquidating,  because  the  State's 
unemployment  contributions  will  in  time  yield  sufficient  revenue  to 
repay  the  amount  borrowed.  But  if  the  situation  is  that  described 
under  1,  the  State  will  have  to  use  other  revenue  sources  or  increase 
its  unemployment  contribution  rate  after  the  volume  of  unemploy- 
ment has  declined. 

The  Council  is  aware  that  some  States  have  constitutional  provisions 
which,  unless  amended,  will  prevent  them  from  taking  advantage 
of  these  loans.  It  seems  important  to  us,  however,  that  the  Federal 
offer  be  put  on  a  businesslike  basis  with  provision  for  the  payment 
of  interest  and  other  safeguards  against  too  frequent  and  too  extensive 
borrowing.  The  loan  should  be  for  a  5-year  period  and  should  carry 
interest  at  the  average  yield  of  all  obligations  of  the  Federal  Govern- 
ment. This  is  the  interest  rate  now  paid  to  the  States  by  the  Federal 
Government  on  the  amounts  which  the  States  have  on  deposit  in  the 
Unemployment  Trust  Fund.  No  one  loan  should  be  greater  than  the 
estimated  requirements  of  the  State  for  the  next  12  months  but  there 
would  be  no  limit  on  the  total  amount  which  a  State  might  borrow. 
The  State  would  become  eligible  for  a  loan  on  meeting  all  other  condi- 
tions if  it  had  insufficient  funds  in  its  unemployment  trust  fund  ac- 
count to  meet  estimated  expenditures  for  the  next  12  months. 

To  promote  a  more  rational  relationship  between  the  contribution 
rates  and  the  cyclical  movements  of  business,  it  is  desirable  to  prevent 
an  increase  in  rates  when  unemployment  is  high.  If  a  State  increased 
its  unemployment  contribution  rate  before  covered  unemployment  had 
dropped  below  a  given  percentage  of  covered  employment  in  that 
State — an  appropriate  figure  might  be  from  10  to  12  percent — further 
loans  would  be  denied.  To  provide  for  prompt  repayments  of  the 
loans,  the  Federal  law  should  require  that  all  contributions  deposited 
in  the  State's  unemployment  trust  fund  account  in  excess  of  benefit 
payments  expected  in  the  next  quarter  would  be  applied  against  the 
loan.  The  loan  should  be  negotiated  by  the  Federal  Security  Admin- 
istrator on  application  of  the  State  agency  and  he  would  approve  the 
loan  for  payment  by  the  Treasury. 

As  indicated  in  recommendation  13,  p.  172,  the  income  from  the  Fed- 
eral Unemployment  Tax  Act  should  be  earmarked  for  unemployment 
insurance  purposes,  and  one-half  of  any  surplus  over  expenses  incurred 
in  the  collection  oi  the  tax  and  the  administration  of  unemployment 
insurance  and  the  employment  service  should  be  appropriated  and 
credited  to  the  loan  fund.  The  War  Mobilization  and  Reconversion 
Act  of  1944  has  already  established  a  fund  to  provide  advances  to  the 
States  for  unemployment  benefits,  but,  under  existing  law,  that  fund 
would  terminate  on  April  1, 1950.  By  July  1948  that  fund,  which  was 
authorized  to  hold  the  difference  between  the  0.3  percent  Federal 
unemployment  tax  and  the  actual  administrative  expenditures  of 
the  State  and  Federal  Governments  under  title  III  of  the  Social  Secu- 
rity Act,  would  have  totaled  $970,000,000  if  the  authorized  appropria- 
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tion  had  been  made.16  The  amount  already  authorized  for  this  fund 
should  stand  to  the  credit  of  the  new  loan  fund  and  should  be  appro- 
priated as  needed.  If  the  amounts  available  from  both  these  sources 
prove  insufficient  to  finance  the  necessary  loans,  the  additional  sums 
needed  should  be  appropriated  from  general  Federal  revenues. 

11.  Standards  on  Experience  Rating 

//  a  State  has  am  experience  rating  plan,  the  Federal  act  should  require 
that  the  plan  provide  (1)  a  minimum  employer  contribution  rate 
of  0.6  percent;  {2)  an  employee  rate  no  higher  than  the  lowest 
rate  payable  by  an  employer  in  the  State;  and  (3)  a  rate  for  newly 
covered  and  newly  formed  firms  for  the  first  3  years  under  the 
program  which  does  not  exceed  the  average  rate  for  all  employers 
in  the  State 

To  finance  an  adequate  system  of  unemployment  insurance,  some 
States  will  need  to  establish  unemployment  contribution  rates  higher 
than  the  combined  employer  and  employee  minimums  of  1.2  percent 
required  by  the  Federal  Government.  In  such  cases,  the  Council  be- 
lieves that  the  States  should  be  left  free  to  set  the  higher  rates  uni- 
formly for  all  employers  and  employees  or  to  relate  the  higher 
employer  rates  to  the  employer's  individual  experience  with  the  risk 
of  unemployment.  The  Council  believes,  on  the  basis  of  its  analysis  of 
the  arguments  for  and  against  experience  rating,  that  the  Federal 
interest  in  unemployment  insurance  does  not  require  prohibition  of 
all  experience  rating  but  is  concerned  rather  that  contribution  rates 
reduced  through  experience  rating  are  consistent  with  reasonably 
adequate  benefit  provisions  and  sound  fiscal  practice. 

Under  the  Council's  proposals  for  a  minimum  contribution  rate 
(recommendation  9,  p.  166) ,  experience  rating  in  most  States  could  not 
operate  to  reduce  the  income  of  the  system  to  a  point  which  would 
threaten  adequate  benefit  standards.  Furthermore,  the  minimum 
rate  would  place  a  limit  on  the  tendency  of  most  experience  rating 
plans  to  reduce  contribution  rates  in  prosperous  times  just  when  gen- 
eral economic  principles  dictate  peak  rates,  and  correspondingly  would 
limit  the  increase  in  rates  in  periods  of  growing  unemployment  when 
it  is  desirable  to  have  low  rates.  The  Council  believes  that,  after 
establishing  certain  safeguards,  the  Federal  Government  should  leave 
to  the  States  the  option  of  maintaining  experience  rating  plans. 

A  minimum  employer  contribution  rate  of  0.6  percent  would  be  auto- 
matically achieved  under  recommendation  9,  p.  166,  hence  no  specific 
Federal  standard  on  this  point  would  be  necessary.  The  Council  pro- 
poses, however,  two  Federal  standards  for  State  experience  rating 
plans  to  replace  the  present  requirements  in  section  1602  of  the  Federal 
Unemployment  Tax  Act,  which  would  become  obsolete  under  the  Coun- 
cil's proposal.  These  Federal  standards  are  as  follows:  (1)  The  con- 
tribution rate  for  employees  should  not  exceed  the  lowest  rate  pay- 
able by  any  employer  in  the  State,  and  (2)  newly  formed  or  newly 
covered  firms,  for  the  first  3  years  under  the  program,  should  be  re- 
quired to  pay  no  more  than  the  average  rate  for  all  employers  in  the 
State. 

u  This  figure  equals  the  0.3  percent  of  pay  roll  collected  by  the  Federal  Government  since 
1936,  minus  the  Federal  costs  of  collecting  the  tax  and  administering  the  unemployment 
Insurance  program  and  all  grants  to  the  States  under  title  III  of  the  Social  Security  Act. 
Grants  to  the  States  under  title  III  include  the  expenses  of  administering  unemployment 
insurance  for  all  years  and  the  expenses  of  the  employment  service  related  to  unemploy- 
ment for  the  years  1938  through  1941. 
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The  Council  considers  experience  rating  inapplicable  to  employees. 
Generally  speaking,  differentials  based  on  company  experience  with 
the  risk  of  unemployment  could  not  be  expected  to  stimulate  employees 
to  effective  action  in  regularizing  employment.  In  our  opinion,  all 
employees  in  a  State  should  pay  the  same  rate  for  the  same  benefits. 
We  believe  further  that  employees  should  not  pay  at  a  higher  rate  than 
their  employers.  It  follows  therefore  that  under  experience  rating 
schemes,  the  employee  rate  for  all  employees  should  equal  the  rate 
payable  by  the  employer  with  the  lowest  rate  in  the  State. 

Under  the  present  law,  new  employers  must  have  3  years  of  contribu- 
tion experience  before  they  are  eligible  for  a  reduction  from  the  full 
3  percent  tax  rate.  Many  new  business  ventures,  especially  firms 
established  by  veterans,  have  felt  this  provision  discriminatory,  since 
they  must  pay  the  full  rate,  while  some  of  their  long-established  com- 
petitors may  pay  less  than  1  percent.  The  mere  repeal  of  section  1602 
would  allow  the  States  to  determine  the  rates  payable  by  new  employ- 
ers and  newly  covered  employers  more  equitably  than  is  now  possible ; 
the  Council  nevertheless  believes  that  the  Federal  Government  should 
go  further  and  require  State  experience  rating  plans  to  stipulate  that 
new  employers  will  be  required  to  pay  no  more  than  the  average  con- 
tribution rate  for  all  employers  in  the  State  for  the  first  3  years  under 
the  program.  Under  the  proposed  standard,  a  State  would  be  allowed 
to  charge  new  firms  a  lower-than-average  rate,  perhaps  the  minimum 
State  rate  of  0.6  percent. 

KECOMMENDATIONS  ON  ADMINISTKATION 

12.  Combining  Wage  Credits  Earned  in  More  Than  One  State 
and  Processing  Interstate  Claims 

The  Social  Security  Administration  should  be  empowered  to  estab- 
lish standard  procedures  for  combining  unemployment  insurance 
wage  credits  earned  in  more  than  one  State  and  for  processing 
interstate  claims.    These  procedures  should  be  worked  out  in 
consultation  with  the  administrators  of  the  State  programs  and 
should  provide  for  the  combination  of  wage  credits  not  only  when 
eligibility  is  affected  but  also  when  such  combination  would  sub- 
stantially affect  benefit  amount  or  duration.   All  States  should 
be  required  to  follow*  the  prescribed  procedures  as  a  condition  of 
receiving  administrative  grants.    Similar  procedures  should  be 
worked  out,  in  cooperation  with  the  Railroad  Retirement  Board, 
for  combining  wage  credits  earned  under  the  State  systems  and 
under  the  railroad  system 
In  a  State-Federal  system,  the  Federal  Government  has  a  clear  re- 
sponsibility for  seeing  that  the  provisions  of  the  several  State  unem- 
ployment insurance  programs  do  not  penalize  workers  who  move  from 
State  to  State  in  search  of  work.    Of  the  51  jurisdictions,  45  now  have 
a  limited  type  of  voluntary  interstate  agreement  on  combining  wage 
credits,  but  only  if  such  combination  is  needed  to  make  a  worker  eS- 
gible  for  unemployment  benefits.    No  provision  is  made  for  combin- 
ing credits  solely  to  increase  the  benefit  amount  or  duration  and  there 
is  no  safeguard  to  prevent  the  windfalls  which  may  now  result  when  a 
worker  becomes  entitled  to  benefits  in  more  than  one  State.   All  States 
participate  in  a  voluntary  plan  for  the  acceptance  and  transmittal 
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of  claims  based  upon  wage  credits  earned  in  other  States.  Under 
present  arrangements,  however,  long  delays  in  the  payment  of  these 
claims  frequently  result  from  divided  authority  among  the  States. 
The  State  taking  the  claim  gathers  the  facts,  while  the  State  in  which 
the  credits  were  earned  makes  all  decisions.  An  appeal  under  these 
conditions  is  particularly  difficult  to  process. 

At  present  18  States  are  engaged  in  an  experiment  in  which  the 
State  where  the  wage  credits  were  earned  makes  the  initial  decision 
only.  All  decisions  on  continuing  eligibility  are  made  in  accordance 
with  the  law  of  the  State  in  which  the  worker  is  applying  for  benefits. 

The  Council  believes  that  it  is  possible  to  work  out  more  equitable 
protection  for  the  interstate  worker  and  that  all  States  should  be  re- 
quired to  cooperate  in  giving  such  protection.  The  absence  of  even  one 
State  as  a  party  to  these  agreements  leaves  a  serious  gap  in  the  protec- 
tion afforded.  At  present,  even  the  States  that  have  entered  into  vol- 
untary agreements  may  withdraw  at  any  time  or  merely  refuse  to 
follow  the  procedures  agreed  upon  if  they  find  them  onerous.  In  our 
opinion,  the  Federal  Government,  in  protecting  the  interest  of  the 
interstate  worker,  cannot  afford  to  rely  on  the  voluntary  cooperation 
of  individual  States.  The  Social  Security  Administration  should  be 
empowered  by  statute  to  prescribe  standard  procedures  for  combining 
wage  credits  earned  in  more  than  one  State  and  for  processing  inter- 
state claims.  These  procedures  should  be  worked  out  in  consultation 
with  the  administrators  of  the  State  programs.  All  States  should  be 
required  to  follow  the  procedures  as  a  condition  of  receiving  adminis- 
trative grants. 

The  Council  recognizes  that  Congress  has  long  responded  to  the  ex- 
pressed need  for  special  legislation  for  railroad  workers  and  that  un- 
employment insurance  for  such  workers  would  be  particularly  difficult 
to  administer  under  State  laws,  since  a  large  proportion  of  railroad 
employment  is  performed  in  more  than  one  State.  The  Council,  in 
its  consideration  of  the  relationship  of  the  old-age  and  survivors  in- 
surance program  to  the  railroad  retirement  program,  has  noted,  how- 
ever, the  large  extent  of  shifting  between  railroad  and  other  employ- 
ment. The  Council  therefore  strongly  recommends  that  the  Social 
Security  Administration,  the  Railroad  Retirement  Board,  and  the 
State  employment  security  agencies  develop  the  provisions  necessary 
for  combining  wage  and  employment  credits  for  unemployment  in- 
surance that  will  neither  penalize  nor  encourage  shifts  to  or  from  rail- 
road employment. 

13.  Financing  Administrative  Costs 

Income  from  the  Federal  Unemployment  Tax  Act  should  he  dedi- 
cated to  unemployment-insurance  purposes.  One-half  of  any 
surplus  over  expenses  incurred,  in  the  collection,  of  the  tax  and  the 
administration  of  unemployment  insurance  and  the  employment 
'service  should  he  appropriated  to  the  Federal  loan  fund  and  one- 
half  of  the  surplus  should  he  proportionately  assigned  to  the 
States  for  administration  or  henefit  purposes.  A  contingency 
item  should  he  added  to  the  regular  congressional  appropriation 
for  the  administration  of  the  employment-security  programs. 
The  administrati/oe  standards  in  the  Social  Security  Act  should 
he  applicahle  to  the  expenditure  of  the  surplus  funds  as  well  as 
to  expenditures  of  the  funds  originally  appropriated 
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Administrative  costs  of  State  unemployment-insurance  programs 
and  State  employment  services  are  now  financed  by  grants  to  the 
States  from  the  general  revenues  of  the  Federal  Government.  In- 
dividual States  estimate  their  work  loads  on  the  basis  of  general  eco- 
nomic assumptions  supplied  by  the  Social  Security  Administration. 
Using  these  State  estimates,  the  Social  Security  Administration  pre- 
pares a  consolidated  budget  for  the  entire  country  sufficient  for  the 
"proper  and  efficient  administration"  of  the  programs.  After  review 
and  possible  amendment  by  the  Bureau  of  the  Budget  acting  on  behalf 
of  the  President,  the  consolidated  budget  is  submitted  to  the  Congress. 
The  amount  appropriated  by  Congress  is  distributed  among  the  States 
in  accordance  with  State  factors  determined  by  the  Social  Security 
Administration. 

The  Council  believes  that  it  is  important  for  the  Federal  Govern- 
ment to  continue  its  responsibility  for  assuring  to  each  State  enough 
funds  to  administer  the  program  in  accord  with  at  least  minimum 
Federal  standards,  and  therefore  recommends  that  the  Federal  Gov- 
ernment continue  to  bear  financial  responsibility  for  paying  the  costs 
of  proper  and  efficient  administration  of  the  program.  We  believe, 
however,  that  it  is  important  to  provide  an  additional  source  of  funds 
for  the  administration  of  unemployment  insurance  which  would  make 
it  possible  for  certain  States  to  pioneer  in  administration  and  do  more 
than  the  minimum  which  the  Federal  Government  is  willing  to  ap- 
prove as  necessary  for  all  States.  This  purpose  can  be  accomplished 
by  providing  that  some  funds  which  could  be  used  for  administration 
be  automatically  assigned  to  the  St  ates. 

At  present,  the  0.3  percent  of  covered  pay  roll  which  the  Federal 
Government  derives  from  the  Federal  unemployment  tax  goes  into 
the  Treasury  of  the  United  States  without  earmarking.  The  hearings 
and  committee  reports  at  the  time  the  tax  was  imposed,  however, 
clearly  indicate  that  this  revenue  was  intended  to  finance  the  adminis- 
trative costs  of  the  program.  Actually  the  income  from  this  tax  has 
greatly  exceeded  administrative  costs  over  the  period  since  it  was 
first  imposed.16  The  Council  believes  that  this  Federal  "profit"  is  un- 
justified and  that  the  proceeds  of  the  Federal  tax  should  be  earmarked 
for  the  use  of  the  employment  security  programs.  One-half  of  any 
surplus  over  expenses  incurred  in  the  collection  of  the  tax  and  the 
administration  of  unemployment  insurance  and  the  employment  serv- 
ice should  be  appropriated  to  the  Federal  loan  fund  (recommendation 
10,  p.  168)  and  one-half  of  the  surplus  should  be  assigned  to  the 
States — each  State  getting  the  proportion  that  taxable  wages  in  that 
State  bear  to  all  taxable  wages  in  the  United  States.  The  amounts  so 
credited  could  be  used  on  the  State's  initiative  for  either  administra- 
tion or  benefits.  The  Council  believes  that  the  right  to  use  excess 
funds  for  administration  should  be  limited  to  3  years  after  receipt  of 
the  funds.  Thereafter,  any  excess  funds  which  had  not  been  used  for 
administration  would  be  available  only  for  the  payment  of  benefits. 
The  Council  believes  further  that  the  administrative  standards  in  the 

M  Grants  for  administration  under  title  III  of  the  Social  Security  Act  and  the  costs  of 
collecting  the  tax  have  fallen  some  $970,000,000  short  of  the  amount  collected  by  the  Fed- 
eral Government.  When  the  total  expenses  of  the  employment  service  as  well  as  admin- 
istrative costs  of  unemployment  compensation  are  subtracted  from  the  Federal  income 
from  this  tax,  the  balance  is  somewhat  less  than  half  a  billion  dollars. 


174 


RECOMMENDATIONS  FOR  SOCIAL  SECURITY 


Social  Security  Act  should  be  applicable  to  the  expenditure  of  the 
surplus  funds  as  well  as  to  expenditures  of  the  funds  originally 
appropriated. 

The  employment-security  programs  are  particularly  sensitive  to 
changes  in  economic  conditions,  making  it  difficult  to  budget  ade- 
quately for  administration.  At  present  it  is  frequently  necessary  to 
appeal  to  Congress  for  deficiency  appropriations  and  for  the  Federal 
Government  to  deny  much-needed  funds  to  the  States  until  such  appro- 
priations are  available.  To  correct  this  situation,  a  contingency  item 
should  be  added  to  the  regular  congressional  appropriations  for  the 
administration  of  the  employment-security  programs. 

The  Council  wishes  to  emphasize  that  the  0.3  percent  of  taxable 
wages  may  not  always  be  the  exact  amount  which  should  be  earmarked 
for  administration ;  it  is  hoped  that  States  will  continue  to  find  means 
of  cutting  costs.  Likewise,  to  the  extent  that  broadened  coverage  in- 
cludes groups  presenting  administrative  problems,  costs  may  rise. 
Similarly  a  radical  change  in  the  employment  situation  would  greatly 
increase  administrative  costs.  A  period  of  experimentation  will  deter- 
mine whether  the  amount  is  too  great  or  too  small.  Subsequent 
changes  can  then  be  made. 

14.  Clarification  of  Federal  Interest  in  the  Proper  Payment  of 

Claims 

The  Social  Security  Act  should  be  amended  to  clarify  the  interest  of 
the  Federal  Government  not  only  in  the  full  payment  of  benefits 
when  due,  but  also  in  the  prevention  of  improper  payments 

The  Social  Security  Act  now  directs  the  Federal  agency  to  withhold 
the  payment  of  administrative  expenses  unless  a  State  law  provides  for 
methods  of  administration  such  as  "to  insure  full  payment  of  unem- 
ployment compensation  when  due."  17  Furthermore,  the  Administra- 
tor is  authorized  to  halt  payments  for  administrative  expenses  to  any 
State  when  he  finds  that,  in  the  administration  of  the  law,  there  is 
"a  denial,  in  a  substantial  number  of  cases,  of  unemployment  com- 
pensation to  individuals  entitled  thereto  under  such  law." 18  The  pres- 
ent Federal  law  thus  clearly  holds  the  Federal  agency  responsible  for 
seeing  that  State  agencies  pay  valid  claims,  promptly  and  in  full. 

The  Social  Security  Act  is  not  equally  specific  about  Federal  respon- 
sibility for  assuring  that  the  State  laws  provide  for  administration 
reasonably  calculated  to  prevent  payment  of  invalid  claims.  While  the 
Federal  agency  has  taken  some  responsibility  in  this  area,  its  statutory 
authority  in  relation  to  payments  on  invalid  claims  has  been  less  clear 
than  in  relation  to  the  failure  to  make  payments  on  valid  claims.19 

The  Council  believes  that  the  integrity  of  the  system  would  be 
gravely  threatened  by  payment  of  benefits  which  are  not  due  as  well 
as  by  failure  to  make  payments  when  due.  An  amendment  should 
therefore  make  it  clear  that  the  Congress  intends  the  Federal  agency 
to  refuse  to  certify  grants  for  administrative  costs  when  the  evidence 
of  inadequate  administrative  methods  is  either  the  denial  of  valid 
claims  or  the  payment  of  invalid  claims. 

»  Sec.  303  (a). 
u  Sec.  303  (b). 

u  Both  the  Social  Security  Administration  and  the  States,  however,  have  for  some  time 
been  concerned  with  the  problem  of  erroneous  and  fraudulent  claims  ;  appendix  IV-B  deals 
with  this  subject  at  greater  length. 


UNEMPLOYMENT  INSURANCE 


175 


One  way  of  clarifying  this  intent  would  be  to  add  to  section  303  (a) 
of  the  Social  Security  Act  the  phrase  "but  only  to  individuals  entitled 
thereto."  It  would  then  read  in  part : 

The  Administrator  shall  make  no  certification  for  payments  to  any  State  unless 
he  finds  that  the  law  of  such  State  *  *  »  includes  provision  for  such  methods 
of  administration  *  *  *  as  are  *  *  *  reasonably  calculated  to  insure 
full  payment  of  unemployment  compensation  when  due,  but  only  to  individuals 
entitled  thereto. 

Although  we  believe  that  the  total  number  of  cases  of  deliberate 
fraud  is  relatively  small,  despite  the  widespread  public  attention  given 
to  such  cases,  all  reasonable  effort  should,  of  course,  be  made  to  prevent 
fraud  and  eliminate  all  types  of  unwarranted  payments.  This  result 
will  be  achieved  mainly  by  improving  methods  m  determining  eligibil- 
ity. The  determination  of  eligibility  in  unemployment  insurance  is 
extremely  difficult.  The  facts  needed  are  hard  to  obtain  and  the  ques- 
tions to  be  decided  are  susceptible  of  widely  differing  interpretations. 
To  determine  what  constitutes  "suitable  employment,  "good  cause  for 
not  accepting  suitable  employment,"  "availability  for  work,"  "a  volun- 
tary quit,"  for  example,  requires  first  the  formulation  of  general  inter- 
pretations of  the  statutory  terms  and  then  the  application  of  the 
interpretations  to  a  specific  set  of  facts  gathered  largely  through  the 
interviewing  process. 

Anything  short  of  carefully  conducted  interviews  by  specially 
trained  and  selected  personnel  of  high  caliber  inevitably  results  in  a 
large  volume  of  unwarranted  payments,  some  of  them  on  deliberately 
fraudulent  claims,  and  others  merely  erroneous.  Even  more  impor- 
tant, badly  conducted  interviews  result  in  disqualifying  many  claim- 
ants who  are  really  entitled  to  payments.  Both  the  failure  to  make 
proper  payments  when  due  and  the  payment  of  unwarranted  benefits 
result  mainly  from  the  claimstaker's  lack  of  skill  or  his  or  the  worker's 
or  employer's  failure  to  understand  the  provisions  of  the  law.  Im- 
proper payments  can  be  eliminated  only  by  improvement  of  educational 
and  training  programs  for  employed  personnel  and  by  an  increase  in 
the  amount  and  quality  of  information  made  available  to  the  public. 

The  Council  recognizes  that  under  the  present  program  administra- 
tion of  the  unemployment  insurance  programs  is  primarily  a  State 
responsibility  and  that  the  quality  of  administration  will  necessarily 
depend  in  large  part  on  the  caliber  of  the  personnel  the  State  selects  to 
do  the  job.  Nevertheless,  the  Federal  Government  is  concerned  with 
the  quality  of  administration  both  in  determining  whether  a  State  is 
entitled  to  administrative  funds  through  conformity  with  certain  basic 
administrative  standards  and  in  approving  funds  for  proper  and 
efficient  administration.  In  our  opinion,  improved  administration  is 
of  major  importance  in  the  development  of  the  unemployment  insur- 
ance program.  A  major  reason  for  our  recommendation  for  changes 
in  the  provisions  for  financing  administrative  costs  (recommendation 
13,  p.  172)  is  to  insure  the  availability  of  more  funds  for  this  purpose. 

RECOMMENDATION  ON  DISQUALIFICATIONS 

15.  Standards  for  Disqualifications 

A  Federal  standard  on  disqualifications  should  he  adopted  prohibiting 
the  States  from  (1)  reducing  or  canceling  benefit  rights  as  the 
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result  of  disqualification  except  for  fraud  or  misrepresentation; 
(^)  disqualifying  those  who  are  discharged  because  of  inability 
to  do  the  work;  and  (3)  postponing  benefits  for  more  than  6  weeks 
as  the  result  of  a  disqualification  except  for  fraud  or  misrepre- 
sentation 20 

Under  most  State  laws  workers  are  "eligible"  for  benefits  only  as 
long  as  they  continue  to  be  able  to  work  and  available  for  work.21  In 
addition,  they  may  be  "disqualified"  for  benefits  even  though  they  are 
able  to  work  and  available  for  work  and  meet  all  other  eligibility 
requirements.  These  disqualifications  are  imposed  for  three  major 
reasons:  "Voluntary  leaving,"  the  "refusal  of  suitable  work,"  and 
"misconduct  connected  with  the  work."  (See  table  9,  appendix  E, 
for  summary  of  disqualification  provisions  in  State  laws.) 

In  the  Council's  opinion,  reasonable  disqualification  provisions 
should  be  maintained  and  strictly  enforced  to  prevent  payments  to 
those  who  are  unemployed  through  their  own  voluntary  act  or  because 
they  have  failed  to  make  a  reasonable  effort  to  hold  a  job.  In  some 
States,  however,  disqualification  provisions  have  been  introduced 
which  deny  benefits  to  individuals  who  are  genuinely  unemployed 
through  no  fault  of  their  own  and  are  ready,  willing,  and  able  to  accept 
suitable  work.  In  other  States,  unreasonable  penalties  have  been  at- 
tached to  the  disqualifying  acts. 

1.  Provisions  which  cancel  or  reduce  benefit  rights. — In  22  States 
benefit  rights  are  now  canceled  or  reduced  for  some  cause  other  than 
fraud  or  misrepresentation.  Such  reduction  or  cancellation  means 
that  those  who  are  disqualified  not  only  are  denied  benefits  for  unem- 
ployment immediately  resulting  from  the  voluntary  quit,  refusal  of 
suitable  work,  or  discharge  for  misconduct,  but  also  lose  accumulated 
benefit  rights  which  would  otherwise  be  available  to  them  if  they  are 
subsequently  employed  and  suffer  a  second  spell  of  unemployment. 
The  Council  condemns  the  intent  and  effect  of  these  provisions.  Such 
cancellation  and  reduction  deny  benefits  in  periods  of  unemployment 
for  which  the  propriety  of  compensation  is  not  open  to  question.  The 
Council  recommends  the  establishment  of  a  Federal  standard  to  pro- 
hibit the  cancellation  or  reduction  of  benefit  rights  except  for  fraud 
or  misrepresentation. 

2.  Interpretations  of  "misconduct"  tending  toward  making  dis- 
charge for  inability  to  do  the  work  a  basis  for  a  finding  of  miscon- 
duct.— The  concept  of  involuntary  unemployment  should  undoubtedly 
exclude  unemployment  resulting  from  discharge,  if  the  worker  has 
made  no  real  attempt  to  hold  the  job  and  if  the  reason  for  his  discharge 
is  insubordination,  consistent  refusal  to  follow  shop  rules,  or  other 
types  of  gross  misconduct.  Failure  to  perform  adequately  in  a  job, 
however,  is  most  commonly  due  to  inadequate  training,  poor  place- 
ment, and  other  inadequacies  attributable  to  both  management  and 
worker.  To  deny  benefits  because  a  worker  cannot  measure  up  to 
criteria  established  by  the  employer  under  conditions  primarily  under 

so  Three  members  of  the  Council  are  of  the  opinion  that  there  should  be  no  Federal  stand- 
ards relating  to  disqualifications  beyond  those  now  in  the  act.  They  believe  the  underlying 
principle  of  the  present  State-Federal  system  is  that  wide  discretion  be  left  to  the  individual 
States  and  that  by  compelling  all  States  to  accept  the  proposed  standards,  this  principle 
would  be  violated  and  a  considerable  number  of  States  would  be  required  to  change  their 
laws.  They  also  point  out  that  there  is  a  wide  divergence  of  opinion  regarding  the  merits 
of  disqualification  provisions  in  State  laws,  and  that  some  provisions  have  been  introduced 
in  an  effort  to  reduce  improper  payments.  They  maintain  that  if  some  States  have  gone 
too  far,  public  opinion  within  the  State  will  bring  about  a  change. 

21  In  five  States  a  worker  who  was  able  to  work  at  the  time  of  filing  a  claim  but  became  ill 
while  still  unemployed  may  nevertheless  continue  to  receive  benefits. 
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the  employer's  control  is,  in  the  Council's  opinion,  to  deny  benefits  to 
many  whose  unemployment  can  in  no  sense  be  considered  as  voluntarily 
incurred. 

3.  Excessive  postponement  of  benefits  or  denial  of  benefits  during 
the  entire  spell  of  unemployment  because  of  a  disqualification. — Some 
States  (11  with  respect  to  voluntary  leaving,  6  for  misconduct,  and  12 
for  refusal  of  suitable  work)  withhold  benefits  for  any  period  within 
the  spell  of  unemployment  following  such  action.  Certainly  &  worker 
should  not  receive  benefits  if  his  actions  are  not  consistent  with  a 
genuine  desire  for  work;  and  voluntary  leaving,  refusal  of  suitable 
employment,  and  other  causes  of  disqualification  raise  a  presumption 
that  he  does  not  desire  work.  This  presumption,  however,  should  not 
apply  to  the  whole  spell  of  unemployment  regardless  of  its  length. 
The  basic  question  is  whether  the  entire  spell  of  unemployment  follow- 
ing a  voluntary  quit,  refusal  of  work,  or  misconduct  can  reasonably 
be  considered  voluntary  unemployment  or  whether,  after  a  limited 
period,  if  the  worker  remains  able  to  work  and  available  for  work,  the 
continued  unemployment  is  not  due  to  lack  of  suitable  work.  The 
Council  believes  that  6  weeks  is  probably  the  maximum  period  during 
which  it  is  reasonable  to  presume  that  the  original  disqualifying  act 
continues  to  be  the  main  cause  of  unemployment. 

A  Federal  standard  such  as  we  propose  would  in  no  way  prevent 
States  from  imposing  a  shorter  period  of  disqualification,  either  in 
all  cases  or  on  a  basis  which  would  vary  with  the  particular  disquali- 
fication. A  new  "refusal  of  suitable  employment,"  of  course,  could 
result  in  postponement  of  benefits  for  an  additional  6  weeks  and 
States  would  be  allowed  to  postpone  benefits  for  longer  periods  than  6 
weeks  for  fraud  or  misrepresentation. 

Opinion  within  the  Council  is  divided  on  whether  it  would  be 
desirable  to  propose  an  additional  Federal  standard  prohibiting  State 
laws  from  disqualifying  persons  because  their  unemployment  is  not 
"attributable  to  the  employer"  or  "connected  with  the  work."  There 
are  now  16  State  laws  which  have  such  provisions.  They  rule  out 
personal  reasons  as  good  cause  for  leaving  a  job.  All  members  of 
the  Council  agree  that  the  payment  of  benefits  to  persons  who  leave 
jobs  for  personal  reasons  should  not  be  reflected  m  the  employer's 
experience  rating  and  most  members  of  the  Council  favor  the  prac- 
tice that  several  States  now  follow — paying  benefits  in  such  cases 
but  not  counting  the  benefits  for  experience-rating  purposes. 

The  division  within  the  Council  is  related  to  the  question  of  how  far 
the  Federal  Government  should  go  in  requiring  the  States  to  compen- 
sate for  unemployment  attributable  to  personal  reasons  rather  than 
to  the  question  whether  it  is  desirable  for  the  States  on  their  own 
initiative  to  compensate  for  such  unemployment.  Some  members  feel 
that  the  States  should  be  required  to  compensate  for  unemployment 
arising  in  such  instances  as  when  a  worker  moves  to  a  new  locality  for 
the  sake  of  his  own  health  or  that  of  his  family,  or  he  leaves  one  job 
to  accept  an  offer  of  work  which  is  later  withdrawn.  Another  example 
of  unemployment  attributable  to  personal  reasons  which  is  not  com- 
pensated in  some  States  is  that  which  results  when  a  worker  who  re- 
covers from  an  illness  finds  that  his  old  job  has  been  filled  and  that  he 
must  seek  another ;  the  unemployment  under  these  rulings  is  not  com- 
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pensated  because  it  is  not  "attributable  to  the  employer."  Other  mem- 
bers of  the  Council  feel  that  the  decision  whether  unemployment  re- 
sulting from  such  causes  should  be  compensated  should  be  left  entirely 
to  the  States. 

RECOMMENDATION  ON  PLANS  SUPPLEMENTARY  TO 
UNEMPLOYMENT  INSURANCE 

16.  Study  of  Supplementary  Plans 

The  Congress  should  direct  the  Federal  Security  Agency  to  study  in 
detail  the  comparative  merits  in  times  of  severe  imemployment 
of — (a)  unemployment  assistance,  (b)  extended  unemployment- 
insurance  benefits,  (c)  work  relief ,  (d)  other  income-maintenance 
devices  for  the  unemployed,  including  public  works.    This  study 
should  be  conducted  in  consultation  with  the  Social  Security  Ad- 
ministration's Advisory  Council  on  Employment  Security,  the 
Council  of  Economic  Advisers,  and  the  State  employment  security 
agencies,  and  should  make  specific  pwposals  for  Federal  measures 
to  provide  economic  security  for  workers  who  do  not  have  private 
or  public  employment  during  a  depression  and  who  are  not  ade- 
quately protected  by  unemployment  insurance 
The  Council  recognizes  that  the  burden  of  Unemployment  in  a 
severe  depression  cannot  be  met  in  any  one  way.  Neither  unemploy- 
ment insurance  nor  any  other  single  method  will  be  sufficient  to  do  the 
whole  job.   A  complete  system  of  social  security  would  provide  for 
various  types  of  plans  to  supplement  unemployment  insurance  in  times 
of  large-scale  unemployment. 

The  Council  intended  to  make  recommendations  concerning  the 
merits  and  shortcomings  of  the  various  possible  plans  and,  in  sub- 
mitting recommendations  on  public  assistance,  said:  "In  its  report 
to  be  submitted  on  unemployment  insurance,  the  Council  plans  to  con- 
sider the  problem  of  the  responsibility  of  the  Federal  Government 
for  the  income  maintenance  of  workers  in  time  of  business  depres- 
sion." 22  We  regret  that  we  have  been  unable  to  make  the  thorough 
study  of  alternative  lines  of  action  on  which  to  base  a  policy  decision 
in  this  area.  We  believe,  however,  that  it  is  important  that  the 
Federal  Security  Agency  study  alternative  methods  of  providing  in- 
come security  for  workers  who  do  not  have  private  or  public  employ- 
ment during  a  depression  and  who  are  not  adequately  protected  by 
unemployment  insurance  and  that  preliminary  plans  be  completed  for 
putting  the  best  methods  into  effect.  We  therefore  recommend  that 
the  Congress  direct  the  Federal  Security  Agency  to  make  such  a  study 
in  consultation  with  its  Advisory  Council  on  Employment  Security, 
the  Council  of  Economic  Advisers,  and  the  State  employment  security 
agencies. 

The  State-Federal  system  of  unemployment  insurance  should  pay 
benefits  of  sufficient  duration  to  permit  most  covered  workers  in  nor- 
mal times  to  find  suitable  employment  before  their  benefit  rights  are 
exhausted.  Furthermore,  the  Council  has  recommended  that  the 
State-Federal  public  assistance  program  be  strengthened  to  meet 
more  adequately  the  needs  of  unemployed  workers  ineligible  for  in- 
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surance  benefits  or  with  inadequate  insurance  rights.23  These  dual 
provisions  for  the  unemployed  through  the  State-Federal  programs 
would  suffice,  the  Council  believes,  unless  the  country  is  again  plunged 
into  a  period  of  severe  and  prolonged  economic  distress.  In  that 
event,  additional  Federal  action  would  clearly  be  needed  for  the  re- 
lief of  the  unemployed.  A  depression  has  an  uneven  impact  upon 
different  cities  and  regions  and  many  States  and  localities  are  not 
capable  of  meeting  the  great  increase  in  expenditures  called  for  by 
mass  unemployment.  In  such  a  period  only  the  Federal  Government 
has  sufficient  credit  and  sufficiently  broad  eventual  tax  resources  to 
meet  the  full  need. 

The  Council  does  not  anticipate  a  return  to  the  economic  stagnation 
of  the  1930's,  but  believes  that  it  is  prudent  to  prepare  for  a  heavy 
volume  of  unemployment  even  while  steps  are  being  taken  to  prevent 
its  recurrence.  The  Council  cites  without  specific  recommendation 
various  types  of  possible  Federal  action.  We  wish  to  emphasize  that 
whatever  methods  are  used  the  integrity  of  the  insurance  system 
should  be  maintained  and  separate  financing  should  be  provided  for 
the  supplementary  plans. 

(a)  Unemployment  assistance. — A  special  program  of  unemploy- 
ment assistance  might  be  used  for  persons  who  do  not  come  under  the 
unemployment  insurance  program  either  because  of  its  failure  to  cover 
all  types  of  work  or  because  many  members  of  the  covered  labor  force 
are  unable  to  meet  the  eligibility  requirements  in  times  of  depression. 
Depressions  greatly  increase  the  number  of  persons  who  seek  work  for 
the  first  time  to  supplement  the  family  income,  and  the  number  of 
formerly  self-employed  persons  looking  for  jobs  also  rises.  Moreover, 
as  the  depression  deepens,  the  number  of  wage  earners  who  lack  recent 
earnings  in  covered  employment  increases,  hence  the  insurance  system 
bears  a  smaller  and  smaller  proportion  of  the  load  of  unemployment. 

A  State-Federal  unemployment  assistance  plan  might  be  established 
with  the  same  scale  of  Federal  contributions  as  those  recommended 
in  the  Council's  report  on  public  assistance  for  old-age  assistance, 
aid  to  the  blind,  and  aid  to  dependent  children  (three-fourths  of  the 
first  $20  plus  one-half  up  to  $50  for  the  first  two  in  a  family  plus  $15 
for  each  additional  person).  If  the  depression  were  prolonged,  some 
States  might  be  unable  to  meet  their  share  of  unemployment  assistance 
payments  without  additional  Federal  help.  The  Federal  Government, 
as  in  the  1930's,  might  take  over  almost  all  costs,  or  it  might  lend  the 
States  their  share. 

(b)  Extended  -unemployment  benefits. — Another  possibility  would 
be  to  permit  extension  of  unemployment  benefits  at  the  same  rate  and 
to  the  same  persons  for  an  additional  13  or  26  weeks.  If  extended 
benefits  are  granted,  the  beneficiary  might  be  required  to  take  a  train- 
ing course  or  move  to  an  area  offering  better  employment  opportuni- 
ties. A  needs  test,  however,  would  not  be  applied.  A  separate  plan 
for  financing  extended  benefits  should  be  provided  either  on  a  joint 
State-Federal  basis  or  by  the  Federal  Government  alone.  Otherwise, 
extended  unemployment  benefits  would  undermine  the  unemployment 
insurance  system. 

(c)  Work-relief  program. — In  the  1930's  Congress  spent  billions  of 
dollars  on  a  series  of  work-relief  projects.  Debates  over  the  advan- 
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tages  and  disadvantages  of  work  versus  cash  relief  are  still  raging  long 
after  the  demise  of  NYA,  CCC,  and  WPA.  Advocates  of  work  relief 
may  admit  the  folly  of  some  projects,  but  they  point  to  thousands  of 
successful  ones  which  have  added  significant  value  to  the  American 
economy.  They  also  argue  that  many  relief  workers  received  training 
on  the  job  and  that  work  habits  were  maintained  better  than  if  cash 
relief  had  been  the  only  method  used.  The  advocates  of  cash  relief 
cite  its  great  simplicity  and  economy,  and  argue  that  most  of  the  best 
work-relief  projects  competed  with  private  industry  or  regular  Gov- 
ernment work  and  that  work  relief  in  many  cases  fostered  bad  work 
habits  rather  than  maintained  good  ones. 

(d)  Other  income — maintenance  devices  for  the  unemployed,  in- 
cluding public  works. — Quite  apart  from  unemployment  insurance, 
unemployment  assistance,  extended  unemployment  insurance,  and 
work  relief,  the  Federal  Government  might,  in  times  of  serious  de- 
pression, increase  its  spending  on  essential  public  works.  Such  action 
would  stimulate  employment  primarily  in  the  construction  industries, 
secondarily  in  industries  supplying  the  construction  industry,  and 
indirectly  in  the  industries  whose  products  are  consumed  by  workers 
employed  on  the  projects  and  in  the  supplying  industries.  On  the 
basis  of  past  experience,  however,  it  is  clear  that  public  works  alone 
are  insufficient  for  a  large  number  of  the  needy  unemployed.  Al- 
though in  other  recessions  large  numbers  of  construction  workers 
have  been  unemployed,  the  secondary  and  subsequent  effects  of  in- 
creased public  works  were  not  enough  to  give  employment  to  many 
other  groups  who  needed  jobs.  Although  the  Council  recognizes  the 
advantages  of  planning  public  works  in  good  times  and  expanding 
them  in  periods  of  slack  employment,  it  considers  public  works  as  an 
incomplete  solution  of  the  problem  of  widespread  depression  unem- 
ployment among  persons  ineligible  for  unemployment  insurance 
benefits. 

Various  combinations  of  the  methods  discussed  above  might  be  used. 
Other  plans  have  also  been  suggested  such  as  self-help  groups,  share- 
the-work  plans,  and  guaranteed  employment. 

Throughout  the  country,  both  in  business  and  labor  groups,  there 
is  a  widespread  conviction  that  serious  cyclical  recessions  can  and 
should  be  minimized.  Many  general  proposals  have  been  made  to 
promote  full  employment,  and  Congress  has  established  a  Council  of 
Economic  Advisers  to  deal  specifically  with  this  problem.  If  these 
attempts  are  successful,  supplementary  plans  will  not  be  needed,  but 
as  a  safeguard  against  hasty  and  ill-conceived  schemes,  it  will  be  well 
to  have  a  sound  plan  ready  if,  despite  all  efforts,  the  country  is  again 
faced  with  the  problem  of  large-scale  unemployment. 
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The  Council  in  its  second  report  to  the  Senate  Committee  on  Finance 
presented  recommendations  for  a  program  that  would  afford  protec- 
tion to  workers  against  the  loss  of  wages  due  to  permanent  and  total 
disability.24  Under  these  recommendations,  benefits  would  be  provided 
only  to  workers  who  have  been  disabled  for  a  period  of  at  least  6  months 
when  it  appears  likely  that  the  disablements  will  be  of  long-continued 
and  indefinite  duration.  Because  time  was  lacking  for  a  comprehensive 
study  of  the  various  methods  that  have  been  proposed  to  afford  pro- 
tection to  workers  who  are  unemployed  because  of  temporary  dis- 
ability, the  Council  refrains  from  making  any  recommendations  cover- 
ing this  area.  The  Council,  however,  recognizes  that  the  loss  of  income 
from  temporary  disability  is  a  major  economic  hazard  to  which  all 
wage  earners  are  exposed.  In  lieu  of  recommendations,  a  summary 
statement  on  the  need  for  providing  protection  against  wage  loss  due 
to  temporary  disability,  the  scope  of  existing  programs,  and  some  of 
the  methods  that  have  been  suggested  by  various  groups  to  afford 
workers  such  protection  is  presented  below. 

On  the  average  day,  illness  prevents  about  2  to  2!/2  million  persons 
recently  in  the  labor  force  from  working  or  seeking  work.  In  a  year 
wages  amounting  to  5  to  6  billion  dollars  are  lost  because  of  disabilities 
lasting  up  to  6  months.  The  economic  hardship  caused  by  disability 
may  be  an  even  more  serious  hazard  to  workers  than  is  wage  loss,  be- 
cause illness  entails  medical  expenses  as  well  as  the  loss  of  income. 
Unlike  the  situation  in  other  major  industrialized  countries,  however, 
compulsory  protection  against  wage  loss  due  to  temporary  incapacity 
in  this  country  is  largely  confined  to  work-connected  accidents  and 
diseases  in  industry  and  commerce  which  are  covered  by  workmen's 
compensation  programs.  Only  three  States  (Rhode  Island,  California, 
and  New  Jersey)  have  provided  for  the  payment  of  benefits  for 
temporary  disability  to  workers  covered  by  their  unemployment- 
insurance  laws.  In  addition,  the  railroad  unemployment-insurance 
law  has  been  extended  to  provide  cash  sickness  benefits  to  workers 
covered  by  that  law. 

In  recent  years,  voluntary  health  and  welfare  plans  provided  under 
collective-bargaining  agreements  have  expanded  materially.  While 
such  plans  may  provide  excellent  protection  against  the  loss  of  income 
from  temporary  illness  or  other  disablements  for  the  groups  econom- 
ically powerful  enough  to  obtain  such  protection,  large  groups  of 
workers  continue  to  remain  unprotected  under  voluntary  health  and 
welfare  plans.  A  study  made  in  New  York  State  indicated  that  only 
about  30  percent  of  the  workers  now  covered  by  unemployment  insur- 
ance have  some  protection  against  wage  loss  due  to  disability  under 
group  health  and  accident  policies  or  formally  established  employer 
plans.    For  the  country  as  a  whole,  an  estimated  20,000,000  workers 

24  See  pp.  69-93. 
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who  are  covered  by  State  unemployment-compensation  programs  have 
no  protection  under  formally  established  voluntary  sickness -benefit 
plans.  The  extension  of  such  protection  to  all  employees  in  industry 
and  commerce  is  unlikely  because  individual  premium  rates  under 
commercial  group  insurance  policies  make  coverage  expensive  for  in- 
dustries in  which  a  relatively  high  incidence  of  disability  may  be 
expected.  For  instance,  when  women  and  nonwhite  employees  consti- 
tute 51  to  60  percent  of  the  total  number  of  eligible  employees,  rates 
for  manual  workers  are  62.5  percent  higher  than  the  minimum — and 
increase  proportionately  to  112  percent  higher  when  all  eligible  em- 
ployees are  women  or  nonwhite.  Furthermore,  group  contracts  are 
not  suitable  for  small  establishments ;  the  smaller  the  number  of  em- 
ployees, the  greater  the  probabilities  that  the  distribution  by  age  and 
sex,  as  well  as  health  of  employees,  will  differ  from  the  norms  for  estab- 
lishments with  a  large  number  of  employees.  It  is  not  uncommon  for 
underwriters  of  group  health  and  accident  insurance  to  refuse  to  insure 
groups  of  less  than  50  employees,  while  State  insurance  laws  frequently 
prohibit  issuance  of  group  policies  to  groups  of  less  than  25.  More- 
over, under  any  voluntary  plan  of  affording  protection  to  workers 
against  the  loss  of  wages,  the  employers  who  pay  the  lowest  wages 
and  whose  employees  consequently  are  in  greatest  need  of  protection 
would  be  the  least  likely  to  participate  in  such  a  plan. 

The  New  Jersey  State  Commission  on  Postwar  Economic  Welfare, 
after  considering  the  need  for  temporary  disability  insurance  and  the 
possibilities  for  coverage  under  voluntary  plans,  came  to  the  following 
conclusion : 

Popular  opinion  also  overwhelmingly  favors  the  extension  of  some  form  of  social 
security  legislation  to  protect  against  the  hazards  of  illness.  Particularly  in  the 
lower  income  levels,  where  the  frequency  of  nonoccupational  illness  seems  to  be 
greatest,  people  suffer  most  severely  from  the  economic  effects  of  wage  loss. 
Since  it  is  an  accepted  public  policy  to  protect  the  individual  against  wage  loss 
caused  by  involuntary  unemployment,  it  seems  desirable  to  fill  the  gap  in  this 
protection  by  meeting  the  hazards  of  inability  to  work  caused  by  sickness.  The 
public  interest  in  social  and  economic  security  and  stability  is  as  much  served  in 
the  one  case  as  in  the  other. 

While  the  progress  made  in  supplying  protection  against  wage  loss  caused  by 
illness  through  voluntary  programs  adopted  by  employers  has  been  great,  the 
need  for  the  extension  of  such  protection  is  so  great  as  to  warrant  the  establish- 
ment of  some  form  of  uniform  minimum  standard  coverage.  Given  sufficient 
time,  the  voluntary  program  might  very  well  be  extended  greatly,  but  there  would 
always  remain  a  significant  number  of  people  for  whom  either  no  provision  has 
been  made  or  for  whom  inadequate  provision  has  been  made.  The  establishment 
of  a  minimum  standard  and  its  enforcement  is  essentially  a  function  which  must 
be  performed  by  government,  in  whatever  manner  benefits  may  be  provided.  It 
remains  to  determine  the  best  method  by  which  such  minimum  benefits  may  be 
provided  and  financed.25 

The  four  existing  laws  providing  insurance  against  temporary  dis- 
ability— the  Rhode  Island,  California,  and  New  Jersey  State  laws, 
and  the  Federal  law  for  railroad  workers — are  very  closely  allied  with 
the  respective  unemployment  insurance  laws  in  both  substantive  pro- 
visions and  administrative  arrangements.  The  same  groups  of  work- 
ers are  covered,  the  same  type  of  formula  determines  the  benefits  pay- 
able, the  same  measure  of  attachment  to  the  labor  force  is  used,  and 
except  in  the  New  Jersey  plan  for  disability  during  employment,  the 
same  "base  periods"  and  benefit  years"  are  used  for  temporary  dis- 
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ability  and  for  unemployment  insurance.  While  the  New  Jersey  plan 
has  no  "benefit  year,"  minimum  and  maximum  benefits  in  any  12- 
month  period  are  determined  on  the  same  basis  as  in  unemployment 
insurance.  All  four  statutes  are  administered  by  the  unemployment 
insurance  agencies,  and  thus  use  the  same  administrative  machinery 
for  collecting  contributions,  for  maintaining  wage  records,  and  for 
staff  services  for  both  programs.  Obviously,  because  disability  rather 
than  availability  for  work  must  be  demonstrated  by  the  claimant,  the 
claims  procedures  are  markedly  different. 

Benefits  have  been  payable  in  Rhode  Island  since  April  1,  1943,  in 
California  since  December  1, 1946,  and  under  the  railroad  system  since 
July  1, 1947.  In  New  Jersey,  benefit  payments  will  begin  on  January 
1,1949. 

The  most  distinctive  difference  among  the  four  programs  is  the  pro- 
vision in  the  California  and  New  Jersey  plans  for  a  State-super- 
vised system  of  private  voluntary  plans  which  may  be  substituted  for 
the  State-operated  plan.  (See  appendix  IV-D,  table  I,  for  comparison 
of  the  four  temporary  disability  laws.)  The  voluntary  plans,  how- 
ever, must  fulfill  certain  requirements  specified  in  the  respective  stat- 
utes. The  California  law  requires  that  a  private  plan  must  afford  more 
favorable  rights  to  the  employees  it  covers  than  are  afforded  by  the 
State  plan,  at  no  greater  cost  to  the  employees ;  the  plan  must  be  avail- 
able to  all  employees,  must  be  accepted  by  a  majority,  and  must  not  re- 
sult in  a  substantial  selection  of  risks  adverse  to  the  State  fund.  The 
New  Jersey  requirements  differ  in  that  the  rights  afforded  under  the 
private  plan  must  at  least  equal  those  under  the  State  plan,  at  no 
greater  cost  to  the  employees;  if  a  majority  of  the  workers  in  a  plant 
accept  a  private  plan,  all  the  workers  of  that  plant  must  be  covered 
under  it  rather  than  under  the  State  plan ;  and  there  is  no  other  pro- 
vision against  adverse  selection.  Both  laws  contain  other  require- 
ments designed  to  assure  that  the  benefits  promised  by  the  private 
plans  will  actually  be  paid. 

Voluntary  private  plans  may  be  either  self-insured  by  the  employer 
or  carried  by  a  properly  qualified  insurance  company.  If  a  plan  is 
approved  as  meeting  the  requirements  of  the  State  law,  the  employees 
covered  by  it  receive  their  disability  benefits  under  the  voluntary  plan 
and  are  exempted  from  paying  contributions  to  the  State  fund.  On 
June  30,  1948,  there  were  over  10,000  employers  with  approved  vol- 
untary private  plans  in  effect  in  California  (5  percent  of  the  covered 
employers) ,  which  covered  about  765,000  workers  or  32  percent  of  the 
total  number  covered  by  the  unemployment  insurance  and  disability 
law. 

Benefits  under  the  State-operated  systems  in  California  and  Rhode 
Island  (which  has  no  provision  for  the  substitution  of  private  vol- 
untary plans  for  the  State  system)  are  financed  exclusively  by  em- 
ployee contributions  of  1  percent  of  wages  up  to  $3,000.  In  New 
Jersey,  benefits  under  the  State-operated  system  are  financed  by  an 
employee  contribution  of  0.75  percent  and  an  employer  contribution 
of  0.25  percent.  The  current  contribution  rate  for  the  railroad 
temporary  disability  insurance  system  and  unemployment  insurance 
is  0.5  percent  levied  on  employers.  In  all  four  laws,  the  weekly  benefit 
amount  is  determined  according  to  a  schedule  and  related  to  previous 
wages;  in  Rhode  Island  the  amount  ranges  from  $6.75  to  $18;  in 
California  from  $10  to  $25 ;  in  New  Jersey  from  $9  to  $22;  and  under 
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the  railroad  system  the  amount  for  a  2-week  period  ranges  from  $17.50 
to  $50.  The  maximum  duration  of  benefits  ranges  from  3  to  20  weeks 
in  Rhode  Island,  from  10  to  26  weeks  in  California,  and  from  10  to  26 
weeks  in  New  Jersey,  depending  on  the  amount  of  base-period  wages. 
The  railroad  system  provides  a  uniform  potential  duration  of  26 
weeks. 

The  New  Jersey  law  actually  provides  three  sj^stems,  one  for  workers 
unemployed  when  they  get  sick,  one  for  those  who  are  employed  and 
not  covered  by  private  plans,  and  a  third  for  those  covered  by  private 
plans.  For  those  employed  at  the  time  the  disability  begins,  the  weekly 
benefit  amount  is  computed  for  the  period  of  disability,  and  the  maxi- 
mum and  minimum  benefits  mentioned  above  apply  to  any  12-month 
period.  The  individual  is  considered  disabled  when  he  is  unable  to 
perform  the  duties  of  his  current  job.  The  worker  who  is  unemployed 
when  he  becomes  disabled,  however,  must  be  unable  to  perform  any 
work  for  remuneration  if  he  is  to  be  eligible  for  disability  benefits. 
Moreover,  he  must  have  established  a  benefit  year  by  a  claim  for  un- 
employment benefits  and  must  have  served  the  1-week  unemployment 
insurance  waiting  period. 

Disability  due  to  pregnancy  is  treated  quite  differently  under  the 
four  laws.  Rhode  Island  considers  pregnancy  a  disability  whenever  a 
woman  is  not  working  during  pregnancy ;  maximum  benefits  for  any 
one  pregnancy,  however,  are  limited  to  15  weeks,  except  for  unusual 
complications,  and  may  be  less,  depending  upon  the  amount  of  base- 
period  wages.  Under  the  New  Jersey  law,  on  the  other  hand,  no  pay- 
ments are  made  for  periods  of  disability  due  to  pregnancy.  California 
will  pay  for  periods  of  disability  lasting  more  than  4  weeks  after  the 
termination  of  pregnancy.  The  railroad  act  provides  separate  mater- 
nity benefits  which  are  in  addition  to  the  ordinary  duration  of  benefits ; 
the  maternity  benefits  are  paid  for  16  weeks,  beginning  8  weeks  prior 
to  the  anticipated  date  of  confinement. 

Temporary  disability  insurance  is  intended  to  protect  against  wage 
loss  due  to  nonoccupational  disability  and  is  not  a  replacement  for 
workmen's  compensation,  which  continues  to  bear  the  costs  of  work- 
connected  injury  and  disease.  The  existing  laws  provide  for  varying 
methods  of  coordination  between  the  two  programs.  Rhode  Island 
is  the  most  liberal,  permitting  the  payment  of  both  types  of  benefits 
up  to  a  weekly  total  of  90  percent  of  the  weekly  wage  rate  before  the 
disability. 

In  June  1948,  about  5.5  million  workers  (of  the  34.3  million  workers 
covered  by  unemployment  insurance  laws)  were  covered  under  the  4 
existing  laws  for  temporary  disability  insurance,  4.2  million  of  them 
under  the  3  laws  which  had  been  paying  benefits  for  at  least  12 
months  on  J une  30, 1948. 

During  the  year  ended  June  30, 1948,  more  than  50.3  million  dollars 
was  paid  in  temporary  disability  insurance  benefits,  with  50,700  dis- 
abled workers  receiving  benefits  in  an  average  week.  Of  the  total 
benefit  expenditures,  26.6  million  dollars  was  paid  to  railroad  work- 
ers— 0.56  percent  of  taxable  railroad  wages.  The  California  State 
plan  paid  out  19.4  million  dollars — 0.41  percent  of  the  wages  taxed 
under  the  State  plan;  an  additional  56,000  spells  of  disability  were 
compensated  by  approved  private  plans.  Rhode  Island  benefits  were 
4.3  million  dollars — 0.78  percent  of  taxable  wages.    (See  appendix 
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IV-D,  table  J,  for  summary  of  operations  of  California,  Rhode  Island, 
and  railroad  programs.) 

During  the  year,  there  were  three  railroad  sickness  beneficiaries  for 
every  four  unemployment  insurance  beneficiaries  in  the  same  period. 
In  Rhode  Island,  there  were  two  temporary  disability  insurance  bene- 
ficiaries in  an  average  week  for  each  five  unemployment  insurance 
beneficiaries,  while  under  the  California  State  plan,  disability  ac- 
counted for  only  one  beneficiary  in  an  average  week  for  every  seven 
beneficiaries  for  unemployment  insurance.  These  variations  can  be 
explained  in  terms  of  variations  in  the  unemployment  rates  and  in  the 
characteristics  of  the  covered  groups,  as  well  as  differences  in  statutory 
provisions.  Unemployment  has  been  very  low  in  the  railroad  industry 
during  the  past  few  years,  while  the  ratios  of  insured  unemployment 
to  covered  workers  in  California  and  Rhode  Island  have  been  among 
the  highest  in  the  country.  Moreover,  the  average  age  of  railroad 
workers  is  much  higher  than  the  average  age  of  workers  covered  by  a 
State  law.  The  high  proportion  of  women  in  the  Rhode  Island  cov- 
ered group,  combined  with  the  provision  for  benefits  in  cases  of  preg- 
nancy, increased  the  number  of  Rhode  Island  beneficiaries. 

Various  methods  have  been  suggested  by  interested  groups  to  provide 
temporary  disability  insurance  for  workers  in  all  States.  These  pro- 
posals differ  on  such  points  as  whether  the  program  should  be  estab- 
lished by  State  legislation,  Federal  legislation,  or  a  combination  of 
both.  Farther,  the  various  proposals  differ  in  respect  to  the  adminis- 
trative agency  that  would  be  responsible  for  the  program.  Among 
these  proposals  are  those  that  would  (1)  integrate  temporary  dis- 
ability insurance  and  unemployment  insurance,  (2)  integrate  tem- 
porary disability  insurance  and  permanent  and  total  disability  in- 
surance with  old-age  and  survivors  insurance,  (3)  provide  only  for 
State-supervised  private  plans,  and  (4)  integrate  temporary  disability 
insurance  with  medical  care  insurance. 

The  proposal  to  integrate  temporary-disability  insurance  with  un- 
employment insurance  has  had  considerable  acceptance.  As  has  been 
noted  above,  all  four  of  the  existing  temporary-disability  programs 
are  closely  linked  with  the  unemployment-insurance  programs.  The 
Congress  in  1946  enacted  legislation  to  permit  employee  contributions 
collected  by  the  States  for  unemployment-insurance  purposes  to  be 
used  to  support  State  temporary-disability-insurance  systems.  Most 
of  the  bills  for  temporary-disability  insurance  that  have  been  intro- 
duced in  State  legislatures  would  provide  for  the  integration  of  the 
two  programs. 

The  proponents  of  this  method  of  affording  protection  to  workers 
point  to  the  economy  to  be  derived  from  using  the  same  administra- 
tive machinery  and  similar  substantive  provisions  for  both  programs. 
In  general,  these  proponents  also  recognize  that  a  temporary-disability 
insurance  program  poses  some  problems  that  are  not  common  to  un- 
employment insurance  and  would  therefore  require  certain  special 
provisions,  procedures,  and  staff  to  meet  these  problems.  It  has  been 
argued  that,  for  both  programs,  coverage  could  be  afforded  the  same 
workers;  the  same  covered  wages  and  pay  rolls  could  be  used  as  a 
basis  for  contributions;  and  even  if  the  benefit  formula  were  some- 
what different  for  temporary-disability  insurance,  the  same  wage 
credits  could  serve  as  a  basis  for  benefits  under  both  programs. 
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Although  proponents  for  integration  of  these  two  programs  may 
agree  on  the  desirability  of  such  action,  sharp  differences  of  opinion 
are  expressed  among  them  on  the  degree  of  responsibility  for  the 
temporary-disability  system  that  should  be  vested  in  the  State  un- 
employment-insurance agency.  Some  advocate  an  exclusive  State  sys- 
tem, while  others  advocate  a  State-operated  system,  plus  substitute 
State-supervised  private  plans.  As  has  been  noted  above,  the  first 
type  of  system  has  been  adopted  by  Rhode  Island,  and  the  second  by 
California  and  New  J ersey.  Those  who  advocate  an  exclusively  State- 
operated  system  argue  that  pooling  all  risks  on  a  State-wide  basis 
results  in  a  higher  level  of  benefits  (or  lower  contributions)  than  if 
the  risks  were  shared  with  private  plans,  since  the  latter  would  not 
cover  poor  risks.  Further,  it  is  claimed  that,  when  any  private  plan 
proves  unprofitable,  the  group  covered  by  such  a  plan  is  eventually 
turned  over  to  the  State-operated  system.  The  proponents  of  an 
exclusively  State-operated  system  also  point  out  that  a  State  agency, 
unlike  insurance  companies  engaged  in  the  business  of  insuring  work- 
ers under  a  private  plan,  earns  no  profit  and  incurs  no  sales  cost;  so 
that,  if  the  State  system  is  permitted  to  insure  all  eligible  workers,  the 
proportion  of  contributions  available  for  benefit  payments  is  larger 
than  under  any  other  system.  Recognition  of  private  plans,  it  is 
argued,  will  also  add  to  administrative  problems  because  of  the  need 
for  review  and  supervision  of  these  plans  and  the  need  to  assure  con- 
tinuity of  coverage  and  prevention  of  duplicate  payments  to  workers 
moving  from  one  type  of  plan  to  another. 

Those  who  favor  a  State-operated  system  plus  substitute  State- 
supervised  private  plans  emphasize  that  all  eligible  workers  acquire 
protection,  either  under  the  State-operated  program  or  under  substi- 
tute private  plans  approved  by  the  State  supervisory  agency.  They 
claim  that  this  type  of  system,  whereby  the  employees  and  employer 
may  choose  between  the  public  or  private  plans,  provides  a  high  degree 
of  flexibility  and  avoids  freezing  benefits  at  a  statutory  minimum  level. 
Workers  who  are  now  covered  by  generous  private  plans  could  retain 
that  coverage  if  the  employer  agreed  and  the  State  agency  approved, 
thereby  avoiding  the  need  to  transfer  many  workers  to  a  system  paying 
lower  benefits.  Similarly,  private  plans  with  provisions  more  liberal 
than  those  offered  by  the  State  law  could  be  adopted  if  employers  and 
employees  desired  and  were  able  to  pay  for  better  protection,  and  em- 
ployers would  have  a  more  direct  interest  in  the  plan.  The  advocates 
of  this  type  of  system  also  claim  that  competition  between  a  State- 
operated  plan  and  private  plans  stimulates  more  economical  and  effi- 
cient administration  of  both  plans. 

Proponents  for  integration  of  temporary-disability  insurance  and 
unemployment  insurance  disagree  on  the  role  of  the  Federal  Govern- 
ment in  such  a  program.  Some  advocate  complete  federalization  of 
both  unemployment  and  temporary-disability  insurance;  others  say 
that  the  program  should  be  exclusively  a  State  responsibility ;  while 
many  other  types  of  action  advocated  fall  between  these  two  extremes. 

Those  who  favor  Federal  action  argue  that  the  Federal  Government 
has  as  vital  an  interest  in  protecting  the  workers  of  the  country  against 
the  loss  of  income  from  disability  as  it  has  in  seeing  that  they  are 
covered  by  unemployment  insurance.  They  argue  that,  if  workers  in 
all  States  are  to  get  this  additional  protection  within  the  foreseeable 
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future,  Federal  action  will  be  needed;  and  they  cite  the  delay  of  37 
years  in  obtaining  workmen's  compensation  in  all  States  as  compared 
with  the  2-year  period  required  to  obtain  unemployment  insurance  on 
a  Nation-wide  basis. 

A  number  of  the  alternatives  for  Federal  action  short  of  complete 
federalization  are  listed  below : 

1.  The  Federal  Government  might  pay  the  administrative  expenses 
of  State  temporary-disability-insurance  systems  in  the  same  manner  as 
it  now  pays  such  expenses  for  unemployment  insurance. 

2.  The  Federal  Government  might  go  further  and  permit  the  use 
of  State  accounts  in  the  unemployment  trust  fund  to  finance  State 
systems  of  temporary-disability  insurance  under  adequate  safeguards 
for  the  solvency  of  the  funds. 

3.  The  Federal  Government  might  make  the  establishment  of  a 
disability  program  a  condition  for  the  continued  receipt  of  the  tax 
offset  under  the  present  tax  on  employers  for  unemployment  insurance. 

4.  The  Federal  Government  might  extend  the  Federal-State  device 
used  in  unemployment  insurance  by  levying  a  Federal  tax  for  tempo- 
rary-disability insurance. 

Those  who  advocate  the  integration  of  temporary-disability  and 
unemployment  insurance  under  State  laws,  without  any  Federal  legis- 
lative action,  claim  that  State-Federal  programs  result  in  at  least 
some  control  over  the  State  agencies  administering  the  programs ;  that 
such  control  sometimes  makes  it  impossible  for  a  particular  State  to 
use  the  best  methods  of  meeting  problems  that  are  peculiar  to  the  State ; 
and  that  even  limited  Federal  responsibility  sometimes  stifles  State 
initiative  and  experimentation,  which  are  especially  important  in  de- 
veloping sound  programs  in  a  relatively  new  area  of  the  social-security 
field. 

The  proposal  to  integrate  a  temporary  disability  program  and  a 
permanent-and-total-disability  program  with  old-age  and  survivors 
insurance  has  received  considerable  attention  in  recent  months.  The 

Sroponents  of  this  plan  cite  the  economy  to  be  obtained  from  using  the 
ation-wide  old-age  and  survivors  insurance  administrative  machin- 
ery for  payment  of  benefits  and  collection  of  contributions  for  a  dis- 
ability program,  and  the  convenience  to  the  public  in  having  one  field 
office  for  the  filing  of  claims  and  the  handling  of  wage  questions  for 
the  three  programs.  They  claim  that  only  under  a  Federal  program 
would  workers  have  uniform  protection  against  the  loss  of  wages  from 
illness  regardless  of  State  of  residence  or  employment.  These  pro- 
ponents also  contend  that,  since  temporary-disability  insurance  and 
permanent-and-total-disability  insurance  both  need  to  establish  dis- 
ablement, the  special  staff  and  special  procedures  required  for  deter- 
mining medical  disability  in  one  program  could  be  utilized  for  the 
other.  If  the  two  disability  programs  were  not  integrated,  much 
duplication  of  staff  and  procedures  would  be  necessary.  Furthermore, 
these  proponents  claim  that,  because  many  of  the  persons  who  will 
become  eligible  for  permanent-and-total-disability  benefits  will  first 
be  eligible  for  temporary-disability  benefits,  a  single  administrative 
agency  would  be  able  to  emphasize  rehabilitation  service  for  disabled 
persons  at  the  earliest  possible  time  instead  of  delaying  such  service 
until  a  claimant  has  become  a  beneficiary  under  the  permanent-and- 
total-disability  program.    Similarly,  it  is  claimed  that  integration  of 
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the  two  programs  will  eliminate  many  of  the  gaps  in  protection  against 
the  loss  of  wages  from  disability  that  would  exist  under  two  separate 
programs. 

The  plan  to  provide  temporary-disability  insurance  by  the  exclusive 
use  of  State-supervised  private  plans  has  been  advocated  by  those  who 
recognize  the  need  for  protection  from  wage  loss  during  temporary 
disability  but  who  believe  such  protection  can  best  be  provided  by  the 
purchase  of  group  insurance  or  by  self-insurance  by  employers.  Under 
this  plan,  there  would  be  no  State-operated  program;  but,  instead, 
private  plans  would  be  required  under  compulsory  State  legislation 
which  would  make  it  necessary  for  employers  to  provide  a  minimum 
level  of  protection  to  employees. 

Many  of  the  arguments  in  favor  of  this  plan  are  similar  to  those 
that  are  advanced  for  permitting  private  plans  to  be  substituted  for  a 
State-operated  system.  The  proponents  of  the  exclusively  private- 
plan  system  argue  that  such  a  system  would  provide  a  high  degree  of 
flexibility  and  avoid  freezing  benefits  at  a  statutory  level ;  would  per- 
mit the  continuation  of  existing  employer  plans  or  the  adoption  of 
new  plans  if  employers  and  employees  desired  and  were  able  to  pay 
for  better  protection;  and  that  the  employers  would  have  a  more 
direct  interest  in  the  system. 

The  advocates  of  this  plan  usually  admit  that  some  difficulties  may 
arise  in  assuring  protection  to  employees  of  some  employers  who  may 
not  be  readily  able  to  obtain  insurance  or  to  meet  all  the  State  require- 
ments. They  claim,  however,  that  a  solution  to  such  difficulties  can 
be  found ;  and  they  cite  the  operation  of  workmen's  compensation  in 
jurisdictions  that  have  exclusively  private  plans  for  that  program  as 
a  precedent  for  the  workability  of  a  similar  plan  for  a  temporary 
disability  program. 

The  plan  to  integrate  temporary-disability  insurance  with  medical- 
care  insurance  has  been  proposed  by  some  of  the  advocates  of  the  latter 
program.  Under  this  plan,  cash  benefits  would  be  paid  for  loss  of 
wages  due  to  temporary  disability;  and  direct  payments  would  be 
made  to  doctors,  hospitals,  and  so  forth,  furnishing  medical  care  to 
eligible  persons.  Although  the  two  programs  would  be  administered 
by  one  agency  and  persons  receiving  cash  benefits  would  receive  med- 
ical care,  the  latter  service  would  also  be  available  to  others  covered 
by  the  medical-care  provisions. 

Those  who  favor  this  plan  cite  the  economy  to  be  obtained  by  using 
one  wage-record  system  and  one  administrative  organization  to  serve 
both  programs.  They  argue  that,  because  the  medical  staff  needed 
for  one  program  would  also  be  available  for  the  other,  such  integra- 
tion would  permit  better  utilization  of  the  time  of  the  medical  pro- 
fession than  would  any  other  system.  Furthermore,  they  claim  that 
integration  of  the  two  programs  would  make  rehabilitation  services 
available  without  delay  to  those  who  could  benefit  from  such  services. 
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Appendix  IV-A.  Cost  Estimates 

This  appendix  explains  the  bases  of  the  cost  estimates  used  by  the 
Council  in  arriving  at  its  proposed  Federal  tax  rate  of  1.5  percent  for 
unemployment  insurance  to  be  paid  in  equal  shares  by  employers  and 
employees.  In  this  rate  ,  1.2  percent  would  be  offset  by  contributions 
to  States  for  benefit  purposes,  leaving  the  0.3  percent  Federal  tax  to 
be  expended  for  administration  and  the  other  purposes  outlined  in 
recommendations  10  and  13.  This  appendix  deals  only  with  benefit 
costs. 

The  1.2  percent  rate  is  merely  a  minimum  State-contribution  rate ; 
any  State  may  set  a  higher  rate,  as  several  States  will  need  to  do  in 
order  to  support  an  adequate  system  of  benefits.  Under  the  Council's 
proposals,  the  States  will  retain  responsibility  for  setting  rates  high 
enough  to  finance  benefits  under  their  programs.  This  minimum  tax 
is  proposed  by  the  Council  as  a  means  of  eliminating,  so  far  as  possible, 
interstate  competition  for  lower  contribution  rates  and  thereby  reduc- 
ing present  barriers  to  the  provision  of  adequate  benefits. 

The  1.2  percent  minimum  rate  'is  proposed  by  the  Council  for  the 
next  10-year  period  only.  It  may  be  too  low  or  too  high  as  a  minimum 
rate  for  periods  which  follow.  It  will  certainly  be  too  low  for  some 
States.  It  has  been  possible  to  recommend  a  rate  as  low  as  1.2  per- 
cent because  of  the  assumption  that  a  considerable  portion  of  present 
reserves  will  be  utilized  to  pay  benefits  during  the  next  10  years. 
Actual  benefit  costs  for  the  Nation  as  a  whole  over  the  next  10  years 
will  probably  be  in  excess  of  1.2  percent  of  covered  pay  rolls.  The 
amount  of  this  excess  will  depend,  of  course,  partly  upon  the  employ- 
ment pattern  and  partly  on  the  rate  of  benefits.  The  Council  has 
made  four  estimates  based  on  two  economic  assumptions  and  two  levels 
of  benefits.  The  average  cost  for  the  next  10  years  as  shown  by  these 
estimates  ranges  from  1.5  to  2.0  percent  of  pay  rolls. 

Cost  estimates  for  unemployment  insurance  depend  on  the  benefit 
provisions,  and  on  the  volume,  duration,  and  concentration  of  un- 
employment. The  Council  believed  it  wise  to  base  estimates  on  two 
sets  of  hypothetical  economic  conditions  which  might  prevail  during 
the  next  10  years — (1)  a  favorable  cycle  with  unemployment  ranging 
from  2  to  5  million  in  the  next  decade  and  (2)  a  more  pessimistic  out- 
look with  unemployment  ranging  from  2  to  10  million.  Estimates 
have  been  made  for  two  different  levels  of  benefits.  One  group  of 
benefit  assumptions  is  roughly  equivalent  to  the  benefit  provisions 
now  in  effect  in  the  States  with  the  most  liberal  provisions,  and  the 
other  assumption  postulates  somewhat  higher  expenditures.  Since 
the  estimates  form  the  basis  for  setting  a  minimum  rate  which  might 
prevail  over  the  next  10  years,  it  seemed  desirable  to  assume  some 
liberalization  of  benefits  such  as  might  be  expected  during  that  period. 
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The  Council  recommends  the  minimum  rate  of  1.2  percent  for  ben- 
efit purposes  because  this  rate  seems  to  be  applicable  to  the  majority 
of  the  States  under  both  benefit  assumptions  and  both  the  favorable 
and  unfavorable  economic  assumptions.  We  might  have  suggested  a 
higher  rate  that  would  have  covered  the  costs  of  even  the  highest-cost 
State,  but  this  approach  was  rejected  because  it  would  require  many 
States  to  collect  more  than  they  needed  for  an  adequate  level  of  ben- 
efits. Similarly,  the  Council  might  have  proposed  a  much  lower  rate 
that  would  have  covered  the  costs  only  in  the  lowest-cost  States ;  but 
this  approach  was  rejected  because  it  would  not  accomplish  the  Coun- 
cil's purpose  of  reducing  interstate  competition  for  lower  contribu- 
tion rates.  With  such  a  minimum  rate,  most  States  would  still  be  in 
the  position  of  having  to  decide  whether  they  would  provide  more 
liberal  benefits  or  reduce  the  contribution  rate  to  the  minimum.  The 
Council  believes  that  the  rate  of  1.2  percent  will  avoid  interstate  com- 
petition in  contribution  rates  among  most  States,  but  again  reiterates 
the  fact  that,  under  its  cost  assumptions,  a  few  States  will  have  to 
charge  more  than  the  minimum  rate,  and  that  all  States,  under  the 
State-Federal  system,  must  be  responsible  for  providing  adequate 
contribution  rates  and  benefits  in  relation  to  their  own  experience. 

These  estimates  do  not  undertake  to  indicate  what  unemployment 
insurance  will  cost  in  the  individual  States  over  the  next  10  years  or 
what  rates  particular  States  should  charge.  Much  more  detailed 
study  on  an  individual  State  basis  would  be  needed  before  conclusions 
of  this  type  could  be  reached.  The  estimates  for  the  individual  States 
are  rough  calculations  based  on  their  past  benefit  experience  (the  war 
years,  1942-44,  were  not  considered  in  these  estimates),  and  future 
benefit  experience  in  many  States  will  probably  differ  from  past  ex- 
perience. The  estimates  do,  however,  give  a  basis  for  establishing  a 
national  minimum  rate;  for  this  purpose  it  is  not  necessary  that  the 
costs  in  each  State  be  accurately  predicted  as  long  as  the  general 
picture  is  reasonably  correct. 

I.  Economic  Assumptions 

Benefit  costs  for  a  specific  unemployment  insurance  program  de- 
pend primarily  upon  the  economic  conditions  prevailing  during  the 
period  under  consideration. 

In  order  to  determine  costs  over  a  complete  business  cycle,  the  du- 
ration of  the  cycle  must  be  established.  If  estimates  are  projected 
for  only  3  or  4  years  ahead  they  cannot  adequately  take  account 
of  a  relatively  severe  decline,  with  unemployment  reaching  5,  8, 
or  10  million,  and  subsequent  return  to  predepression  levels  of 
business  activity.  On  the  other  hand,  it  would  be  impractical  to 
plan  the  financial  structure  of  an  unemployment  insurance  program 
too  many  years  ahead.  In  view  of  these  considerations,  therefore, 
variations  in  economic  activity  over  a  10-year  period  were  considered. 
Ten  years  was  deemed  long  enough  to  encompass  anticipated  varia- 
tions in  economic  activity  but  not  too  long  for  practical  purposes  of 
planning. 

To  estimate  costs  over  a  business  cycle,  three  basic  assumptions  need 
be  established:  (a)  a  high  level  of  employment  at  the  beginning  and 
end  of  the  cycle;  (b)  employment  declining  in  the  early  phase  of  the 
cycle  and  increasing  in  its  later  phase ;  and  (c)  the  range  in  the  volume 
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of  unemployment.  The  precise  shape  of  the  pattern  does  not  sig- 
nificantly affect  the  size  of  the  estimates.  The  slope  may  be  irregular 
and  the  trough  shifted  to  the  left  or  right  without  affecting  costs. 
It  is  important  only  that  there  be  peak  levels  of  employment  at  the 
beginning  and  end  of  the  cycle  and  a  specified  range  of  variation  in 
unemployment  over  the  period.  Detailed  differences  during  the  course 
of  a  business  cycle  tend  to  average  out  over  the  cycle. 

A.  FAVORABLE  PATTERN  OF  EMPLOYMENT 


One  set  of  cost  estimates  was  based  on  the  assumption  that  unem- 
ployment during  the  next  10  years  would  vary  from  2  to  5  million  as 
follows : 


Year  of  cycle 

Unemployment  (in 
millions) 

Year  of  cycle 

Unemployment  (in 
millions) 

At  end 
of  year 

Average 
for  year 

At  end 
of  year 

Average 
for  year 

1  _.  

2 
2 
5 
5 
5 
5 

2.0 
2.0 
3.5 
5.0 
5.0 
5.0 

7_.     

5 
2 
2 
2 

5.0 
3.5 
2.0 
2.0 

2   

8   

3  

9    

4   

10  -  

5  

Average  for  the  cycle 

6   - 

3.5 

B.  UNFAVORABLE  PATTERN   OF  EMPLOYMENT 

It  is  possible  that  estimated  unemployment  of  5  million  at  the  trough 
of  the  business  cycle  might  prove  to  be  over-optimistic.  Another  set 
of  estimates  was  therefore  prepared  based  on  the  assumption  that 
unemployment  would  range  from  2  to  10  million  during  the  course  of 
the  business  cycle.  In  the  2  to  10  million  cycle,  unemployment  was 
assumed  to  vary  in  the  following  manner : 


Year  of  cycle 

Unemployment  (in 
millions) 

Year  of  cycle 

Unemployment  (in 
millions) 

At  end 
of  year 

Average 
for  year 

At  end 
of  year 

Average 
for  year 

1    

2.0 
2.0 
7.5 
10.0 
10.0 
10.0 

2.0 
2.0 
4.8 
8.7 
10.0 
10.0 

7   -   

7.5 
2.0 
2.0 
2.0 

8.7 
4.8 
2.0 
2.0 
6.5 

2   

8   -   

3   

9   

4    

10  

5  -   

Average  for  the  cycle 

6   

C.  TURN-OVER 

Unemployment  insurance,  as  it  operates  in  all  States,  compensates 
the  highest  proportion  of  unemployed  workers  during  peak  levels  of 
employment  and  the  initial  stages  of  an  economic  set-back.  As  the 
depression  deepens,  a  growing  proportion  of  unemployed  workers 
exhaust  their  benefit  rights  and  find  it  difficult  or  impossible  to  get 
new  jobs.  During  the  later  stages  of  a  depression,  although  the  abso- 
lute number  of  unemployed  may  be  large,  the  percentage  of  the  unem- 
ployed receiving  benefits  is  much  smaller  than  in  the  early  stages.  A 
fairly  rigid  demarcation  develops  among  the  unemployed  between 
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workers  in  the  turn-over  group  who  stand  a  good  or  reasonable  chance 
of  finding  a  job,  and  those  in  the  hard-core  group  who  have  relatively 
little  chance  of  reemployment  during  the  depression. 

The  cost  estimates  under  both  economic  patterns  were  based  on  the 
assumption  that  turn-over  among  covered  workers  during  periods  of 
peak  employment  would  average  2  to  3  percent  of  covered  employment 
per  month.  This  turn-over  pattern  is  indicated  by  data  on  initial 
claims  and  covered  employment  reported  by  the  State  employment 
security  agencies. 

The  turn-over  group  consists  in  large  part  of  workers  out  of  a  job 
because  of  f rictional  factors  in  the  economy  that  are  prevalent  in  both 
good  times  and  bad.  Even  if  the  workers  in  the  turn-over  group  had 
as  good  chances  of  finding  employment  during  the  depression  as 
during  peak  business  activity,  however,  the  emergence  of  the  hard- 
core in  a  depression  with  almost  no  chances  of  finding  a  job  tends  to 
reduce  the  hiring  prospects  of  unemployed  workers  taken  as  a  whole. 
As  a  result,  turn-over  tends  to  decline  during  a  depression.  This- phe- 
nomenon was  taken  into  account  in  the  preparation  of  the  cost 
estimates. 

An  even  more  unfavorable  pattern  than  either  of  those  assumed, 
with  unemployment  rising  to  as  much  as  13,000,000,  would  raise 
costs  on  the  average  by  perhaps  5  to  10  percent.  These  higher 
costs  would  result  mainly  from  the  increased  number  of  initial  lay- 
offs averaged  over  the  10-year  period,  but  also  to  a  lesser  extent  from 
the  longer  duration  of  compensated  unemployment.  It  is  significant, 
however,  that  even  extreme  assumptions  for  the  volume  of  unemploy- 
ment do  not  increase  costs  substantially.  Since  unemployment  bene- 
fits are  paid  for  a  limited  duration  and  since  eligibility  depends  upon 
recent  earnings,  the  effect  of  large-scale  unemployment  on 'the  costs 
of  the  system  is  limited. 

Some  consideration  was  given  to  the  possibility  that  employers 
might  rotate  jobs  by  hiring  workers  as  they  exhaust  benefit  rights 
and  laying  off  others  as  they  gain  eligibility  for  benefits.  If 
this  type  of  share-the-work  were  widespread,  it  would  increase  costs 
considerably.  Because  of  seniority  rules  and  employment  practices, 
however,  the  extent  of  this  type  of  job  rotation  is  likely  to  be  slight. 
On  the  other  hand,  the  more  normal  share-the-work  practice  of  reduc- 
ing the  number  of  hours  worked  per  week  would  tend  to  reduce  bene- 
fit costs.  The  cost  estimates  were  based  on  the  assumption  that  these 
contrary  tendencies  would  about  cancel  out  and  that  share-the-work 
practices  would  not  affect  benefit  costs. 

D.  LABOR  FORCE 

Under  both  economic  patterns,  the  labor  force  was  assumed  to  in- 
.crease  at  an  average  of  600,000  a  year  over  the  10  years.  At  present, 
the  labor  force  is  growing  at  a  rate  of  more  than  a  million  a  year. 
Such  growth,  however,  is  unusual  during  peacetime  and  is  probably 
attributable  to  the  prevailing  boom  conditions.  As  conditions  become 
more  stable,  the  growth  in  size  of  labor  force  will  probably  tend  toward 
the  long-run  average  of  1  percent  per  year.  About  1.2  million  people 
will  probably  reach  working  age  each  year,  while  slightly  more  than 
half  a  million  will  leave  the  labor  market  because  of  age,  infirmity, 
marriage,  or  death.  During  the  past  12  months,  the  labor  force  has 
been  averaging  about  62  million. 
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II.  Benefit  Assumptions 

WEEKLY  BENEFIT  AMOUNT 

Several  facts  have  led  the  Council  to  conclude  that  existing  benefit 
levels  are  on  the  average  too  low  for  estimating  future  costs.  The 
facts  are : 

1.  The  average  weekly  benefit  amount  is  now  only  about  35  percent 
of  the  average  weekly  wage ;  in  the  second  quarter  of  1947  it  was  less 
than  30  percent  in  eight  States. 

2.  Even  the  maximum  weekly  benefit  amount  now  ranges  among  the 
States  from  35  to  59  percent  of  the  average  weekly  wage,  with  31  States 
in  the  35  to  45  percent  interval. 

3.  In  1947  more  than  half  the  benefit  payments  (57  percent)  were 
at  the  maximum  weekly  benefit  amount  payable  under  the  State  laws ; 
in  eight  States  the  proportion  limited  by  the  maximum  exceeded  70 
percent. 

4.  Increases  in  the  cost  of  living  have  so  greatly  reduced  the  pur- 
chasing power  of  benefits  that  the  average  weekly  benefit  of  $19.28 
in  July  1948  was  worth  only  $11.11  in  terms  of  1935-39  dollars. 

5.  Even  the  present  maximum  weekly  benefit  amount  would  meet 
only  56.2  to  69.4  percent  of  the  nondef  errable  costs  of  living  (49  to  53 
percent  of  a  total  budget  for  family  requirements)  for  a  family  of  4 
in  the  22  cities  surveyed  in  June  1947,  and  the  range  among  all  34 
cities  studied  was  from  48.9  to  86.4  percent.1 

In  order  to  determine  the  proper  minimum  rate  over  the  next  10 
years,  it  seemed  prudent,  on  the  basis  of  these  facts,  to  assume  for  esti- 
mating purposes  a  higher  level  of  benefits  than  now  prevails  in  most 
States.  The  Council  therefore  assumed  two  sets  of  benefit  conditions. 
The  first  set  of  assumed  conditions  is  about  equivalent  to  the  provisions 
in  the  States  with  the  most  liberal  benefits.  These  conditions  assume 
weekly  benefits  equal,  on  the  average,  to  at  least  50  percent  of  previous 
weekly  earnings  up  to  a  maximum  benefit  of  $25  a  week  and  a  uniform 
duration  of  26  weeks. 

The  second  set  of  benefit  assumptions  used  by  the  Council  provides 
for  a  somewhat  higher  level  of  benefits.  The  cost  estimates  are  pro- 
jected over  a  10-year  cycle  and  it  is  reasonable  to  assume  that  benefits 
will  rise  during  this  period  as  they  have  during  the  past  10  years.  In 
this  second  set  of  conditions,  the  Council  assumed  weekly  benefits 
equal,  on  the  average,  to  50  percent  of  previous  weekly  earnings  cal- 
culated on  wages  up  to  $80  a  week. 

There  are  many  sets  of  benefit  conditions,  of  course,  which  would 
result  in  approximately  the  same  costs  and  any  one  of  them  would  do 
equally  well  for  the  purpose  of  these  estimates.  Instead  of  a  flat- 
rate  of  50  percent  of  weekly  earnings  up  to  $80  a  week,  a  State  might 
use  a  formula  which  would  permit  claimants  with  less  than  average 
wages  to  receive  somewhat  more  than  50  percent,  and  those  with 
greater  than  average  incomes  to  receive  somewhat  less.  One  such 
formula  resulting  in  approximately  the  same  costs  as  the  above  for- 
mula is  60  percent  of  the  first  $25  of  weekly  wages  plus  40  percent  of 
the  next  $55.  One  formula  with  dependents'  allowances  resulting 
in  approximately  the  same  costs  as  the  above  formulas  is  60  percent  of 

1  See  Unemployment  Benefits,  Wages,  and  Living  Costs,  Social  Security  Bulletin,  April 
1948,  pp.  3-9. 
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the  first  $30  of  weekly  wages,  plus  30  percent  of  the  next  $50  of  weekly 
wages,  plus  $2  for  each  of  the  first  3  dependents,  with  a  maximum 
benefit  not  exceeding  75  percent  of  earnings. 

The  following  table  shows  the  weekly  benefit  amount  under  these 
three  formulas,  all  of  which  are  examples  of  formulas  with  costs  equal 
to  the  second  set  of  benefit  assumptions. 

Illustrative  schedule  of  unemployment  benefits  using  alternative  formulas 
entailing  approximately  the  same  costs 


Benefits  representing — 


Weekly  earnings 

A 

B 

O 

50  percent 
of  earnings 

60  percent 
first  $25; 

40  percent 
next  $55 

60  percent  first  $30;  30  percent  next  $50;  plus  $2  depend- 
ents' allowance;  75  percent  of  weekly  earnings  maxi- 
mum 

No  depend- 
ents 

1  dependent 

2  dependents 

3  or  more 
dependents 

$10   

$5 

$6 

$6 

$7.50 

$7.50 

$7.50 

$20   .. 

10 

12 

12 

14.00 

15.00 

15.00 

$30  

15 

17 

18 

20.00 

22.00 

22.50 

$40  

20 

21 

21 

23.00 

25.00 

27.00 

$50  

25 

25 

24 

26.00 

28.00 

30.00 

$60   

30 

29 

27 

29.00 

31.00 

33.00 

$70  

35 

33 

30 

32.00 

34.00 

36.00 

$80  

40 

37 

33 

35.00 

37.00 

39.00 

Cost  equivalents  of  the  first  set  of  benefit  assumptions  might  also 
be  substituted  for  the  particular  formula  chosen. 


DURATION 

With  the  first  set  of  benefit  conditions  containing  the  $25  maxi- 
mum weekly  benefit,  the  Council  has  assumed  a  uniform  duration 
of  26  weeks  of  benefits.  With  the  second  set  of  benefit  conditions, 
the  Council  has  assumed  a  minimum  duration  of  13  weeks  and  a 
maximum  duration  of  26  weeks,  with  the  further  assumption  that  a 
week  of  employment  or  twice  the  benefit  amount  would  be  required 
for  each  additional  week  of  benefits  between  13  and  26  weeks.  A 
person  with  26  weeks  of  employment  in  the  base  year  would  be  fully 
insured  and  entitled  to  the  maximum  duration  of  26  weeks  of  benefits. 

Since  the  beginning  of  the  program,  there  has  been  a  marked  trend 
toward  longer  duration;  the  two  patterns  assumed  therefore  seem 
realistic  in  the  light  of  recent  developments.  These  are  the  facts : 

1.  The  fraction  of  base-year  earnings  used  in  determining  dura- 
tion has  been  increased  somewhat  since  the  beginning  of  the  program, 
but  a  more  pronounced  increase  has  occurred  in  the  maximum  weeks  of 
benefits  to  which  workers  are  entitled.  In  1937,  the  maximum  dura- 
tion was  16  weeks  or  less  in  all  but  6  States ;  43  States  now  provide  a 
maximum  of  more  than  16  weeks,  and  7  pay  benefits  for  a  maximum  of 
26  weeks.  Now,  87  percent  of  the  covered  workers  are  in  States  with 
a  maximum  of  20  weeks  or  more,  as  compared  with  only  12  percent  in 
1937  . 

2.  Minimum  duration  has  been  increased  in  nearly  all  States,  though 
not  so  markedly  as  maximum  duration.  Changes  in  the  minimum  du- 
ration have  resulted  from  adopting  a  uniform  duration,  or  from  setting 
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a  statutory  minimum  duration,  or,  most  frequently,  from  changing  the 
relationships  between  qualifying  earnings,  weekly  benefit  amount, 
and  fraction  of  base-period  earnings  used  to  compute  duration.  While 
there  has  never  been  any  pronounced  concentration  of  minimum- 
duration  provisions  at  or  near  a  specific  figure,  the  average  minimum 
duration  has  increased  from  about  7  weeks  in  1940  to  about  10  weeks 
at  present. 

3.  Because  of  liberalization  of  State  laws,  as  well  as  increases  in 
annual  earnings  on  which  duration  is  based  in  most  States,  potential 
duration  has  risen  from  an  average  of  13  or  14  weeks  in  1941  and 
1942  to  approximately  20  weeks  in  1947. 

ELIGIBILITY  REQUIREMENTS 

Under  the  set  of  conditions  with  the  $25  maximum  weekly  benefit, 
the  Council  assumed  that  13  weeks  in  the  base  period  would  make  a 
worker  eligible  for  26  weeks  of  unemployment  benefits.  In  the  other 
set  of  conditions,  the  Council  assumed  that  claimants  who  had  been 
employed  for  13  weeks  in  the  base  period  would  be  eligible  for  the 
minimum  duration  of  13  weeks  of  benefits  and  that  duration  would 
increase  for  every  week  of  employment  in  the  base  period  up  to  a 
maximum  of  26  weeks.  It  is  not  expected  that  these  assumptions 
would  significantly  change  the  proportion  of  unemployed  workers 
who  would  earn  eligibility  for  benefits  under  present  laws. 

WAITING  PERIOD 

Both  sets  of  benefit  assumptions  use  a  1-week  waiting  period.  In 
1948,  43  States  had  a  waiting  period  of  this  length  or  less.  The 
trend  toward  reduction  of  the  waiting  period  is  indicated  by  the  fact 
that  in  1938  all  States  required  a  waiting  period  of  2  to  4  weeks; 
while,  in  1948,  only  8  States  had  a  2-week  waiting  period,  and  none 
required  3  or  4  weeks. 

III.  General,  Procedures  Used  in  Estimating  Costs 

Mr.  Woytinsky's  monograph,  entitled  "Principles  of  Cost  Estimates 
in  Unemployment  Insurance," 2  provided  the  ground  work  for  estimat- 
ing costs.  The  "favorable"  and  "medium  patterns"  described  by  Mr. 
Woytinsky  are  practically  the  same  as  the  2-to-5-million  and  2-to-10- 
million  unemployment  cycles  assumed  in  these  estimates. 

The  estimated  cost  rates  (benefits  as  a  percent  of  taxable  wages) 
shown  in  the  Woytinsky  monograph — for  a  uniform  duration  of  26 
weeks  and  benefits  of  50  percent  of  previous  weekly  earnings  up  to  a 
maximum  weekly  benefit  of  $25 — ranged  from  1.4  to  1.7  percent  for  the 
favorable  pattern  and  from  1.8  to  2.0  percent  for  the  medium  pattern. 
These  benefit  assumptions  are  the  same  as  one  set  of  benefit  assump- 
tions made  by  the  Council.  To  arrive  at  the  costs  of  the  other  set  of 
benefit  assumptions  described  in  part  II  of  this  appendix,  each  of  the 
differences  between  those  assumptions  and  the  Woytinsky  benefit 
assumptions  was  analyzed. 

1.  A  weekly  benefit  of  50  percent  of  the  weekly  earnings  up  to  a 
maximum  benefit  of  $lfi  or  its  equivalent. — Mr.  Woytinsky  assumed  a 


*  Op.  cit. 


196 


RECOMMENDATIONS  FOR  SOCIAL  SECURITY 


maximum  benefit  of  $25  and  50  percent  of  weekly  earnings  up  to  this 
maximum.  Raising  the  maximum  from  $25  to  $40  would  increase 
costs  by  about  20  percent,  according  to  estimates  based  on  the  distri- 
bution of  high-quarter  earnings  of  workers  covered  by  the  old-age 
and  survivors  insurance  program.  This  20-percent  increase,  applied 
to  Mr.  Woytinsky's  estimates,  yielded  cost  rates  for  the  higher-cost 
benefit  assumptions  of  1.7  to  1.9  percent  for  the  favorable  pattern 
and  2.2  to  2.4  percent  for  the  medium  pattern,  assuming  a  uniform 
duration  of  26  weeks. 

2.  A  week  of  benefits  for  each  week  of  employment  during  the  base 
period,  not  to  exceed  %6  weehs. — It  was  estimated  that,  under  these 
assumptions,  potential  duration  would  average  24  weeks  during  peak 
employment  years.  Costs  over  a  10-year  cycle  under  a  program  pro- 
viding uniform  duration  of  24  weeks  were  estimated  by  interpolating 
Mr.  Woytinsky's  estimates  for  uniform  duration  of  20  and  26  weeks. 
The  combination  of  raising  the  maximum  to  $40  and  a  uniform  dura- 
tion of  24  weeks  results  in  estimated  costs  of  1.7  to  1.9  percent  for 
the  favorable  pattern  of  unemployment  and  2.1  to  2.3  percent  for  the 
medium  pattern.  The  Council  assumes  variable  rather  than  uniform 
duration,  however;  and  a  slight  additional  downward  adjustment  is 
necessary,  for,  although  potential  duration  would  average  24  weeks 
during  good  years,  it  would  probably  drop  below  that  figure  during 
a  depression. 

3.  Minimum  eligibility  requirement  of  13  weehs  of  employment. — 
Mr.  Woytinsky  assumed  that  the  proportion  of  claimants  ineligible 
for  benefits  because  of  insufficient  wage  credits  would  remain  about 
the  same  as  in  past  experience.  With  very  few  exceptions,  eligibility 
provisions  under  State  laws  are  such  that  claimants  must  have  worked 
about  13  weeks  on  the  average  to  be  eligible  for  benefits.  The  assumed 
eligibility  requirement,  therefore,  would  not  materially  increase  or 
decrease  present  costs. 

4.  Increase  in  the  tax  base  to  $^200. — Mr.  Woytinsky's  estimates  are 
based  on  the  assumption  that  the  first  $3,600  of  annual  earnings  would 
be  taxable.  If  the  tax  base  were  raised  to  $4,200,  as  the  Council 
recommends,  costs  under  the  formula  providing  a  $25  weekly  maxi- 
mum for  26  weeks  would  probably  not  exceed  1.5  percent  over  the 
cycle  with  2  to  5  million  unemployed,  or  1.8  percent  over  the  cycle 
with  2  to  10  million  unemployed.  Comparable  figures  for  the  more 
liberal  benefit  assumptions  would  be  1.7  percent  and  2.0  percent. 

The  above  figures  are  cost  figures  for  the  country  as  a  whole.  To 
arrive  at  a  minimum  contribution  rate  which  would  be  appropriate 
for  the  majority  of  States,  it  is  necessary  first  to  develop  cost  figures 
for  the  individual  States  and  then,  in  setting  the  rate,  to  take  into 
account  a  reasonable  utilization  of  existing  reserves  State  by  State. 

Actual  experience  during  the  past  10  years  provided  the  basis  for 
estimating  benefit  costs  for  the  States,  but  the  experience  during  the 
war  years  of  1942-44  was  excluded  as  not  typical  of  what  is  anticipated 
during  the  next  10  years.  Costs  were  calculated  for  each  State  for 
all  other  years.  The  effect  of  differences  in  benefit  provisions  was 
then  eliminated  by  estimating  what  the  costs  would  have  been  under 
a  uniform  formula.  In  this  way,  a  cost  relationship  among  the  States 
based  on  their  past  benefit  experience  was  established.    The  same  re- 
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lationship  was  assumed  in  estimating  costs  under  the  two  benefit  as- 
sumptions and  the  two  economic  assumptions  in  this  report.  (See 
tables  C  and  F  of  this  appendix.) 

IV.  Setting  the  Minimum  Contribution  Rate 

The  problem  in  setting  the  minimum  contribution  rate  was  to  ar- 
rive at  a  rate  which  would  support  the  assumed  level  of  benefits  in 
most  States  over  the  next  10  years,  taking  into  account  the  utilization 
of  existing  reserves.  As  has  been  indicated,  the  Council  made  esti- 
mates for  the  individual  States  for  two  sets  of  benefit  assumptions 
under  two  hypothetical  economic  conditions.  Under  either  set  of  eco- 
nomic assumptions,  a  contribution  rate  of  1.2  percent,  required  as  a 
minimum  by  the  Federal  Government,  seems  reasonable  for  either  of 
the  assumed  benefit  levels. 

According  to  our  estimates,  the  minimum  rate  of  1.2  percent  would 
be  applicable  to  at  least  30  States  within  a  relatively  narrow  range  of 
adjustment  in  benefits  or  contributions  under  all  four  sets  of  assump- 
tions. Contributions  in  five  States  would  undoubtedly  have  to  be 
higher  to  support  a  benefit  structure  that  could  be  considered  adequate, 
and  benefit  costs  in  three  others  are  so  low  that  reserves  would  in- 
crease under  even  more  pessimistic  assumptions  than  2  to  10  million 
unemployed.  The  1.2  percent  rate  is  reasonably  applicable  to  various 
States  among  the  remaining  13  depending  on  which  set  of  assumptions 
is  used  and  how  large  a  reserve  is  assumed  to  be  desirable  at  the  end 
of  the  10-year  cycle.  Below  is  an  analysis  of  the  effect  of  the  1.2  per- 
cent minimum  rate  under  the  two  assumed  levels  of  benefits,  in  each 
case  discussed  under  the  two  sets  of  hypothetical  economic  conditions. 

A.  THE  EQUIVALENT  OF  50  PERCENT  OF  AVERAGE  WAGES  UP  TO  A  MAXIMUM 
BENEFIT  OF  $40  A  WEEK  3 

Under  the  more  liberal  benefit  assumption  and  assuming  that  unem- 
ployment will  range  between  2  and  5  million,  a  1.2  percent  contri- 
bution rate  (0.6  percent  payable  by  employers  and  0.6  percent  by 
employees)  over  the  next  10-year  cycle  would,  on  the  basis  of  past 
benefit  experience,  result  in  there  being  26  States  with  reserves  at  the 
end  of  the  cycle  of  from  5.0  to  9.9  percent  of  taxable  pay  rolls  (table 
C,  p.  198).  In  13  States,  the  reserves  at  the  end  of  the  10-year  cycle 
would  be  less  than  5  percent  of  taxable  wages,  and  in  12  States  the 
reserves  would  be  more  than  10  percent. 

Of  the  13  States  whose  reserve  ratios  would  be  less  than  5  percent, 
5  (Alabama,  Massachusetts,  Michigan,  New  York,  and  Rhode  Island) 
would  have  exhausted  their  reserves  completely  if  they  provided  ben- 
efits as  liberal  as  those  assumed  and  charged  no  more  than  the  1.2  per- 
cent rate.  Table  D,  p.  199,  indicates  the  tax  rates  which  these  13 
States  would  have  to  charge  on  the  basis  of  past  benefit  experience  if 
they  were  to  end  the  10-year  cycle  with  reserves  representing  either  3 
percent  or  5  percent  of  taxable  wages. 


•  Pt.  II  of  this  appendix  describes  these  benefit  assumptions  in  detail. 


198 


RECOMMENDATIONS  FOR  SOCIAL  SECURITY 


Table  C. — Estimated  average  annual  benefit  costs  and  State  unemployment 
reserves  as  a  percent  of  taxable  wages 1  at  the  end  of  a  10-year  cycle  with  a 
uniform  contribution  rate  of  1.2  percent  and  a  $£0  maximum  benefit  formula* 


Percent  of  taxable  wages 


State 

Reserves  as 
of  June  30, 
1948 

I 

A.  Assuming  2  to  5  million 
unemployed 

B.  Assuming  2  to  10  million 
unemployed 

Cost  of  aver- 
age annual 
benefits 

n 

ar\  r\  1  (Lu(iQr 
Ciiu  nrjCoi 

PVf*lA  with 

rate  of  1.2 

in 

Cost  of  aver- 
age annual 
benefits 

IV 

JTvoocI  Vca  aL 
cJLlU  ll^ycill 
Pernio  TiritVi 

KAJH  LI  lUUlltJli 

rate  of  1.2 

v 

Average,  51  States 

8.3 

1.  7 

4.4 

2.0 

1. 1 

Alabama 

5.8 

1.9 

—.3 

2.2 

—3.9 

Alaska  _  

10.3 

1. 5 

9. 1 

1.8 

6. 8 

Arizona 

9.3 

1. 6 

6*8 

L9 

3.4 

Arkansas   -  

9.2 

1. 6 

6. 6 

1. 9 

3^3 

California 

10.6 

2^3 

'  6 

2l  7 

—3^8 

Colorado 

8. 6 

1. 4 

S.  1 

1.6 

5. 9 

Connecticut 

10.8 

1. 5 

9.  7 

1.8 

6.4 

Delaware 

6. 6 

1.3 

6. 8 

1. 5 

4^6 

District  of  Columbia 

8!  5 

*8 

14.  6 

.  9 

13. 5 

Florida 

7.1 

1. 6 

5.  2 

][g 

\.  9 

Georgia 

8. 5 

1. 1 

10. 3 

l]  3 

9. 1 

Hawaii 

9. 6 

'.8 

15.  9 

.  9 

8 

Idaho 

10. 8 

1. 4 

10.8 

1^6 

g]  6 

Illinois 

d_g 

1. 6 

3. 9 

1.9 

!  6 

Indians, 

7. 2 

1. 5 

5. 3 

1. 8 

2. 0 

g]  i 

1. 4 

7.  5 

1. 6 

6.  4 

Kansas 

8!  5 

l!  7 

4. 7 

2. 0 

1. 4 

Kentucky 

12.3 

1  5 

11  4 

1. 8 

fi  1 

0. 1 

Louisiana 

9. 4 

1  7 

5. 8 

2. 0 

2  5 

I^aine 

9. 1 

2. 1 

_  2 

2*  5 

—3. 4 

Aiaryland 

9. 6 

1  7 

5  9 

2. 0 

9  ft 

6. 2 

1  9 

 L  g 

2. 2 

—4.  8 

5. 1 

1. 9 

—1. 6 

2'  2 

—4!  9 

"fVT  innp^ntfi 

g'  7 

1. 4 

8. 2 

1. 6 

6. 0 

TV/T  i  cci  cci  T^r^i 

10. 8 

1  3 

11  8 

1  5 

Q  7 

y.  1 

IMissouri 

8. 4 

1.9 

2]  4 

2!  2 

-.9 

Montana 

12!  0 

1. 5 

11  1 

1  8 

7  7 

Nebraska 

7.3 

1.1 

9. 9 

1.3 

7!  6 

13. 4 

1.5 

12.8 

1.8 

9.8 

New  Hampshire   

ao 

1.6 

6.4 

1.9 

3.1 

New  Jersey 

13  3 

2.1 

6.0 

2.5 

1.9 

New  Mexico      

8.9 

1.1 

10.8 

1.3 

9.6 

New  York  

8.2 

2.1 

-.1 

2.5 

-4.8 

North  Carolina—   

10.3 

1.1 

13.5 

1.3 

11.2 

North  Dakota  

5.6 

1.3 

5.6 

1.5 

3.4 

Ohio  

9.2 

1.3 

9.9 

1.5 

7.7 

5.9 

1.5 

3.8 

1.8 

.4 

Oregon  

8.7 

1.6 

6.0 

1.9 

2.7 

Pennsylvania.    

7.9 

1.6 

5.1 

1.9 

1.8 

Rhode  Island  

8.4 

2.5 

-4.8 

2.9 

-8.6 

South  Carolina  

7.9 

1.1 

10.6 

1.3 

8.4 

South  Dakota   -  

6.7 

1.1 

7.9 

1.3 

6.7 

Tennessee    

8.8 

1.6 

6.1 

1.9 

2.8 

Texas  

6.1 

1.3 

6.2 

1.5 

4.0 

Utah    

11.2 

1.6 

9.0 

1.9 

5.7 

Vermont    

9.7 

1.4 

9.4 

1.6 

7.2 

Virginia    

7.0 

1.1 

9.5 

1.3 

7.3 

Washington  

10.4 

2.3 

.4 

2.7 

-4.0 

West  Virginia   

7.3 

1.6 

4.4 

1.9 

1.1 

Wisconsin    

10.3 

.8 

17.1 

.9 

15.6 

8.5 

1.3 

9.1 

1.5 

6.9 

J  "Taxable  wages"  have  been  increased  to  take  account  of  the  Council's  recommendations  for  extension  of 
coverage  and  for  an  increase  in  the  maximum  tax  base  to  $4,200  a  year. 
*  Pt.  II  of  this  appendix  describes  these  benefit  assumptions  In  detail. 
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Table  D. — Estimated  State  unemployment  contribution  rates  in  high-cost  States 
necessary  to  maintain  reserves  of  3  or  5  percent  of  taxable  wages  at  the  end,  of 
a  10-year  cycle  using  a  $40  maximum  benefit  formula  and  assuming  2  to  5 
million  unemployed 1 


State 

Contribution  rates  for — 

State 

Contribution  rates  for— 

3  percent 
reserve 
ratio 

5  percent 
reserve 
ratio 

3  percent 
reserve 
ratio 

6-percent- 
reserve 
ratio 

Alabama..  

California  

Percent 
1.5 
1.4 
»1.  2 
3 1.2 
1.4 
1.6 
1.6 

Percent 
1.7 
1.6 
1.3 
1.3 
1.6 
1.8 
1.8 

Missouri  

New  York  

Percent 
1.3 
1.5 
» 1.2 
1.8 
1.4 
J  1.2 

Percent 
1.4 
1.7 
1.4 
2.0 
1.6 
1.3 

Illinois  

Oklahoma..    

Rhode  Island  

Maine   

Washington   

Massachusetts   

West  Virginia   

Michigan  

1  Pt.  II  of  this  appendix  describes  these  benefit  assumptions  in  detail. 

2  Under  Council  recommendations  1.2  would  be  the  minimum  rate  so  that  no  rates  below 
this  figure  have  been  included. 


The  reserves  of  8  States  would  not  only  increase  over  the  10-year 
cycle  but  would  be  more  than  10  percent  of  taxable  wages  at  the  end  of 
the  cycle.  In  4  (Georgia,  New  Mexico,  North  Carolina,  and  South 
Carolina)  of  these  8  States,  the  benefit  costs  are  estimated  at  1.1  percent 
of  taxable  wages.  In  Mississippi,  with  costs  of  1.3  percent,  reserves 
would  also  increase  because  of  the  interest  on  the  fund.  According  to 
their  past  benefit  experience,  these  States  would  be  able  to  charge  the 
minimum  rate  and  provide  benefits  somewhat  more  liberal  than  those 
assumed  in  our  estimates.  In  3  jurisdictions  (District  of  Columbia, 
Hawaii,  and  Wisconsin),  the  increase  in  reserves  would  be  substantial 
under  our  assumptions,  since  the  estimated  cost  of  benefits  for  each 
is  only  0.8  percent. 

For  the  country  as  a  whole  reserves  under  these  assumptions  would 
be  reduced  over  the  next  10-year  cycle  from  the  present  average  level 
of  8.3  percent  of  taxable  wages  to  4.4  percent. 

Using  the  same  benefit  assumptions  and  applying  the  past  benefit 
experience  of  the  States,  but  assuming  2  to  10  million  unemployed  and 
a  contribution  rate  of  1.2  percent,  reserves  in  21  States  would  be 
reduced  below  3  percent  of  taxable  wages  at  the  end  of  the  10-year 
period.  In  9  States  (Alabama,  California,  Maine,  Massachusetts, 
Michigan,  Missouri,  New  York,  Rhode  Island,  and  Washington)  re- 
serves would  be  completely  exhausted  and  the  cycle  would  end  with 
deficits.  There  would  be  12  additional  States  (Florida,  Illinois,  In- 
diana, Kansas,  Louisiana,  Maryland,  New  Jersey,  Oklahoma,  Oregon, 
Pennsylvania,  Tennessee,  and  West  Virginia)  that  would  either  have 
to  raise  contribution  rates  or  pay  somewhat  lower  benefits  than 
assumed  in  order  to  end  the  cycle  with  reserves  of  3  percent  or  more 
of  taxable  wages  under  these  assumptions  (see  table  E,  p.  200) ;  but  of 
this  group  of  12  States,  only  Illinois,  Oklahoma,  and  West  Virginia 
would  have  to  increase  their  contribution  rates  by  as  much  as  0.2  per- 
centage point. 

If,  after  weathering  a  depression  of  this  magnitude,  it  still  seemed 
desirable  to  start  a  new  cycle,  10  years  from  now,  with  a  reserve  as 
high  as  5  percent  of  taxable  wages,  all  27  States  listed  in  table  E  would 
have  to  charge  a  contribution  rate  above  the  minimum  or  provide  some- 
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what  lower  benefits.  The  increase  would  need  to  be  only  0.1  percentage 
point  in  2  of  these  States,  however,  only  0.2  in  7,  and  0.3  in  6. 

Of  the  8  States  whose  reserves  would  increase  over  the  10-year  cycle 
and  represent  more  than  10  percent  of  taxable  pay  roll  at  the  end  of  the 
cycle,  assuming  2  to  5  million  unemployed,  7  would  also  have  increased 
reserves  if  2  to  10  million  were  unemployed  (table  C,  p.  198).  Four 
(District  of  Columbia,  Hawaii,  North  Carolina,  and  Wisconsin) 
would  have  reserves  of  over  10  percent  of  taxable  pay  roll  under  the 
2  to  10  million  assumption  as  well.  In  the  eighth  State,  Mississippi, 
reserves  would  decrease  slightly. 

Table  E. — Estimated  State  unemployment  contribution  rates  in  high-cost  States 
necessary  to  maintain  reserves  of  3  or  5  percent  of  taxable  wages  at  the  end  of 
a  10-year  cycle  using  a  $!$  maximum  benefit  formula  and  assuming  2  to  10 
million  unemployed 1 


Contribution  rate  for— 

State 

3  percent 

6  percent 

reserve 

reserve 

ratio 

ratio 

Percent 

Percent 

Alabama  

1.8 

2.0 

Arizona  .  

J  1.2 

1.4 

Arkansas  

1  1.2 

1.4 

1.8 

2.0 

Delaware  

»  1.2 

1.3 

Florida  

1.3 

1.6 

Illinois  

1.4 

1.6 

Indiana  

1.3 

1.5 

Kansas   

1.3 

l.fi 

Louisiana  

1.3 

1.4 

Maine  

1.8 

2.0 

Maryland  

1.3 

1.4 

1.9 

2.1 

1.9 

2.1 

State 


Missouri  

New  Hampshire 

New  Jersey  

New  York  

North  Dakota... 

Oklahoma  

Oregon  

Pennsylvania  

Rhode  Island  

Tennessee  

Texas  

Washington  

West  Virginia... 


Contribution  rate  for- 


3  percent 
reserve 
ratio 


Percent 
1.6 

»1.  2 
1.3 
1.9 

2 1.2 
1.4 
1.3 
1.3 
2.3 
1.3 

•1.2 
1.8 
1.4 


6  percent 
reserve 
ratio 


Percent 
1.7 
1.4 
1.5 
2.1 
1.4 
1.6 
1.4 
1.5 
2.5 
1.5 
1.3 
2.0 
1.6 


1  Pt.  II  of  this  appendix  describes  these  benefit  assumptions  in  detail. 

J  Under  Council  recommendations  1.2  would  be  the  minimum  rate  so  that  no  rates  below  this  figure 
have  been  included. 

B.  THE  EQUIVALENT  OF  50  PERCENT  OF  AVERAGE  WAGES  UP  TO  A  MAXIMUM 
BENEFIT  OF  $2  5  A  WEEK  4 


Under  the  less  liberal  set  of  benefit  assumptions  and  using  past 
benefit  experience,  our  estimates  indicate  that  a  1.2  percent  contribu- 
tion rate  over  a  2  to  5  million  unemployment  cycle  would  result  in 
there  being  nine  States  at  the  end  of  the  cycle  with  reserve  ratios  of 
less  than  5  percent.  Reserve  ratios  in  21  States  would  be  between  5 
and  10  percent  and  in  21  States  over  10  percent. 

Of  the  nine  States  whose  reserves  would  be  less  than  5  percent  of  tax- 
able pay  rolls  by  the  end  of  the  cycle,  one — Rhode  Island — would  un- 
doubtedly have  exhausted  its  reserve  and  incurred  a  deficit;  three 
others — Alabama,  Massachusetts,  and  Michigan — would  be  danger- 
ously close  to  the  exhaustion  mark  (table  F).  Under  these  assump- 
tions, table  G  indicates  the  contribution  rates  that,  on  the  basis  of  past 
benefit  experience,  would  have  to  be  levied  in  these  nine  States  to 
insure  reserves  of  3  and  5  percent  of  taxable  wages  by  the  end  of 
the  cycle. 


4  Pt.  II  of  this  appendix  describes  these  benefit  assumptions  in  detail. 
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Table  F. — Estimated  average  annual  benefit  costs  and  State  unemployment 
reserves  as  a  percent  of  taxable  wages 1  at  the  end  of  a  10-year  cycle  with  a 
uniform  contribution  rate  of  1.2  percent  and  a  $25  maximum  benefit  formula 2 


Percent  of  taxable  wages 


State 

Reserves  as 
of  June  30, 
1948 

T 
1 

A.  Assuming  2  to  5  million 
unemployed 

B.  Assuming  2  to  10  million 
unemployed 

Cost  of  aver- 
age annual 
benefits 

IT 
11 

Reserves  at 
end  10-year 

cycle  with 
contribution 

rate  of  1.2 
percent 

TTT 
111 

Cost  of  aver- 
age annual 
benefits 

IV 

Reserves  at 
end  10-year 

cycle  with 
contribution 

rate  of  1.2 
percent 

V 

O.  O 

1.  5 

D.  7 

1. 8 

3.4 

A  1  V. 

Q 
.  O 

1*  7 

1. 5 

2. 0 

-1.8 

10  3 

1. 3 

11. 3 

1. 6 

8.0 

y.  6 

1. 4 

9. 0 

1. 7 

5.7 

Q  9 

1. 4 

8. 8 

1. 7 

5.5 

in  fi 

0.  y 

-.6 

fi  fi 
o.  O 

1.  2 

10. 3 

1. 4 

8.1 

in  fi 
1U.  o 

1. 3 

11. 9 

1. 6 

8.6 

6  6 

1. 1 

9. 0 

1. 4 

5.7 

8.  5 

.  7 

15. 7 

.  8 

14.6 

7  1 

1. 3 

7. 4 

1.  O 

4.1 

O.  0 

1. 0 

12. 4 

1. 2 

10.2 

Hawaii  

Q  fi 

y.  o 

.  7 

17. 0 

.  8 

15.9 

in  fi 
1U.  o 

1  9 
1.  & 

1 1  n 
10.  u 

1.  4 

10.8 

6  9 

1. 4 

6. 1 

1. 7 

2.8 

7  9 

1. 3 

7.  5 

1  A 
1.  D 

4.2 

fi  1 

o.  1 

1. 2 

9.  7 

1. 4 

7.5 

8. 5 

1. 5 

6. 9 

1. 8 

3.6 

1. 3 

13.  7 

1. 6 

10.4 

0  A 

1  R 
1.  0 

a  n 
0.  u 

1. 8 

4.8 

9  1 

1. 8 

4. 3 

2. 2 

-.  1 

9*  5 

1.  5 

8. 1 

1. 8 

4.8 

K  9 

i.  / 

.  * 

o  n 

L.  U 

-2.6 

5  1 

1  7 

I.  1 

7 

-2.7 

Q  7 
O.  / 

1. 2 

in  a 
1U.  * 

1.  4 

8.2 

in  fi 

XU.  O 

1. 1 

14. 1 

1. 3 

11.9 

8  4 

1.7 

4.6 

2.0 

1.3 

12. 0 

1.3 

13.3 

1  6 

10.0 

7  3 

1.0 

11.0 

1.2 

8.8 

13  4 

1.3 

15.0 

1.6 

11.7 

New  Hampshire  

9.0 

1.4 

8.6 

1.7 

5.3 

New  Jersey  :  

13.3 

1.8 

9.4 

2.2 

5.0 

New  Mexico    

8.9 

1.0 

12.9 

1.2 

10.7 

New  York   

8.2 

1.8 

3.2 

2.2 

-1.2 

North  Carolina  

10.3 

1.0 

14.6 

1.2 

12.3 

North  Dakota  

5.6 

1.1 

7.8 

1.4 

4.5 

Ohio___  

9.2 

1.1 

12.1 

1.4 

8.8 

Oklahoma  _ 

5.9 

1.3 

6.0 

1.6 

2.7 

Oregon  _  -  

8.7 

1.4 

8.2 

1.7 

4.9 

Pennsylvania   

7.9 

1.4 

7.3 

1.7 

4.0 

Rhode  Island    

8.4 

2.2 

-.8 

2.6 

-5.3 

South  Carolina  

7.9 

1.0 

11.7 

1.2 

9.5 

South  Dakota  _  

6.7 

1.0 

9.0 

1.2 

6.8 

Tennessee   _  

8.8 

1.4 

8.4 

1.7 

5.1 

Texas.    _._ 

6.1 

1.1 

8.4 

1.3 

6.2 

Utah  _  _  

11.2 

1.4 

11.2 

1.7 

7.9 

Vermont  _  

9.7 

1.2 

11.6 

1.4 

9.4 

Virginia  

7.0 

1.0 

8.6 

1.2 

8.4 

Washington     

10.4 

2.0 

3.6 

2.4 

-2.9 

West  Virginia  _ 

7.3 

1.4 

6.6 

1.7 

3.3 

10.3 

.7 

17.9 

.8 

16.8 

8.5 

1.1 

11.3 

1.3 

9.1 

1  "Taxable  wages"  have  been  increased  to  take  account  of  the  Council's  recommendations  for  extension 
of  coverage  and  for  an  increase  in  the  maximum  tax  base  to  $4,200  a  year. 
1  Pt.  II  of  this  appendix  describes  these  benefit  assumptions  in  detail. 
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Table  G. — Estimated  State  unemployment  contribution  rates  in  high-cost  States 
necessary  to  maintain  reserves  of  3  or  5  percent  of  taxable  wages  at  the  end  of 
a  10-year  cycle  using  a  $25  maximum  benefit  formula  and  assuming  2  to  5 
million  unemployed1 


State 

Contribution  rate  for — 

State 

Contribution  rate  for— 

3  percent 
reserve 
ratio 

6  percent 
reserve 
ratio 

3  percent 
reserve 
ratio 

5  percent 
reserve 
ratio 

Alabama  ._  

Percent 
1.4 
>  1.2 
2  1.2 
1.4 
1.4 

Percent 
1.6 
1.4 
1.3 
1.6 
1.6 

Missouri  .  

Percent 
'  1.2 
2  1.2 
1.6 
»1.2 

Percent 
1.3 
1.4 
1.8 
1.3 

California   

New  York   

Maine  

Rhode  Island. __  

Massachusetts  

Washington..  

Michigan   

1  Pt.  II  of  this  appendix  describes  these  benefit  assumptions  in  detail. 

1  Under  Council  recommendations  1.2  would  be  the  minimum  rate  so  that  no  rates  below  this  figure 
have  been  included. 


Of  the  21  States  whose  reserves  are  shown  as  exceeding  10  percent 
of  taxable  wages  (table  F,  p.  201),  by  the  end.  of  the  cycle,  1  would 
have  benefit  costs  of  1.4  percent  of  taxable  wages  and  11  would  have 
costs  of  1.1  to  1.3  percent.  These  States  would  be  able  to  charge  the 
minimum  rate  of  1.2  percent  and  provide  benefits  more  liberal  than 
those  on  which  these  estimates  were  based.  In  the  other  9,  costs  would 
be  so  low  judging  by  past  benefit  experience  that,  with  a  1.2  percent 
tax  rate  and  benefits  limited  to  those  in  the  assumptions,  reserves  would 
continue  to  grow  considerably  even  if  unemployment  rose  above  10 
million. 

Applying  these  benefit  assumptions  to  a  business  cycle  with  unem- 
ployment of  2  to  10  million,  it  was  estimated  that,  by  the  end  of  the  10- 
year  period,  reserves  in  11  States  would  be  less  than  3  percent  of 
taxable  wages.  In  8  States  (Alabama,  California,  Maine,  Massachu- 
setts, Michigan,  New  York,  Rhode  Island,  and  Washington)  reserves 
would  be  completely  exhausted  and  the  respective  State  programs 
would  have  incurred  a  deficit  by  the  end  of  the  cycle.  The  other  3 
States  (Illinois,  Missouri,  and  Oklahoma)  would  have  to  increase  their 
contribution  rates  if  they  paid  such  benefits  and  ended  the  cycle  with 
a  3  percent  reserve.  Of  these  3  States,  only  Missouri  might  have  to 
increase  its  rate  by  as  much  as  0.2  percentage  point. 

If,  at  the  end  of  such  a  cycle,  it  seemed  desirable  to  have  a  reserve 
as  high  as  5  percent  of  taxable  wages,  the  20  States  shown  in  table  H 
would  have  to  levy  contribution  rates  higher  than  the  1.2  percent  mini- 
mum if  they  were  to  provide  such  benefits.  Eight  of  these  States 
would  have  to  increase  their  rates  by  only  0.1  percentage  point,-  and 
3  by  only  0.2.  Of  the  21  States  whose  reserve  would  be  more  than  10 
percent  of  taxable  wages  at  the  end  of  a  cycle  with  2  to  5  million 
unemployment,  11  would  also  have  reserves  representing  more  than 
10  percent  of  taxable  wages  at  the  end  of  a  cycle  with  unemployment 
of  2  to  10  million. 

Assuming  the  continuation  of  past  benefit  experience,  costs  in  the 
District  of  Columbia,  Hawaii,  and  Wisconsin  under  these  assumptions 
would  be  so  low  as  to  increase  their  reserves  substantially. 
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Table  H. — Estimated  State  unemployment  contribution  rates  in  high-cost  States 
necessary  to  maintain  reserves  of  3  or  5  percent  of  tamable  wages  at  the  end  of 
a  10-year  cycle  using  a  $25  maximum  benefit  formula  and  assuming  2  to  10 
million  unemployed 1 


State 

Contribution  rate  for— 

3  percent 
reserve 
ratio 

6  percent 
reserve 
ratio 

Alabama.  

California  

Florida   

Percent 
1.6 
1.5 
>  1.2 
1.3 
'  1.2 
» 1.2 
»1.2 
1.6 
2 1.2 
1.7 

Percent 
1.8 
1.7 
1.3 
1.4 
1.3 
1.3 
1.3 
1.7 
1.3 
1.9 

Illinois   

Indiana  

Kansas   

Louisiana    

Maine.   

Maryland  

Massachusetts  

State 


Michigan  

Missouri  . 

New  York  

North  Dakota 

Oklahoma  

Oregon  

Pennsylvania. 
Rhode  Island. 
Washington... 
West  Virginia. 


Contribution  rate  for— 


3  percent 
reserve 
ratio 


Percent 
1.7 
1.4 
1.6 

«1.2 
1.3 

»  1.2 

»1.2 
2.0 
1.5 

»1.2 


1  Pt.  II  of  this  appendix  describes  these  benefit  assumptions  in  detail. 

a  Under  Council  recommendations  1.2  would  be  the  minimum  rate  so  that  no  rates  below  this  figure 
have  been  included. 


Appendix  IV-B.  Payments  on  Erroneous  and  Fratjdulent  Claims 

The  Social  Security  Administration  and  the  States  have  for  some 
time  been  concerned  with  the  problem  of  payments  on  erroneous  and 
fraudulent  claims.  The  Interstate  Conference  of  Employment  Secu- 
rity Agencies  has  for  several  years  made  special  studies  and  recom- 
mendations in  this  field.  The  first  committee  on  fraud,  organized  in 
1941,  later  issued  the  1942  Report  of  Interstate  Conference  Commit- 
tee on  Fraudulent  and  Other  Illegal  Benefit  Payments.  A  second  re- 
port was  made  in  September  1943.  The  third  report  of  the  Subcom- 
mittee on  Fraud  Prevention  and  Detection  was  submitted  to  the  inter- 
state conference  on  July  30, 1948.  It  summarized  present  State  prac- 
tices and  made  several  recommendations.  This  subcommittee 
reported : 

Fragmentary  evidence,  which  has  come  to  our  attention  as  a  byproduct  of  our 
study  of  the  devices  for  the  prevention  and  detection  of  fraud,  leads  us  to  believe 
that  erroneous  payments  as  a  whole  do  not  exceed  1  percent  of  all  benefit  pay- 
ments, and  that  payments  caused  by  deliberate  fraud  with  criminal  intent  do  not 
exceed  one-half  of  1  percent  of  the  total  amount  of  disbursements.  However, 
disbursements  of  the  State  unemployment  insurance  program  run  into  hundreds 
of  million  of  dollars  each  year  and,  small  as  it  is  percentagewise,  the  loss  trace- 
able to  fraud  is  great. 

The  subcommittee  believed  that  strict  controls  over  claims  were  the 
first  essential  and  that  they  would  reduce  fraud  to  that  "clear-cut  type 
of  criminal  activity  which  never  can  be  entirely  eradicated."  Among 
the  methods  of  claims  control  now  being  used,  the  committee  listed 
the  following  as  the  most  effective  in  preventing  improper  claims : 

1.  Weekly  reporting  of  claims  in  person. 

2.  Contacts  with  the  claimants'  previous  employers  to  obtain  infor- 
mation on  the  causes  of  their  unemployment. 

3.  Testing  each  claimant's  availability  for  work  and  ability  to  work* 
through  offers  of  jobs  by  the  Employment  Service. 

4.  Current  checks  on  the  claimants'  own  job-seeking  endeavors. 

5.  Periodic  analysis  of  comprehensive  questionnaires,  prepared  by 
claimants  to  substantiate  their  eligibility  for  benefits. 

6.  Frequent  interviews  of  claimants  by  thoroughly  qualified  claims 
examiners. 

The  subcommittee  favored  constructive  publicity  showing  that  the 
State  agency  utilizes  reasonable  control  over  claims,  prosecutes  vio- 
lations, and  obtains  convictions  with  re0'  ^nalties.  Such  publicity 
might  serve  as  an  active  deterrent  to  frauu.  ''  here  was  fear,  how- 
ever, that  some  types  of  publicity  limited  to  a  few  sensational  cases 
actually  encouraged  people  to  file  fraudulent  or  improper  claims. 

The  subcommittee  also  favored  the  establishment  of  a  fraud  investi- 
gation Unit  as  a  device  which  saves  money.  Many  States  would  need 
only  a  small  unit,  but,  as  a  desirable  minimum,  each  State  should  have 
at  least  one  specialist  in  fraud  investigation  and  fraud  control  devot- 
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ing  full  time  to  investigation,  devising  contrql  measures,  training 
claims  takers,  etc. 

The  Federal  authorities  also  believe  that  each  State  should  have  a 
positive  program  to  keep  fraud  at  an  inconsequential  minimum,  and 
that  the  first  step  in  fraud  prevention  is  to  use  proper  claims  proce- 
dures. These  procedures  include  requirements  for  claimant  report- 
ing; adequate  explanation  to  claimants  of  eligibility  conditions;  the 
use  of  separation  information  and  information  concerning  failures  to 
respond  to  call-ins  or  to  accept  referrals  or  jobs  through  the  employ- 
ment services;  adequate  fact-finding  when  claims  issues  arise;  the 
use  of  claimant  questionnaires  and  special  claimant  interviews.  Sound 
basic  procedures,  adequate  supervision,  and  intensive  training  are 
important  in  these  operations,  and  the  more  effective  the  results, 
the  less  will  be  the  need  for  the  extensive  use  of  special  methods  to 
prevent  and  detect  fraud. 

Several  specific  methods  to  improve  procedures  have  been  used  in 
some  States,  and  the  Bureau  of  Employment  Security  recommends 
their  use  in  other  States : 

1.  Refusal  to  take  continued  claims  during  the  noon  hours  when 
employed  claimants  could  most  easily  visit  the  local  office. 

2.  Rotation  of  the  time  for  claimants'  reporting. 

3.  Rotation  of  claims  takers'  stations. 

4.  Particular  attention  to  claimants  who  delay  filing  initial  claims 
for  a  considerable  period  after  they  lose  their  employment,  to  claim- 
ants who  often  fail  to  report  at  their  scheduled  appointments,  and 
to  claimants  who  leave  the  office  without  waiting  a  reasonable  time 
for  adjustment  or  other  special  interviews.  Substitutes  for  the  social 
security  account  number  card  should  never  be  accepted  when  claims 
are  filed,  and  the  verification  of  the  signature  on  continued  claims 
should  be  a  required  practice. 

Three  other  techniques  have  been  used  effectively  by  some  States, 
but  their  results  must  be  constantly  checked  since  considerable  costs 
are  involved : 

1.  Accession  notices  have  been  used  in  Connecticut  and  Maryland 
with  considerable  success.  Workers  know  that,  when  they  are  hired, 
their  employer  must  send  an  accession  notice  to  the  employment  office. 
This  requirement  tends  to  prevent  fraud;  it  also  permits  the  State 
agency  to  catch  some  fraudulent  claims  before  payments  actually 
begin.  The  system  would  be  much  more  effective  if  all  employers 
were  required  to  file  such  notices  and  not  just  covered  employers. 

2.  In  a  larger  number  of  States  a  check  of  employee  wage  reports 
is  made  to  find  persons  who  might  have  drawn  wages  at  the  same 
time  they  were  receiving  benefits.  This  check  can  be  done  rather 
simply  by  mechanical  means,  and  cases  of  apparent  discrepancies  can 
be  individually  investigated.  The  check  can  be  made  against  old-age 
and  survivors  insurance  records  if  a  State  keeps  ho  wage  reports. 

3.  Special  industrial  surveys  can  be  made  by  field  workers  or  merely 
by  telephone.  Fraud  seems  to  concentrate  in  certain  spots  in  certain 
occupations.  Interstate  claims  may  become  especially  troublesome. 
Particular  attention  to  these  troubled  areas  may  yield  greater  results 
than  would  any  system  of  over-all  investigation. 


Appendix  IV-C.  Memorandum  by  Five  Members  Dissenting  From 
the  Majority  Report  With  Respect  To  Continuation  of  Unem- 
ployment Insurance  and  the  Employment  Service  on  a  State 
Basis 

There  are  important  advantages  in  a  national  system  of  unemploy- 
ment insurance.  These  advantages  lead  some  members  of  the  Council 
to  prefer  a  national  plan  to  the  present  State-Federal  system.  In- 
deed, these  members  of  the  Council  believe  that  experience  under  a 
State-Federal  plan  will  ultimately  compel  a  shift  to  a  national  plan. 
Four  of  the  members  of  the  Council  who  prefer  a  national  plan  of  un- 
employment compensation  believe,  however,  that  the  existing  State- 
Federal  plan  should  be  immediately  improved.  They  have  therefore 
signed  the  recommendations  of  the  Council,  believing  that  these  recom- 
mendations, if  adopted,  would  not  impose  any  obstacles  to  a  later 
shift  to  a  national  plan.  Mr.  Rieve  concurs  in  this  minority  dissent 
but  is  not  signing  the  recommendations  of  the  Council  since  he  dis- 
agrees with  some  of  the  most  important  ones.  His  views  are  explained 
in  a  concurring  dissent  at  the  end  of  this  appendix. 

The  members  of  the  Council  who  prefer  a  national  plan  but  who 
have  signed  the  report  believe  that  the  report  should  contain  a  state- 
ment of  the  reasons  for  their  preference  for  a  national  plan.  They 
believe  the  following  are  the  principal  reasons  for  preferring  a  na- 
tional plan. 

A  NATIONAL  ECONOMY  REQUIRES  A  TRULY  NATIONAL  SYSTEM 

The  fundamental  fallacy  in  the  present  structure  of  unemployment 
insurance  and  the  employment  service  in  this  country  is  that  it  is 
premised  upon  the  theoretical  considerations  of  State-by-State  po- 
litical organization  rather  than  upon  the  realities  of  our  national 
economic  organization.  Employment,  unemployment,  prices,  profits, 
and  taxes  are  largely  determined  by  Nation-wide  influences.  Em- 
ployment or  unemployment  in  the  automobile  industry  in  Michigan  or 
in  the  steel  industry  in  Pennsylvania  or  the  coal  industry  in  West 
Virginia  is  not  the  result  of  conditions  or  policies  arising  within  the 
particular  State.  Why  then  should  the  contribution  rate,  benefit 
amounts,  and  other  essential  factors  be  varied  on  a  State  basis  ? 

The  argument  is  made  by  those  advocating  a  State  system  that  the 
determination  of  the  existence  of  unemployment  is  an  individual  and 
local  matter.  This  statement  is  true,  but  such  a  determination  can  and 
should  be  made  on  the  basis  of  standards  applicable  throughout  the 
country.  The  experience  gained  through  the  operation  of  the  Federal 
old-age  and  survivors  insurance  program  indicates  that  local  and  per- 
sonalized administration  can  be  achieved  under  a  Federal  law  and 
uniform  Federal  standards. 
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The  most  apparent  inconsistency  in  the  administration  of  the  pres- 
ent program  is  the  fact  that  while  there  are  numerous  local  labor  mar- 
kets which  cross  State  lines,  the  local  offices  for  unemployment  insur- 
ance and  employment  service  are  organized  and  operated  in  accord- 
ance with  the  fortuitous  State  boundaries.  Although  various  tech- 
niques have  been  tried  to  assure  a  more  effective  operation  in  labor- 
market  areas  crossing  State  lines,  the  effort  has  been  largely  ineffective 
because  of  the  natural  insistence  of  governors,  State  legislatures,  and 
State  and  local  directors  to  think  in  terms  of  State  sovereignty  and 
responsibility. 

There  are  nearly  50  natural  labor-market  areas  in  the  United  States 
which  cut  across  State  lines.  In  these  areas  the  number  of  individuals 
in  the  labor  force  represent  a  substantial  proportion  of  the  total  labor 
force  of  the  entire  country.  Among  the  outstanding  examples  of  mar- 
kets which  cross  State  lines  are  the  following:  St.  Louis,  Mo.,  and 
East  St.  Louis,  111.:  Kansas  City,  Mo.,  and  Kansas  City,  Kans. ;  Phil- 
adelphia, Pa.,  and  Camden,  N.  J. ;  Duluth,  Minn.,  and  Superior,  Wis. ; 
Washington,  D,  C,  and  adjacent  Maryland  and  Virginia ;  New  York 
City  and  adjacent  Connecticut  and  New  Jersey.  Only  a  service  or- 
ganized and  administered  day-by-day  on  the  principle  of  a  Nation- 
wide service  can  break  down  the  psychological  and  political  separatism 
which  now  permeates  the  system. 

DISCRIMINATION  AMONG  EMPLOYERS 

Under  the  existing  State-by-State  systems,  employers  are  required 
to  submit  different  forms,  comply  with  different  procedures,  and  pay 
different  contribution  rates  in  accordance  with  varying  State  laws. 
An  employer  operating  on  a  Nation-wide  basis  is  required  to  submit 
quarterly  wage  reports  on  individual  employees  in  some  States  but 
must  submit  separation  reports  on  individual  employees  in  others. 
The  forms  for  many  reports  differ  among  the  States. 

Some  progress  has  been  made  in  the  States,  under  the  pressure  of 
action  for  a  Federal  system,  to  simplify  the  forms  and  eliminate  the 
haphazard  variations  which  still  exist.  However,  in  view  of  the  fact 
that  the  Federal  Government  already  collects  wage  reports  from  em- 
ployers for  the  Federal  old-age  and  survivors  insurance  program,  the 
cost  of  administration  could  be  greatly  reduced  and  employers  relieved 
of  part  of  the  present  bookkeeping  burden  and  inequities  by  utilizing 
one  report  to  the  Federal  Government  for  all  social- insurance  contri- 
butions. 

There  is  no  uniform  definition  of  the  terms  "employment"  or  "em- 
ployee" under  the  State  laws  nor  even  a  uniform  interpretation  among 
those  States  which  have  identical  provisions.  The  result  is  that  em- 
ployers are  sometimes  required,  without  sound  justification,  to  comply 
with  several  different  State  laws.  Nation-wide  employers  who  have 
isolated  representatives  in  many  different  States  have  a  legitimate 
complaint  about  the  unnecessary  burden  which  is  placed  upon  them 
by  the  necessity  of  complying  with  a  multiplicity  of  varying  State 
laws  and  varying  reporting  requirements. 
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DISCRIMINATION  AMONG  EMPLOYEES 

Under  the  existing  State-by-State  system,  the  amount  and  duration 
of  benefits  as  well  as  most  other  conditions  relating  to  eligibility  and 
disqualification  for  benefits  are  determined  exclusively  by  State  law 
and  State  interpretation.  Although  in  Nation-wide  industries — such 
as  automobiles,  steel,  coal,  shipping,  and  textiles — wages,  hours,  and 
working  conditions,  as  well  as  prices,  are  determined  on  a  Nation-wide 
basis,  unemployment  insurance  benefits  are  determined  on  a  State-by- 
State  basis.  Thus,  though  two  individuals  receive  the  same  wages  and 
work  the  same  period  in  the  aircraft  industry,  for  example,  one,  if  he 
had  worked  in  the  State  of  Washington  upon  becoming  unemployed 
could  be  eligible  to  receive  $25  per  week  for  26  weeks  or  a  total  of  $650 ; 
while  the  other,  if  he  had  worked  in  the  State  of  Arizona  could  receive 
$20  per  week  for  12  weeks  or  $240. 

The  discrimination  which  also  exists  in  such  matters  as  eligibility 
conditions,  waiting  period,  disqualification  provisions,  determination 
of  suitable  work,  minimum  amounts,  appeals  procedures,  methods  of 
computing  the  average  wage  of  the  unemployed  individual,  and  other 
factors  is  very  marked. 

The  case  for  a  Federal  system  of  unemployment  insurance  and  em- 
ployment service  offices  does  not  rest  entirely  on  the  inadequacies,  dis- 
criminations, and  inequities  of  the  present  State-by-State  system. 
There  is  no  doubt  that  much  could  be  done  to  improve  the  present  State- 
by-State  system  if  greater  authority  were  given  to  the  Federal  Govern- 
ment to  set  minimum  standards.  But  even  with  such  authority  the 
present  system  would  be  inappropriate  to  deal  with  the  employment 
and  unemployment  problem  on  a  national  basis  in  accordance  with  the 
economic  and  social  requirements  of  our  economy. 

ECONOMIC  FACTORS 

The  variations  in  benefits  and  contributions  mentioned  previously 
are  discriminatory  as  between  individuals.  No  principle  of  equity  or 
justice  can  be  advanced  for  such  variations.  In  addition,  such  varia- 
tions are  a  hindrance  to  developing  a  Nation-wide  policy  designed  to 
assure  maximum  employment  and  productivity.  States  with  low  bene- 
fits and  high  reserves  and  restrictive  disqualifying  requirements  may 
be  adhering  to  policies  which  thwart  national  policy.  In  brief,  there  is 
no  assurance  that  the  State  programs  based  on  State  laws  and  State 
regulations  will  reinforce  national  policy  aimed  at  meeting  the  needs 
of  a  national  economy.  Since  most  State  legislatures  meet  biennially, 
they  are  often  unable  to  make  the  necessary  changes  promptly  to  adjust 
to  a  national  emergency  involving  millions  of  our  citizens.  In  fact, 
during  the  war  and  the  reconversion  period  policies  of  particular 
States  were  frequently  out  of  accord  with  rapidly  changing  national 
needs. 

Under  a  State-by-State  system,  the  total  amount  of  reserves  must 
necessarily  be  greater  than  under  a  single  Federal  system.  In  order  to 
safeguard  each  State  program  separately,  there  must  be  accumulated 
reserves  which  for  all  the  States  together  must  aggregate  a  far  larger 
amount  than  that  equally  safe  for  a  single  Federal  system.  There  is, 
therefore,  under  a  State  system  need  to  levy  higher  contributions  and 
build  up  reserves  larger  than  would  be  necessary  under  a  Federal  plan. 
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Instead  of  the  present  $7,000,000,000  of  reserves  isolated  in  water-tight 
compartments  under  the  State-by-State  system,  not  more  than  $2,000,- 
000,000  to  $3,000,000,000  of  reserves  would  be  necessary  under  a  Fed- 
eral system.  The  comparable  advantages  of  centralized  reserves  in  our 
banking  system  have  been  recognized  for  35  years. 

LACK  OF  UNIFORM  TREATMENT 

One  of  the  major  defects  of  the  State-by-State  system  is  that,  even 
when  uniform  terms  and  provisions  are  included  in  State  laws,  there 
is  lack  of  uniformity  in  the  interpretation  and  application  of  such 
uniform  decisions.  Thus,  the  various  State  agencies  and  the  courts 
have  rendered  dissimilar  decisions  on  such  important  matters  affecting 
the  benefit  rights  of  employees  as  who  is  an  "employee,"  what  is  "suit- 
able work,"  "voluntary  leaving,"  "stoppage"  of  work,  "available  for 
work,"  and  "good  cause"  for  refusing  suitable  work.  No  basic  im- 
provement can  be  made  in  this  situation  without  materially  increasing 
the  authority  of  the  Federal  Government.  Only  a  Federal  system 
can  provide  for  a  uniform  and  equitable  interpretation  of  uniform 
statutory  provisions. 

LACK  OF  ENCOURAGEMENT  FOR  MOBILITY  OF  LABOR 

A  valuable  element  in  the  American  economic  system  is  the  incentive 
given  to  the  maximum  utilization  of  individual  skills  in  the  chang- 
ing need  for  labor.  As  new  plants  are  built  in  new  communities,  new 
labor  is  required  which  must  be  drawn  from  other  communities.  This 
situation  permits  individuals  to  climb  the  economic  ladder  to  utilize 
their  greater  skills,  earn  higher  cash  rewards,  and  thereby  to  increase 
national  production  and  consumption.  The  various  eligibility  con- 
ditions of  the  State  laws  and  the  restrictive  interpretations  given  of 
"voluntarily  leaving"  work,  and  the  heavy  penalties  placed  on  "vol- 
untary leaving"  when  not  "attributable  to  the  employer,"  all  act  as 
bars  to  the  effective  geographic  and  economic  mobility  of  labor.  A 
typical  case  illustrates  the  way  in  which  this  barrier  works.  An  in- 
dividual "voluntarily  leaves"  his  employer  to  take  a  better  paying 
job  at  a  higher  skill.  After  he  works  for  a  short  period  of  time  for 
his  new  employer,  the  plant  burns  down,  the  employer  goes  bankrupt 
or,  for  some  other  reason,  the  employee  becomes  unemployed  due  to  no 
fault  of  his  own.  Under  nearly  half  of  the  State  laws  this  involun- 
tarily unemployed  individual  will  be  denied  benefits  during  all  or 
part  of  this  period  of  unemployment. 

Another  facet  of  this  same  problem  is  the  unwillingness  of  a  State 
legislature  to  increase  the  benefits  under  its  law  because  of  the  compet- 
itive disadvantage  which  the  employers  in  the  State  will  face  as 
against  employers  in  other  States  with  lower  benefits  and  lower  em- 
ployer contributions.  The  recommendations  in  the  body  of  the  report 
will  result  in  considerable  improvement  in  this  situation  but  will  not 
entirely  eliminate  it.  The  only  way  in  which  unemployment  insur- 
ance benefits  can  come  to  have  a  neutral  effect  on  labor  mobility  is 
by  providing  a  uniform  national  system  with  eligibility,  amount  and 
duration  of  benefits,  disqualifications,  and  related  matters  on  a  com- 
mon basis  throughout  the  Nation. 
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RECOMMENDATIONS  FOR  SOCIAL  SECURITY 


RECIPROCAL  ARRANGEMENTS  AMONG  STATES 

One  of  the  serious  shortcomings  of  the  State-by-State  system  has 
been  the  failure,  after  nearly  15  years  of  effort,  to  work  out  a  simple 
and  effective  system  of  reciprocal  arrangements  among  all  States  as 
to  both  coverage  and  benefits.  The  present  situation  is  costly  for  em- 
ployers, employees,  and  the  State  agencies  alike.  The  failure,  after 
so  many  years,  to  achieve  satisfactory  administrative  arrangements 
is  an  indication  of  the  great  obstacles  faced  by  a  State-by-State  system 
in  dealing  with  this  important  problem.  It  appears  that  the  major 
reason  why  interstate  claims  are  paid  after  a  longer  delay  than  intra- 
state claims  is  the  fact  that  the  provisions  of  the  State  laws  are  so 
complicated  and  diverse  that  speedy  settlement  is  difficult. 

PUBLIC  UNDERSTANDING 

The  Council,  in  an  earlier  report  on  old-age  and  survivors  insurance, 
unanimously  recommended  the  development  of  a  broad  informational 
program.    The  Council  said  then : 

No  social-security  program  can  be  effective  unless  those  who  are  entitled  to 
participate  know  their  rights  and  obligations. 

This  principle  is  equally  applicable  to  other  areas  of  social  insur- 
ance. In  some  respects  it  is  even  more  applicable  to  unemployment 
insurance  since  unemployment  is  a  current  and  recurring  risk.  There 
is  ample  evidence  that  the  many  complicated  and  technical  provisions 
of  State  unemployment  insurance  laws  have  made  it  extremely  diffi- 
cult for  individuals  to  know  their  benefit  rights.  A  Federal  program 
could  greatly  reduce  the  baffling  complexities  of  the  many  State  laws 
and  thereby  make  it  possible  for  both  employers  and  employees  to 
know  their  rights  and  duties  under  the  law,  irrespective  of  State-by- 
State  variations. 

NATIONAL  DEFENSE 

An  additional  justification  for  the  operation  of  a  Federal  employ- 
ment service  is  the  necessity  for  having  an  effective  manpower  program 
in  case  of  a  national  emergency.  Federalization  of  the  employment 
service  in  time  of  a  national  emergency  and  subsequent  return  of  the 
service  to  the  States  is  not  a  satisfactory  procedure.  Such  a  procedure 
does  not  assure  an  effective  Federal  system  during  an  emergency.  It 
is  disruptive  of  staff  morale  when  the  service  is  returned  to  the  States. 
It  is  disruptive  of  the  tenure  of  office,  compensation,  and  retirement 
rights  of  the  employees  involved.  Only  a  permanent  Federal  employ- 
ment service  can  give  assurance  that  there  will  be  the  most  effective 
service  available  in  an  emergency. 

ADMINISTRATION 

Although  the  Federal  Government  now  pays  all  the  costs  of  State 
administration,  each  State  pays  its  employees  in  the  employment  secu- 
rity program  on  a  State  salary  scale  under  State  provisions  with  respect 
to  tenure  of  office,  retirement,  leave,  and  other  conditions  of  work. 
One  of  the  chief  advantages  of  a  Federal  system  over  a  State-by-State 
system  is  that  under  the  Federal  civil  service  and  the  Federal  civil- 
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service  retirement  system,  better  qualified  staff  could  be  recruited  and 
could  improve  services  to  everyone. 

While  each  form  of  social  insurance  has  its  characteristic  adminis- 
trative problems,  all  involve  the  process  of  determining  the  eligibility 
of  claimants  for  benefits  and  all  in  this  connection  draw  upon  a  basic 
skill  in  human  relations  and  in  the  application  of  law  and  policy  to 
individual  circumstances.  A  unified  program  with  one  local  office  for 
all  types  of  benefits  would  facilitate  the  kind  of  training  of  personnel 
that  would  increase  the  possibility  of  an  interchange  of  personnel  in 
relation  to  fluctuations  in  the  staff  requirements  of  the  different  parts 
of  the  system.  The  result  would  be  a  more  efficiently  administered 
program  with  greater  service  to  employers,  employees,  and  the  public. 

The  Federal  old-age  and  survivors  insurance  program  already  offers 
the  administrative  and  financial  basis  for  simplifying  and  improving 
our  unemployment  insurance  program.  One  wage  report  from  each 
employer  can  be  received  for  all  social  insurance  purposes.  One  wage 
record  can  be  maintained  for  all  benefits.  One  local  office  with  suit- 
able specialists  for  each  of  the  different  programs  could  be  established. 
There  could  be  one  Federal  agency  with  a  single  set  of  regional,  area, 
and  local  offices.  Such  an  organization  would  assure  simplified  ad- 
ministration for  employees,  employers,  and  the  public,  lower  admin- 
istrative costs,  more  efficient  administration,  and  greater  consistency 
in  the  application  of  the  law  to  all  persons  in  similar  circumstances. 


Concurring  Dissent  by  Mr.  Rieve  in  Support  or  a  National,  System 
of  Unemployment  Insurance  and  in  Opposition  to  the  Recom- 
mendations of  the  Majority  of  the  Council  With  Eespect  To 
Continuation  of  Unemployment  Insurance  on  a  State  Basis 

I  heartily  agree  with  the  four  other  Council  members  who  believe 
in  a  national  system  of  unemployment  insurance.  As  our  joint  dis- 
sent explains,  such  a  national  system  would  make  possible  adequate 
benefits,  would  promote  necessary  mobility  of  labor  during  full  employ- 
ment or  national  defense  emergencies,  would  meet  the  realities  of  our 
national  economic  organization,  would  overcome  the  present  wide- 
spread differences  in  treatment  of  workers  and  of  employers,  and 
would  make  possible  the  development  of  a  unified,  comprehensive, 
adequate  program  of  social  insurance  against  the  hazards  of  sickness, 
costs  of  medical  care,  old-age  and  survivorship,  as  well  as  unem- 
ployment. 

It  is  already  more  than  clear  that  only  a  national  system  can  achieve 
these  results.  The  State-Federal  set-up  has  shortcomings  even 
greater  than  those  described  in  the  majority  report. 

The  four  other  members  who  support  a  national  system  seem  to 
doubt  that  it  can  be  obtained  now.  This  doubt  was  valid  during  the 
life  of  the  Eightieth  Congress  which  appointed  our  Advisory  Council, 
but  the  election  has  basically  changed  the  situation.  This  is  not  the 
time  for  patchwork  poultices  that  do  not  meet  basic  needs. 

Even  if  a  national  system  is  not  voted  by  this  Congress,  the  recom- 
mendations of  the  majority  do  not  contain  sufficiently  far-going  im- 
provements in  the  present  State-Federal  system.  Employees  are 
being  asked  to  share  half  the  costs  of  unemployment  insurance  with 
no  assured  gain  in  return.  No  Federal  benefit  standards  are  estab- 
lished, although  the  recommendation  on  disqualifications  would  mean 
improvement.  Extension  of  coverage  is  certainly  desirable,  though 
not  to  Federal  employees  on  a  State  basis.  Certain  minor  advances 
in  administration  are  more  than  offset  by  the  proposal  that  funds  be 
given  the  States  for  administrative  purposes  over  and  above  con- 
gressional appropriations,  thus  confusing  budgetary  problems  and 
weakening  the  Federal  agency  in  its  efforts  to  improve  State  programs. 

It  seems  important  to  explain  in  more  detail  my  opposition  to  this 
suggestion  for  administrative  financing  and  the  recommendation  for 
an  employee  contribution. 

At  present  employers  are  paying  an  average  tax  of  1.5  percent  on 
pay  rolls.  The  majority  proposes  that  this  be  cut  in  half  and  that 
employees  should  accept  a  tax  burden  of  0.75  percent  of  their  wages 
to  make  up  the  difference.  This  contribution  amounts  to  a  wage  cut 
averaging  1  cent  an  hour.  I  believe  that  the  evidence  is  insufficient 
to  bolster  the  majority's  argument  that  the  combined  flat  rate  will 
assure  improvements  in  benefits  by  putting  a  floor  under  experience 
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rating  and  taxes  and  thus  theoretically  weakening  employer  opposi- 
tion to  improve  benefits.  The  Council's  own  estimates  show  that 
the  flat  amount  would  not  be  enough  for  even  meager  increases  in 
benefits  in  an  important  group  of  States,  including  Alabama,  Mas- 
sachusetts, Michigan,  New  York,  and  Rhode  Island.  This  statement 
would  be  true  even  if  unemployment  does  not  rise  above  5,000,000. 
If  unemployment  rises  to  10,000,000,  these  States  as  well  as  others, 
such  as  California  and  Missouri,  would  exhaust  all  their  reserves. 
These  are  the  Council's  own  estimates  based  on  what,  to  me,  are  too 
low  benefit  provisions. 

I  have  never  accepted  the  idea  that  the  unemployment-insurance 
contribution  should  be  split  equally  between  employers  and  employees. 
I  certainly  cannot  agree  to  the  idea  that  workers  will  show  sufficient 
interest  in  unemployment  insurance  only  if  they  pay  for  it.  In  New 
Jersey,  in  spite  of  the  employee  contribution  for  this  program,  the 
CIO  State  industrial  union  council  has  been  unable  to  secure  repre- 
sentation on  the  State  advisory  council  and  labor  has  lost  representa- 
tion on  appeals  boards.  A  national  system  would  make  it  far  easier 
for  workers  to  understand  unemployment  compensation  and  would 
permit  unions  to  acquaint  their  members  with  their  rights  and  to  par- 
ticipate more  actively  in  the  various  administrative  processes.  When 
one  system  takes  the  place  of  51  State  and  Territorial  systems,  the  num- 
ber of  complexities,  ambiguities,  and  uncertainties  will  be  reduced  by 
approximately  50  fifty-firsts ;  hence,  it  will  for  the  first  time  be  possible 
for  any  one  person  to  understand  unemployment  insurance  in  the 
United  States. 

As  for  administrative  financing,  State  employment  security  agencies 
should  have  enough  money  to  operate  properly,  just  as  Federal  agen- 
cies should.  Congress  should  appropriate  sufficient  funds  for  all 
important  Government  functions.  I  am  now  supporting  addi- 
tional Federal  grants  for  unemployment  insurance  and  the  em- 
ployment offices.  But  this  Council  would  give  millions  of  dollars 
back  to  State  agencies  to  be  used  for  the  same  purpose  as  the 
money  voted  by  Congress.  I  agree  with  the  Bureau  of  Employ- 
ment Security  in  opposing  this  suggestion,  which  in  the  current 
fiscal  year  would  have  given  Illinois  2.8  million  dollars  over  and 
above  its  budgetary  administrative  grant,  or  an  addition  of  44  per- 
cent. Pennsylvania,  Indiana,  Missouri,  Ohio,  and  Wisconsin  would 
have  received  36  to  42  percent  in  addition.  These  proportions  would 
be  increased  if  Congress  should  lower  rather  than  increase  its  appro- 
priations. Supporters  of  this  type  of  financing  have  frankly  indicated 
that  one  objective  is  to  escape  from  Federal  controls,  whereas  I  believe 
that  the  Federal  agency  should  have  increasing  power  to  promote 
proper  performance. 
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Table  J. — Operations  of  3  temporary-disability-insurance  programs  during  fiscal 
year  July  1, 1947-June  80, 1948 


Item 


California 


Temporary 
disability 
(State  insur- 
ance plan) 


Unemploy- 
ment insur- 
ance 


Rhode  Island 


Temporary 
disability 
insurance 


Unemploy- 
ment in- 
surance 


Railroad 


Temporary 
disability 
insurance 


Unemploy- 
ment in- 
surance 


Covered  employment... 

Weekly  average  num- 
ber of  beneficiaries  

Average  number  of 
beneficiaries  as  per- 
cent of  covered 
workers.   

Benefits  paid  

Estimated  taxable 
wages  

Benefits  as  percent  of 
taxable  wages  

Funds  available  for 
benefit  payments  as 
of  June  30,  1948  


'  1,  637,  500 
18,600 

1.1 

$19, 410, 000 
'$4,776,036, 000 
0. 41 

»  $70,  716, 400 


2  2,  402,  500 
125, 450 

5.2 

$128, 394, 500 
$6, 227, 058, 000 
2.1 

«  $719, 513, 000 


2  238, 200 
4,800 

2.0 

$4, 257, 400 
$547,  982,  000 
0.78 

$34, 079, 800 


2  238, 200 
11,  705 

4.9 

$12, 348, 400 
$547, 982, 000 
2.3 

$50,  584,  000 


>  2,  300,  000 
«  150,400 

'  1.2 
$26, 604, 300 

$4,742,000,000 

0.56 

$956, 282, 500 


»  2, 300, 000 
*  210, 000 

'  1.9 
$32,  426,  200 

$4,742,000,000 

0.73 

'$956,282,000 


1  Represents  estimate  of  the  number  covered  by  the  State  plan  and  their  wages.  The  difference  between 
this  figure  and  the  employment  and  wages  covered  under  unemployment  insurance  is  the  number  of  workers 
covered  by  private  plans,  and  consequently  not  required  to  contribute  to  the  State  fund  and  not  eligible  for 
benefits  under  it. 

2  Estimated  average  covered  employment  in  1947. 

•  Number  of  workers  with  sufficient  base  period  wage  credits  to  be  qualified  for  benefits  during  the  fiscal 
year. 

•  Total  number  of  different  beneficiaries  in  the  period. 

8  Computed  as  a  ratio  of  average  number  of  payments  for  a  2-week  period  to  covered  employment. 

•  In  addition,  $106,373,500  now  in  the  unemployment  insurance  account  is  available  for  transfer  to  the 
temporary  disability  insurance  account. 

7  One  single  fund  from  which  both  benefits  are  paid. 


Appendix  IV-E.  Statistics  Related  to  Unemployment  Insurance 

Table  1.— National  summary  of  data  on  unemployment  insurance  operations, 

by  years,  1938-47 


[Corrected  to  Dec.  10, 1948] 


Item 

1938 

1939 

1940 

1941 

1942 

1943 

1944 

1945 

1946 

1947 

Covered  employment  &nd 

wages;  * 

Estimated  workers 

with  wage  credits 

(in  thousands) 

27, 500 

30, 100 

31,900 

37,600 

43,000 

44,000 

43,  COO 

43,000 

45,600 

45,600 

Average  monthly  em- 

ployment (in  thou- 

19, 929 

21, 378 

23,096 

26, 814 

29,349 

30,828 

30,044 

28, 407 

30,236 

>  32,216 

Total  wages  in  covered 

employment  (in 

millions) 

$26, 200 

$29,069 

$32, 460 

$42,146 

$54,796 

$66, 117 

$69, 139 

$66,642 

$73,403 

'$86,467 

Taxable  wages  in  cov- 

ered employment 

(in  millions) 

$25,665 

$28, 411 

$30, 107 

$38, 677 

$49, 721 

$59,034 

$60, 655 

$58,545 

$63,691 

'$72,831 

Subject  employers  as 

of  December  31  (in 

thousands)  

(3) 

4  807 

843 

« 896 

877 

876 

S85 

943 

1,223 

1,338 

Claim  and  benefit  activi- 

ties: 6 

Total  number  of  ini- 

tial claims  (in  thou- 

sands) 8 

9, 5S5 

9, 765 

11, 140 

8, 527 

6, 324 

1,884 

1, 603 

1  6,049 

9,828 

9,724 

I^ew  claims  (in 

thousands)  " 

(!) 

(3) 

»  7, 328 

6  5, 435 

«  4,250 

1,296 

1,067 

4,862 

6, 988 

6,159 

Additional  claims 

(in  thousands) 

(?) 

(3) 

(3) 

(3) 

(J) 

589 

436 

1, 169 

2,838 

3,  565 

Estimated  number  of 

different  beneficiar- 

ies (in  thousands)^. 

4,336 

5,043 

3,311 

2, 680 

633 

523 

2,861 

4,461 

3,984 

Average  weekly  num- 

ber of  beneficiaries 

(in  thousands) 

732 

799 

982 

621 

541 

115 

79 

462 

X,  liK/ 

862 

^^eeks  compensated. 

all  unemployment 

(in  thousands) 

,0  38, 076 

10  41, 554 

51,084 

32, 295 

28, 158 

6,004 

4, 124 

24, 261 

59, 915 

44,325 

Average  weekly  bene- 

fit amount  for  total 

unemployment  

$10. 94 

$10. 66 

$10.  56 

$11.06 

$12. 66 

$13.84 

$15.90 

$18.  77 

$18.50 

$17.83 

Average  actual  dura- 

tion of  benefits  (in 

weeks)  ".   

(3) 

(3) 

9.9 

9.4 

10.0 

9.0 

7.7 

8.5 

13.4 

11.1 

Ratio  of  persons  ex- 

hausting benefits  to 

first  payments  (per- 

cent) "  

P) 

59.6 

50.6 

45.6 

34.9 

25.5 

20.2 

19.2 

38.3 

30.7 

Total  benefits  paid  (in 

millions)  

$393.8 

$429.3 

$518. 7 

$344.3 

$344.1 

$79.6 

$62.4 

$445.9 

$1,094.9 

$776. 2 

Interstate  benefits 

paid    (in  mil- 

lions)   

(>) 

(3) 

$24.2 

$21.1 

$20.8 

$6.8 

$4.6 

$19.1 

$89.9 

$38. 0 

Ratio  of  benefits  to 

collections  (percent) . 

«  74.3 

><  54.6 

60.7 

34.2 

30.2 

6.0 

4.7 

38.4 

120.1 

70.8 

Ratio  of  benefits  to 

taxable  wages  (per- 

cent 18   

2.2 

1.5 

1.7 

.9 

.7 

.1 

.1 

.8 

1.7 

1.1 

See  footnotes  at  end  of  table. 
220 


UNEMPLOYMENT  INSURANCE 


221 


Table  1. — National  summary  of  data  on  unemployment  insurance  operations, 
by  years,  1938-47 — Continued 


[Corrected  to  Dec.  10,  1948] 


Item 

1938 

1939 

1940 

1941 

1942 

1943 

1944 

1945 

1946 

1947 

Financial  data: 

Average  rate  of  em- 

ployer contribu- 

tions (percent):16 

For  the  United 

2.  75 

2.  72 

2. 69 

2.  58 

A.  It 

17  o  no 

"  1. 92 

"  1.  72 

17  1  A1 

17  1 

For  States  oper- 

ating under  ex- 

perience rating.. 

2.74 

2.09 

2.29 

2.17 

1.81 

"  1.85 

"  1. 73 

» 1.68 

"  1.38 

"1.40 

Number  of  States 

with  experience 

rating  in  effect  

1 

1 

4 

17 

34 

40 

42 

45 

45 

50 

Estimated  reduction 

in  revenue  as  result 

of  experience  rating 

(in  millions)  

0 

$4 

$7 

$54 

$269 

"  $369 

>'  $485 

i'  $586 

"  $821 

"$984 

Collections  (in  mil- 

lions)"...  .- 

$819 

$825 

$854 

$1,006 

$1,139 

$1,325 

$1,317 

$1,162 

$912 

$1, 096 

Interest  (in  millions)  -  - 

$21 

$32 

$42 

$53 

$68 

$82 

$102 

$127 

$130 

$139 

Funds  available  for 

benefits,  as  of  De- 

cember 31  (in  bil- 

lions)    

$1.1 

$1.5 

$1.8 

$2.5 

$3.4 

$4.7 

$6.1 

$6.9 

$6.9 

$7.3 

1  Excludes  data  for  railroads  and  allied  groups,  subject,  as  of  July  1,  1939,  to  Federal  Unemployment 
Insurance  Act. 

2  Includes  estimates  for  2  States. 

3  Data  not  available. 

4  1939,  includes  estimate  for  District  of  Columbia  and  West  Virginia;  1941,  includes  estimate  for  Pennsyl- 
vania. 

«  Benefits  first  became  payable  as  follows:  1936,  1  State  (Wisconsin);  1938,  30  States;  1939,  20  States. 

6  Central  office  data  for  1938;  local  office  data  for  other  years.  Figures  shown  for  new  claims,  1940-42, 
actually  new  claims  disposed  of  (central  office). 

7  Includes  some  initial  claims  filed  in  Michigan  not  identified  as  new  or  additional. 

s  New  claims  1943-45  includes  all  initial  claims  for  Texas  and  Wisconsin;  new  claims  1946  include  all 
initial  claims  for  Texas.  Additional  claims  for  the  corresponding  years  exclude  such  claims  for  these  States. 

e  Represents  number  of  new  claims  authorized  for  1939  and  number  of  first  payments  for  subsequent  years; 
1938  through  1942  excludes  Indiana  and  Wisconsin;  data  not  comparable.  Wisconsin  excluded  1943  through 
June  1945;  Indiana  excluded  January  to  June  1943. 

10  Represents  number  of  checks  issued. 

"  Duration  based  on  all  beneficiaries;  computed  by  dividing  weeks  compensated  for  all  types  of  unem- 
ployment by  the  number  of  first  payments  during  the  year. 

>*  Based  on  data  for  40  States  in  1939;  49  States  in  1940;  48  States  in  1941;  48  States  in  1942;  48  States  in  1943; 
49  States  in  1944;  and  50  States  in  1945.  Ratio  for  1939  computed  by  dividing  exhaustions  by  first  payments 
for  the  respective  calendar  year.  Ratios  for  1940-47  computed  by  dividing  exhaustions  for  the  calendar 
year  by  first  payments  for  12-month  period  ending  September  30  of  same  year. 

13  Based  on  data  for  23  States  paying  benefits  for  entire  year. 

11  Based  on  data  for  49  States  paying  benefits  for  entire  year. 

i*  "Taxable  wages"  used  here  are  wages  under  $3,000.  For  some  States  in  same  years  taxable  wages  were 
not  in  fact  identical  with  wages  under  $3,000. 
19  Represents  employer  contributions  including  voluntary  contributions,  as  percent  of  taxable  wages. 
"  Includes  voluntary  contributions  and  effect  of  war-risk  contributions  in  1943, 1944, 1945,  and  1946. 
1S  Includes  collections  subsequently  transferred  to  Railroad  Unemployment  Insurance  Account. 
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Table  2. — Size  of  firms  covered  ty  State  laws,  Dec.  31,  1948 


State 


Alabama  

Alaska  

Arizona  

Arkansas   

California..  

Colorado   

Connecticut  

Delaware  

District  of  Columbia. 

Florida  

Georgia.  

Hawaii..  

Idaho   

Illinois   

Indiana  

Iowa.  

Kansas  

Kentucky   


Louisiana...  

Maine   — 

Maryland...  

Massachusetts. . . 

Michigan  

Minnesota  

Mississippi  

Missouri.  

Montana..  

Nebraska  

Nevada  

New  Hampshire  . 

New  Jersey  

New  Mexico  

New  York  

North  Carolina.. 

North  Dakota  

Ohio  

Oklahoma  

Oregon--.  

Pennsylvania  

Rhode  Island  

South  Carolina... 

South  Dakota  

Tennessee  

Texas   

Utah  _. 

Vermont  

Virginia   

Washington  

West  Virginia  

Wisconsin  


Wyoming. 


Mini- 
mum 
num- 
ber of 
work- 
ers 


Period  of  time 


Added  conditions  foay 
roll) 


20  weeks   

At  any  time   

20  weeks.  .„  _ 

10  days   

At  any  time  

20  weeks   

13  weeks   

20  weeks   

At  any  time  

20  weeks   

20  weeks   

At  any  time.  , 

At  any  time   

20  weeks   

20  weeks  

15  weeks.  _  

20  weeks   

3  quarters  of  preceding 
year. 

20  weeks  

20  weeks  

At  any  time  

20  weeks   

20  weeks   

20  weeks.  

20  weeks   

20  weeks   

20  weeks  

20  weeks  

At  any  time  

20  weeks   

20  weeks  

At  any  time  

15  days   

20  weeks    

20  weeks   

At  any  time..  

20  weeks  

At  any  time  

At  any  time   

20  weeks   

20  weeks   

20  weeks   

20  weeks  -_  

20  weeks.  

At  any  time   

20  weeks  _  

20  weeks   

At  any  time.  

20  weeks..   

18  weeks  


$100  in  any  quarter  


$75  in  any  quarter. 


A  Uernative  conditions 


$50  per  quarter  for 
each  worker. 


$225  in  any  quarter. 


$450  in  any  quarter... 


$500  in  any  quarter.... 


$140  in  any  quarter  


At  any  time. 


$500  in  any  year. 


25  in  1  week. 
8  in  20  weeks. 


$500  in  a  calendar  year. 
$10,000  in  any  quarter. 


2  or  more  in  13  weeks.1 


$6,000  in  any  year  or 
$10,000  in  any  quar- 
ter.' 


'  Workers  whose  services  are  covered  by  another  State  through  election  under  a  reciprocal  coverage  agree- 
ment are  included  for  purposes  of  determining  employer  liability. 

«  Employers  of  less  than  8  (not  subject  to  the  Federal  Unemployment  Tax  Act)  outside  the  corporate 
limits  of  a  city,  village,  or  borough  of  10,000  population  or  more  are  not  liable  for  contributions. 

>  Not  counting  more  than  $1,000  in  wages  per  employee  in  applying  the  test  of  $10,000  per  quarter. 
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Table  3. — Wage  and  employment  qualifications  for  oenefits  under  State  laws 

Dec.  31,  1948 1 


State 


Qualifying  formula  ! 


Employ- 
ment 


Wages 


Minimum  amount 
in 


Base 
period 


High 
quarter 


Wages  in  at  least 


Alabama  

Alaska  

Arizona  

Arkansas  

California  

Colorado  

Connecticut. 

Delaware  

Dist.  of  Col- 
Florida  

Georgia  

Hawaii.  

Idaho..  

Illinois  

Indiana  


Iowa... 
Kansas- 


Kentucky  

Louisiana.  

Maine  

Maryland  _. 

Massachusetts... 

Michigan  _. 

Minnesota  

Mississippi  

Missouri  

Montana  

Nebraska  

Nevada  

New  Hampshire- 


New  Jersey  

New  Mexico  

New  York  

North  Carolina. 
North  Dakota- 
Ohio  

Oklahoma  

Oregon  

Pennsylvania... 
Rhode  Island. ... 


South  Carolina. 
South  Dakota.. 

Tennessee  

Texas  

Utah   


Vermont  

Virginia  

Washington.  __ 
West  Virginia. 

Wisconsin  

Wyoming  


14  weeks 


20  weeks. 


14  weeks.. 


30  x  wba.  

Flat   

30  x  wba*..  

30  x  wba  

30  x  wba  •  

30  x  wba  

Flat   

30  x  wba  

25  X  wba  to  $250... 

30  x  wba  

25,  30,  40,  x  wba  «. 

30  x  wba.  

25-37  x  wba  

Flat  

Flat  


20  x  wba. 
Flat  


Flat  

30  x  wba.. 

Flat  

40  x  wba. . 

Flat  

(•)  -- 

Flat  

30  x  wba ». 
40  x  wba  .. 
30  x  wba.. 

Flat  _ 

30  x  wba  «_ 
Flat  


30  x  wba. 
30  x  wba. 
30  x  wba. 

Flat  

28  x  wba. 

Flat  

20  x  wba. 

Flat  

30  x  wba. 
Flat.  


30  x  wba  *   

Flat   

25,  30  x  wba'    

18  x  wba  »  

14  percent  of  average  State 
wages  and  150  percent  of  high- 
quarter  wages. 

30  x  wba  

20  ,  25  x  wba7   

Flat    

Flat   

("0   __  

25  x  wba   


$120. 00 
150.00 
150.00 
150.00 
300.00 
180.  00 
240.00 
210.00 
150.00 
150.00 
100.00 
150.00 
250.00 
225.00 
250.00 

100.00 
100.00 

300.00 
150.00 
300.00 
240.  00 
150.00 
112. 14 
200.00 
90. 00 
20.  00 
210  00 
200.00 
240.00 
200.00 

270. 00 
150.00 
300.00 
130.00 
140.00 
160.00 
120.00 
300.00 
240.00 
100.  00 

120.00 
125.00 
125.00 
90.00 
294.00 


180.00 
100.00 
300.00 
300.00 
140.00 
175.00 


$75. 01 


48.00 

"156. 66" 


156.00 


78.00 
100.00 


60.00 
50.00 


50.00 


70.00 


(')• 

2  quarters. 
2  quarters.5 
2  quarters. 


2  quarters. 
2  quarters. 

2  quarters. 

$150    in    last  2 
quarters. 

2  quarters  or  $200 
in  1  quarter. 


3  quarters.* 


2  quarters. 


1  Seotable5,  p.  225,  for  minimum  qualifying  wages  for  maximum  weekly  benefit  and  table  7,  p.  229,  for 
minimum  qualifying  wages  for  maximum  annual  benefits. 

1  Based  on  wages  or  employment  in  a  specified  prior  period,  a  2-year  period  in  Missouri,  and  a  1-year 
qualifying  period  in  all  other  States.   Weekly  benefit  amount  abbreviated  as  wba. 

s  Claimant  must  have  worked  less  than  160  hours  and  earned  less  than  $120  in  3  weeks  preceding  unem- 
ployment. 

*  If  claimant  failed  to  receive  qualifying  wage  for  weekly  benefit  amount  computed  on  high-quarter  wages 
but  received  qualifying  wages  in  next  lower  bracket,  he  is  considered  eligible  for  lower  weekly  benefit. 

6  Base-period  wages  equal  to  1H  times  high-quarter  wages  or  30  times  weekly  benefit  amount,  whi<  never 
is  less,  but  not  less  than  $300. 

8  Fourteen  weeks  of  employment  at  $8.01  or  more. 

7  Minimum  number  of  weeks  applies  to  minimum  weekly  benefit  only.  Same  step-down  provision  as 
described  in  footnote  4. 

8  Converted  from  2-week  period. 

>  Effective  for  uniform  benefit  year  beginning  July  4,  1948,  based  on  average  1947  wages. 
10  Fourteen  weeks  of  employment  at  an  average  wage  of  $10  or  more. 
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Table  4. — Waiting-period  requirements  under  State  laws,  Dec.  81, 1948 


State 


Alabama.  

Alaska  

Arizona  

Arkansas   

California  

Colorado   

Connecticut-  

Delaware   

District  of  Columbia 

Florida  

Georgia  - 

Hawaii  

Idaho   

Illinois-.-   

Indiana   

Iowa.  

Kansas   -. 

Kentucky  

Louisiana  ._ 

Maine.   

Maryland  

Massachusetts  

Michigan  

Minnesota  

Mississippi-  

Missouri  

Montana  

Nebraska  

Nevada  ... 

New  Hampshire  

New  Jersey  

New  Mexico.  

New  York   

North  Carolina  

North  Dakota  

Ohio   

Oklahoma.  

Oregon.  

Pennsylvania  

Rhode  Island.  

South  Carolina  

South  Dakota  

Tennessee..   

Texas  _  

Utah....  

Vermont..  

Virginia.  

Washington  

West  Virginia.  

Wisconsin  

Wyoming   


Initial  waiting  period 


Weeks  of 
total  un- 
employ- 
ment 


Weeks  of 
partial  un- 
employ- 
ment 


(') 


2 
1 
2 
1 
1 

2  2-A 
2 
1 
2 
1 
1 
1 
2 
1 
1 
2 
1 
1 
1 
1 
1 


(«) 
(9) 


In  new  benefit  year 


Not  to 
interrupt 
consecu- 
tive weeks 
of  benefits 


X 
X 


X 
X 


May  be 
served  in 
last  week 
of  old  year 


X 

fx" 


C) 


1  No  payment  of  partial  benefits  as  such. 

>  Waiting  period  of  4  effective  days  may  be  accumulated  in  1  to  4  weeks. 

3  May  be  served  in  last  4  weeks  of  old  benefit  year. 

4  A  new  announcement  of  intention  to  file  a  claim  followed  by  an  additional  waiting  period  is  required  if 
a  previous  announcement  is  not  followed  within  13  days  by  an  initial  claim  or  if  the  claim  series  beginning 
with  an  initial  claim  is  interrupted  by  a  period  of  more  than  35  days  during  which  the  worker  does  not 
report  to  the  office  to  show  completion  of  14  days  of  unemployment. 

•  No  waiting  period  required  for  claims  filed  in  last  4  weeks  of  a  benefit  year. 

8  No  waiting  period  required  for  benefits  for  partial  unemployment;  waiting-period  requirement  is  in 
terms  of  weeks  of  total  unemployment. 
7  Only  one  waiting  period  of  2  weeks  is  required  within  the  last  5  weeks  of  one  calendar  year  and  the  first 
weeks  of  the  next  calendar  year. 
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Table  5. — Weekly  benefits  for  total  unemployment  under  State  laws,  Deo.  SI, 

1948 


Wage  credits  required  5 

State 

Method 
of  com- 
puting ' 

Rounding  to- 

Minimum 
weekly 
benefit 2 

Maximum 
weekly 
benefit 2 

For  minimum 

For  maximum 

High 
quarter 

Base 
period 

High 
quarter 

Base 
period 

High-quarter  formula 


Alabama  

Alaska  

Arizona  

Arkansas  

California  

Colorado  

Connecticut  

Delaware  

District  of  Co 
lumbia. 

Florida   

Georgia  

Hawaii  

Idaho  

Illinois  

Indiana  

Iowa..-  

Kansas   

Louisiana  

Maryland  

Massachusetts. 

Mississippi  

Missouri  

Montana  ■_. 

Nebraska  

Nevada  

New  Jersey  

New  Mexico... 

New  York  , 

North  Dakota.. 

Ohio   

Oklahoma  

Pennsylvania.. 
Rhode  Island.. 
South  Carolina 
South  Dakota.. 

Tennessee  

Texas  

Utah  «  


Vermont. 
Virginia.. 
Wyoming 


Me  . 

Nearest  dollar... 

$4.00 

$20,00 

$75.01 

$120.00 

$507.01 

$600.00 

Mo 

Higher  dollar  

8.00 

25. 00 

37.50 

150.00 

480. 01 

480. 01 

Mo 

 do   

5.00 

20.00 

37.50 

150.  00 

380. 

(11 

600.  00 

M4 

Nearest  dollar... 

5.«0 

20.00 

37.50 

150.  00 

468 

(11 

600.00 

Mo-Ma. . 

Dollar  schedule- 

10.00 

25.00 

75.  00 

300.  00 

580 

1)1) 

750.  00 

Ms  

Higher  50  cents.. 

6.00 

17.  50 

45.  on 

180.00 

425 

01 

525.  00 

Me+d.a. 

Nearest  dollar- 

8. 00-12. 00 

24. 00-36. 00 

60.00 

240.00 

611. 

00 

611.00 

Ms 

Higher  50  cents.. 

7.00 

18.  00 

52.50 

210.  00 

437. 

51 

540. 00 

Ma+da. 

Higher  dollar  

6. 00-9. 00 

2  20.00 

37.50 

150.  no 

437 

01 

437.01 

Ms-M*- 

Dollar  schedule . 

5.00 

15.00 

37.50 

150.00 

345 

01 

450.00 

Ms-Me~ 

 do  

4.00 

18.00 

48.00 

100.00 

455 

01 

720.00 

Ms 

Higher  dollar  

5.00 

25.00 

37.50 

150.00 

600 

01 

750.00 

MB-M4- 

Dollar  schedule- 

10.00 

20.  00 

150. 00 

250.00 

475 

01 

745.00 

Mo 

Higher  50  cents.  . 

10.00 

20.00 

56. 25 

225.00 

390 

01 

390. 01 

Ms 

Higher  dollar  

5.00 

20.00 

75.00 

250. 00 

475 

01 

475. 01 

Ma 

No  provision  

5.00 

20.00 

25.00 

100.00 

460 

00 

460.  00 

Ms  

Higher  dollar  

5.00 

18.00 

25.00 

100. 00 

425 

01 

425.01 

Mo.  ...  - 

 do   

5.00 

25.00 

37.50 

150.00 

480 

01 

750. 00 

Me 

Nearest  dollar... 

6.00 

25.00 

156. 01 

240.00 

637 

01 

1,000.00 

Mo+d.a. 

Higher  dollar  

6.00-10.00 

2  25.00 

37.50 

150.00 

480 

00 

480.  00 

Me 

 do  

3.00 

20.00 

22.50 

90.  00 

494 

01 

600.00 

Ms  

Higher  50  cents.. 

* .50 

20.00 

2.50 

20.00 

487 

61 

800.00 

M2 

Higher  dollar  

7.00 

18.00 

52.  50 

210.00 

378 

00 

540.00 

Ms  

 do  

5.00 

18.00 

50.  00 

200.00 

425 

01 

425.01 

Mo+d.a. 

 do  

8.00-14.00 

20 

00-26. 00 

60.00 

240.00 

380 

01 

600.00 

Ma  

 do   

9.00 

22.  00 

67.50 

270.  00 

462 

01 

462.01 

Me  

 do   

5.  00 

20. 00 

78.00 

150.00 

494 

01 

600. 00 

Ma 

Nearest  dollar... 

10.00 

26.00 

100.00 

300.00 

586 

00 

780.00 

M3  

Higher  dollar  

5.00 

20.00 

35.00 

140.00 

347 

01 

560.00 

Mo-Ms.. 

Dollar  schedule. 

5.00 

21.00 

40.00 

160.00 

581 

00 

•  581.  00 

Mo  

Higher  dollar  

6.00 

18.00 

30.00 

120.00 

340 

01 

360. 00 

Ms  

Nearest  dollar. ._ 

8.00 

20. 00 

60.00 

240.00 

488 

00 

600.00 

Mo  

 do  

10.00 

25.00 

25.00 

100.00 

490 

00 

490.00 

M0-M4- 

Higher  dollar  

5.  00 

20.00 

100. 00 

150. 00 

400 

00 

600.00 

M0-M3-- 

Dollar  schedule . 

6.00 

20.00 

60.  00 

125.00 

450 

00 

450. 00 

Mo-Me- 

 do   

5.00 

18.00 

50.00 

125. 00 

442 

01 

540. 00 

Me« 

Higher  dollar  

5  5.00 

'  18.00 

22. 50 

90.00 

455 

01 

455. 01 

Mo+cost- 
of-liv- 

 do  

5.00-7.00 

17 

00-25.00 

73.50 

294.00 

380 

00 

600.00 

ing  al- 

low- 

ances. 

Hs-Me- 

Dollar  schedule- 

6.00 

20.00 

50.00 

180.00 

500 

00 

600.00 

Ms  

Higher  dollar  

5.00 

20.00 

25.00 

100. 00 

475 

01 

500.00 

Mo  ..... 

 do_...  

7.00 

20.00 

70.00 

175.00 

380 

01 

500.00 

Annual-wage  formula 


Percent 

Kentucky  

2.3-1  

Dollar  schedule- 

7.00 

20.00 

Maine  

2.3-1.1 

6.  75 

22.50 

Minnesota  

3.6-1.1— 

Dollar  schedule. 

7.00 

20.00 

New  Hampshire- 

3.0-0.9 

 do..  _. 

6.00 

22.00 

North  Carolina-. 

3.1-0.9... 

Dollar  to  50-cent 

4.00 

20.00 

schedule. 

Oregon  

3.3-1.3... 

Dollar  schedule. 

10.00 

20.00 

Washington  

3.3-1.1— 

 do  

10.00 

25.00 

West  Virginia. .. 

2.7-1.1 

 do.   

8.00 

20.00 

300.00 
300.00 
200.00 
200.00 
130. 00 

300.00 
300.00 
300.00 

Sec  footnotes  at  end  of  table. 
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Table  5. — Weekly  benefits  for  total  unemployment  under  State  laws,  Dec.  SI, 

1948— Continued 


State 

Method 
of  com- 
puting i 

Rounding  to — 

Minimum 
weekly 
benefit » 

Maximum 
weekly 
benefit 2 

Wage  credits  required ' 

For  minimum 

For  maximum 

High 
quarter 

Base 
period 

High 
quarter 

Base 
period 

Michigan  

Average  weekly  wage 

67-64+ 

d.a. 
70-51 

Dollar  schedule. 
 do  

$6. 00-7. 00 
8.00 

$20. 00-28. 00 
24.00 

'$112. 14 
'140.00 

'$420.14 
'  644. 14 

Wisconsin  

i  The  fraction  of  high-quarter  wages  applies  between  the  minimum  and  maximum  amounts.  When 
State  uses  a  weighted  table,  approximate  fractions  are  figured  at  midpoint  of  brackets  between  minimum 
and  maximum.  When  dependents'  allowances  are  provided  the  fraction  applies  to  the  basic  benefit  amount. 
With  annual  wage  formula,  fraction  is  minimum  and  maximum  percentage  used  in  any  wage  bracket. 
Dependents'  allowances  abbreviated  as  d.  a. 

3  When  2  amounts  are  given,  higher  includes  maximum  dependents'  allowance  except  in  Utah.  See 
footnote  6.  In  the  District  of  Columbia  same  maximum  with  or  without  dependents.  Maximum  aug- 
mented payment  to  individual  with  dependents  not  shown  for  Massachusetts  since  highest  taxable  average 
weekly  wage  may  be  $231  and  any  figure  presented  would  be  based  on  an  assumed  maximum  number  of 
dependents. 

3  See  table  3,  p.  223,  for  additional  requirements  concerning  distribution  of  earnings.  See  also  table  7, 
p.  229,  for  wage  credits  required  for  maximum  duration  as  well  as  maximum  weekly  benefit. 

4  If  benefit  is  less  than  $3,  benefits  are  paid  at  the  rate  of  $3  a  week. 

8  Actually,  benefits  are  paid  for  a  2-week  period,  based  on  M3  of  wages  in  high  quarter,  minimum  $10, 
maximum  $36. 

8  The  normal  rates  are  minimum  $5,  maximum  $20.  When  the  cost-of-living  index  of  the  Bureau  of  Labor 
Statistics  stands  at  or  below  98.5,  rates  are  80  percent  of  the  normal  rates,  computed  to  the  next  higher  $1. 
When  the  index  stands  at  or  above  125,  rates  are  120  percent  of  the  normal  rate,  computed  to  the  next  higher 
$1.  Minimum  earnings  for  maximum  and  minimum  benefits  shown  are  those  now  applicable  for  the 
State  average  annual  wage  effective  for  the  benefit  year  beginning  July  4,  1948. 

7  Figured  as  14  times  minimum  and  maximum  average  weekly  wage  brackets. 
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Table  7. — Duration  of  benefits  in  a  benefit  year  under  State  laws,  Dec.  SI,  1948 


Minimum  poten- 
tial benefits  1 

Maximum  potential  benefits 

State 

Proportion  of  wages  in  4- 
quarter  base  period 

Amount 

Weeks 

Amount  2 

Weeks 

Wage  credits  re- 
quired 

High 
quarter 

Base 
period 

Uniform  potential  duration  for  all  eligible  claimants 


Arizona  

Georgia  

Hawaii  

Kentucky  

Maine  

Mississippi  

Montana  

New  Hampshire. 

New  York  

North  Carolina.. 
North  Dakota... 
South  Carolina- 
Tennessee  

Vermont  

West  Virginia  


Alabama  

Alaska  

Arkansas  

California  

Colorado  

Connecticut. - 

Delaware  

Dist.  of  Col... 

Florida  

Idaho  

Illinois  

Indiana  

Iowa   

Kansas  

Louisiana  

Maryland  

Massachusetts 

Michigan  

Minnesota  

Missouri  

Nebraska  

Nevada  

New  Jersey... 
New  Mexico . . 
Ohio.  

Oklahoma  

Oregon  

Pennsylvania. 
Rhode  Island. 
South  Dakota. 

Texas  

Utah..  

Virginia  

Washington... 

Wisconsin  

Wyoming  


$60. 00 

12 

$240 

12 

$380. 01 

$600. 00 

64.00 

16 

288 

16 

455. 01 

720.00 

100. 00 

20 

500 

20 

600.01 

750. 00 

154.  00 

22 

440 

22 

>  438.  75 

1,  755.00 

135. 00 

20 

450 

20 

'500.00 

2,  000. 00 

48. 00 

16 

320 

16 

494.01 

600. 00 

112.00 

16 

288 

16 

377. 78 

540.00 

138. 00 

23 

506 

23 

'500.00 

2, 000. 00 

260. 00 

«  26 

676 

'26 

586.00 

780.00 

64.00 

16 

320 

16 

'  520.  00 

2, 0SO.  00 

100.00 

20 

400 

20 

437. 01 

560. 00 

90.00 

18 

360 

18 

400. 00 

600.00 

100.  00 

20 

360 

20 

442. 01 

540.00 

120.00 

20 

400 

20 

500. 00 

600.00 

168.00 

21 

420 

21 

'  450. 00 

1,800.00 

Maximum  potential  duration  varying  with  wage  credits 


H-    

X-   

Vi'—-  -  -  

H  

X  

H  

H   

X   -   

!4  

40-22  percent  

56-33  percent  

H-—    

X   

X    

X  

a   

Mo   

%  of  weeks  of  employment. 

47-  22  percent   

J4  in  8  quarters   

X     

X  

X    

%  

Schedule  of  weeks  of  em- 
ployment.10 

X   - 

H   -  — 

Mo  

52-27  percent  „  

48-  22  percent  

X   

Schedule  in  percent  of 

average  State  wages.11 
H   

40-29  percent  

%  of  weeks  of  employment 

H   


$40. 00 

10 

$400 

20 

$507. 01 

64.00 

»8 

625 

25 

480. 01 

20.00 

4 

320 

•  16 

468.01 

150. 00 

1  12+ 

650 

26 

580.00 

60. 00 

10 

350 

20 

425.01 

70.00 

■6+ 

528-792 

22 

611.00 

77.00 

5  11 

396 

22 

437. 51 

75.00 

■10+ 

400 

20 

437. 01 

38.  00 

7+ 

240 

16 

345.01 

100. 00 

10 

400 

20 

475  01 

125,  00 

i'10 

520 

26 

390.01 

62.00 

16+ 

400 

20 

475. 01 

33.33 

6+ 

400 

20 

460.  00 

34.00 

6+ 

360 

20 

425.01 

50. 00 

10 

500 

20 

480.  01 

60.00 

10 

650 

26 

»  650. 00 

45.00 

15+ 

575 

23 

480.00 

56.00 

9+ 

400-560 

20 

»  390. 13 

84.00 

«  12 

400 

20 

3  437. 50 

5. 00 

•1+ 

400 

20 

487. 51 

67.00 

'7+ 

324 

18 

425. 01 

80.00 

10 

400-520 

20 

380.  01 

90.00 

»  10 

572 

26 

462. 01 

60.00 

12 

400 

20 

494.01 

90.00 

18 

462 

22 

581.00 

40.00 

6+ 

360 

20 

340.  01 

75.00 

7+ 

400 

20 

'  400.00 

72.00 

9 

480 

24 

488.00 

52.00 

5+ 

650 

26 

'  600. 00 

60.00 

•6+ 

400 

20 

450.00 

18.  00 

'3+ 

324 

'  18 

455.01 

125.00 

ii  12+ 

500 

"  20 

'  525. 00 

30.00 

6 

320 

16 

475.01 

120. 00 

»  12 

650 

26 

3  550. 00 

68.00 

8+ 

576 

24 

(») 

40.00 

5+ 

400 

20 

390.01 

$1,200.00 
1, 875. 00 
«  960.  00 
1, 300. 00 

1,  050. 00 

2,  080. 00 
1,  584. 00 

800. 00 
960.00 
1.820  00 
1,575.00 
1, 600. 00 
1, 200. 00 
1,080.00 
1,  500. 00 
2, 600. 00 
1, 916.66 
»  900.30 
1,750.00 
1, 600.00 
972.00 
1,200.00 
1, 716. 00 
1, 000. 00 
">  1, 117. 25 

1.080.00 
1, 600. 00 
1,646.00 
2, 400. 00 
1,800.00 
1,620.00 
11  2, 100.  00 

1,240.01 
2, 200. 00 
«  1,840.40 
1,  560. 01 


■  Minimum  potential  benefits  for  claimants  with  minimum  qualifying  wages.  (Sec  table  3,  p.  223  for  these 
qualifying  wages.)  In  States  noted,  weeks  for  claimants  with  minimum  weekly  benefit  will  be  greater  than 
figure  here  for  claimants  whose  weekly  benefit  is  higher  than  the  minimum  because  qualifying  wages  are 
concentrated  largely  or  wholly  in  high  quarter.  (See  table  5,  p.  225,  for  minimum  weekly  benefit  and  divide 
into  minimum  potential  benefits.)  In  Connecticut,  District  of  Columbia,  Michigan,  and  Nevada, 
dependents'  allowances  being  outside  the  duration  formula,  add  to  potential  benefits  for  claimants  with 
minimum  qualifying  wages. 

1  When  2  amounts  are  given,  higher  includes  maximum  dependents'  allowances;  same  maximum  with  or 
without  dependents'  allowances  in  District  of  Columbia  and  Massachusetts. 

'  Annual  wage  formula:  amount  shown  for  high  quarter  is  Yi  of  required  base-period  wages. 

4  Converted  from  days  of  unemployment  in  Now  York  and  2-week  periods  in  Texas. 

1  Statutory  minimum. 

•  Or  4  times  weekly  benefit  times  quarters  with  wages  at  least  }i  of  high  quarters,  if  less;  maximum  dura- 
tion given  assumes  such  wages  in  4  quarters. 
Footnotes  continued  on  p.  230. 
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7  Amount  shown  is  H  of  base-period  wages.  To  obtain  maximum  potential  annual  benefits,  claiman 
must  have  more  than  4  times  high-quarter  wages  necessary  for  maximum  weekly  benefit. 

8  Figures  given  are  based  on  highest  average  weekly  wage  in  schedule  ($30.01) .  High-quarter  figure 
assumes  13  weeks'  employment;  base-period  figure  the  minimum  30  weeks  required. 

•  A  claimant  eligible  for  the  minimum  benefit  amount  may  draw  all  benefits  due  in  1  and  a  fraction  weeks 
because  benefits  of  50  cents  to  $3  a  week  are  paid  at  rate  of  $3. 

10 18  weeks'  duration  for  20  weeks  of  employment;  19  weeks,  for  21-24  weeks  of  employment;  22  weeks,  for 
more  than  24  weeks  of  employment.  Base-period  wages  arc  25  weeks'  wages  if  high  quarter  represents  13 
weeks  of  employment. 

11  Maximum  potential  benefits  of  $125  for  14  percent  of  average  State  wages  to  $500  for  100  percent  are  not 
increased  by  cost-of-living  allowance  which  raises  weekly  benefits;  hence,  weeks  of  duration  are  reduced. 
Qualifying  wages  shown  are  for  benefit  year  beginning  July  4, 1948,  based  on  1947  average  wages. 

Table  8. — Selected  data  relating  to  the  duration  of  unemployment  benefits,  by 

State 

[Data  corrected  to  Dec.  10,  1948] 


State 


Exhaustions  of  benefits  as  per- 
cent of  first  payments  in ' — 


Average  actual  duration 
(weeks)  for  claimants  ex- 
hausting benefit  rights,  in 
benefit  years  ended  in — 


1940 

1942 

1944 

1946 

1947 

1941 

1942 

1944 

1946 

1947 

1946 

1947 

50.6 

34.9 

20.2 

38.3 

30.7 

12.1 

12.6 

13.8 

18.5 

17.8 

9.0 

8.2 

48  4 

30  0 

25  5 

63.4 

55 

3 

17  3 

17.0 

17.  2 

18. 2 

17. 0 

9 

4 

8. 4 

45  9 

12  7 

25  7 

29. 1 

31 

2 

(i) 

\  J 

(') 

\  ) 

15. 0 

14.  6 

7. 

7 

7. 9 

72  2 

45  2 

30  2 

51.5 

48 

4 

10. 1 

9. 

8 

8. 8 

12.  6 

11.  8 

6 

7 

7  1 

55  3 

42  0 

38  9 

62.3 

52 

0 

fi\ 

\r) 

9. 

5 

8. 3 

10  5 

9. 9 

6 

3 

6  4 

50  8 

32  9 

27  7 

46.0 

44 

1 

16  8 

16. 

15. 3 

19.  2 

18. 0 

11. 

2 

10  4 

53  2 

30  9 

19  4 

29. 

4 

25 

4 

14  7 

(!) 

12. 8 

13. 3 

14. 4 

5. 

3 

6. 7 

52  6 

19  2 

10  1 

36. 

7 

21 

9 

8.  5 

10.4 

11. 0 

17  3 

16. 9 

7 

7 

7  6 

64.  8 

37. 8 

23.  3 

49 

6 

33 

4 

8  3 

9. 

0 

11. 7 

18  1 

16. 3 

8. 

6 

7*  g 

4o!o 

34!  9 

23.' 9 

31. 

5 

46 

2 

(?) 

(>) 

18."  6 

18^5 

18*7 

8 

7 

8!  8 

64.  5 

43.  9 

18.  9 

43. 

5 

49 

8 

12. 7 

11.4 

11. 0 

14. 8 

13. 9 

6 

5 

7.  5 

75.6 

43.2 

35.5 

(il) 

3 

46 

1 

10.6 

14.0 

15.5 

15.8 

15.5 

8 

7 

8.0 

51.5 

21.1 

9.1 

12 

1 

16. 

2 

14.4 

15.7 

20.0 

20.0 

20.0 

5 

2 

5.9 

68.8 

34.8 

41.2 

31. 

2 

26 

4 

13.9 

12.2 

(?) 

14.9 

14.4 

9. 

3 

7.5 

38.0 

23.4 

13.2 

2:1 

7 

20 

6 

11.8 

12.1 

14.2 

20.4 

18.8 

8 

6 

8.5 

(») 

(.') 

24.7 

40. 

5 

29. 

9 

11.0 

11 

8 

(') 

16.6 

16.0 

6 

9 

5.1 

59.9 

43.4 

40.8 

53. 

9 

33. 

9 

8.5 

8. 

5 

7.8 

15.6 

13.8 

7.6 

6.6 

67.7 

32.7 

27.0 

55 

3 

36.1 

7.7 

10.4 

13.9 

18.5 

16.8 

9. 

1 

7.9 

55.2 

35.0 

19.9 

49. 

9 

42.5 

15.5 

16.0 

16.7 

19.8 

19.6 

8 

7 

8.2 

73.1 

52.2 

38.7 

73. 

8 

62.4 

10.9 

10.3 

10.6 

17.0 

15.0 

11. 

0 

7.9 

24.7 

21.4 

23.2 

22.6 

19.0 

15.9 

14. 

0 

14.2 

19.9 

19.9 

8 

1 

8.2 

44.9 

29.9 

16.3 

30.3 

18.2 

13.4 

10. 

9 

12.2 

16.8 

19.5 

8 

6 

7.8 

46.5 

28.2 

16.1 

43.9 

34.0 

(') 

15. 

4 

(') 

17.6 

15.9 

8. 

0 

7.7 

26.5 

38.7 

20.2 

50.0 

21.4 

14.0 

15. 

2 

14.4 

17.9 

14.6 

8 

5 

4.8 

59.9 

40.9 

25.0 

46.2 

30.9 

14.3 

13. 

8 

9.7 

18.7 

18.4 

8 

7 

8.5 

57.7 

35.5 

28.8 

48. 

2 

43.5 

11.3 

14. 

0 

14.0 

14.0 

14.0 

ft 

4 

7.1 

55.3 

44.8 

22.0 

49.6 

39.0 

9.0 

11. 

0 

11.9 

14.8 

17.0 

6 

7 

7.4 

55.3 

.19.0 

28.7 

38.4 

34 

9 

16.0 

16. 

0 

16.0 

16.0 

16.0 

7 

0 

7.9 

56.4 

33.3 

24.9 

47. 

6 

32 

4 

14.5 

13. 

9 

13.0 

16.7 

15.5 

7 

7 

7.2 

62.1 

30.1 

29.8 

36. 

7 

31. 

3 

13.2 

13. 

1 

17.1 

18.1 

17.4 

9 

8 

9.4 

36.0 

18.6 

9.6 

16. 

5 

11. 

8 

10.3 

14. 

9 

18.0 

20.0 

19.9 

8 

0 

6.5 

60.2 

37.5 

21.-5 

42. 

9 

35. 

7 

£>.l 

10. 

5 

10.8 

20.0 

19.4 

10 

8 

10.0 

56.9 

28.0 

23.0 

37. 

5 

28 

3 

14.8 

14. 

7 

13.4 

15.0 

14.6 

7 

5 

7.6 

49.8 

39.2 

11.0 

19. 

1 

14 

5 

13.0 

13. 

0 

20.0 

26.0 

26.0 

10 

3 

10.0 

30.2 

32.4 

22.  E 

34. 

0 

32 

2 

16.0 

16. 

0 

15.6 

15.7 

15.7 

6 

7 

7.2 

59.9 

28.0 

14.8 

14 

9 

13 

0 

14.8 

13. 

5 

16.0 

19.0 

20.0 

10 

0 

9.3 

48.1 

31.4 

11.9 

42 

9 

29 

15.4 

15. 

4 

16. 5 

20.4 

20.9 

8 

7 

7.8 

71.3 

38.0 

22.1 

65. 

6 

55 

1 

7.7 

8. 

8 

13.5 

17.8 

15.8 

9 

4 

8.4 

50.1 

28.2 

18.4 

29. 

1 

22 

7 

7.5 

6. 

5 

7.6 

17.5 

13.2 

8 

7 

7.0 

63.8 

37.4 

28.9 

32 

7 

28 

9 

9.0 

9 

2 

12.1 

18.3 

17.6 

7 

5 

6.6 

65.9 

46.9 

30.1 

42. 

5 

38 

8 

9.2 

9. 

1 

11.1 

13.5 

14.8 

3 

7.6 

41.4 

32.9 

28.0 

45. 

5 

41. 

8 

15.6 

15. 

5 

15.7 

16.0 

16.0 

6 

7 

6.8 

48.4 

42.0 

31.5 

26. 

0 

21 

1 

14.0 

12. 

2 

12.0 

13.0 

12.3 

7 

6 

5.4 

50.3 

37.8 

35.0 

59. 

8 

16 

5 

16.0 

16. 

0 

16.0 

16.0 

16.0 

7. 

8 

7.7 

63.3 

45.6 

51.2 

70. 

4 

65 

6 

9.8 

9. 

4 

(3) 

14.3 

12.4 

8 

2 

7.8 

55.6 

22.8 

7.0 

27. 

0 

26 

6 

12.1 

20. 

0 

20.0 

18.5 

18.5 

9 

2 

8.7 

50.5 

36.3 

28.4 

30. 

5 

17 

9 

13.0 

13. 

2 

18.0 

20.0 

20.0 

8 

5 

7.0 

39.1 

40.5 

28.2 

42. 

1 

43.2 

12.7 

13. 

4 

12.3 

12.1 

12.6 

8 

1 

6.7 

50.2 

22.6 

9.7 

21. 

6 

41.1 

12.6 

11. 

6 

11.5 

20.9 

22.0 

10 

8 

9.6 

45.5 

19.3 

17.3 

36.7 

25.7 

14.0 

16. 

0 

(3) 

20.6 

20.2 

6 

8 

7.0 

(?) 

(3) 

(3) 

41. 

6 

29. 

4 

(s) 

(') 

(3) 

(') 

(') 

(') 

(') 

58.7 

« 

(s) 

27.7 

40. 

8 

10.7 

10.3 

6.7 

12.6 

12.1 

7.4 

6.9 

United  States »  

Alabama   

Alaska    

Arizona    

Arkansas  

California    

Colorado  

Connecticut  

Delaware  

District  of  Columbia  

Florida  

Georgia  

Hawaii  

Idaho  

Illinois     

Indiana  

Iowa    

Kansas   

Kentucky   

Louisiana  

Maine-  

Maryland  

Massachusetts  

Michigan  

Minnesota  

Mississippi  

Missouri    

Montana  

Nebraska..   

Nevada  

New  Hampshire  

New  Jersey  

New  Mexico  

New  York   

North  Carolina   

North  Dakota  

Ohio  

Oklahoma  

Oregon   

Pennsylvania  

Rhode  Island  

South  Carolina  

South  Dakota  

Tennessee   

Texas  

Utah    

Vermont  

Virginia   

Washington   

West  Virginia  

Wisconsin  

Wyoming  


'  Ratios  computed  by  dividing  exhaustions  for  the  calendar  year  by  first  payments  for  12-month  period 
ending  Sept.  30  of  same  year. 

3  For  each  column  the  United  States  total  is  based  on  data  from  the  States  for  which  figures  are  shown. 
See  footnote  3. 

'  Comparable  data  not  available. 
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Table  9. — Summary  of  disqualification  provisions  for  three  major  causes,  State 

laws,  Deo.  91, 1948 1 


State 


Voluntary  leaving 


Number  of 
weeks  dis- 
qualified 


Benefits 
reduced  or 
canceled 


Discharge  for  misconduct 


Number  of 
weeks  dis- 
qualified 


Benefits 
reduced  or 
canceled 


Refusal  of  suitable  work 


Number  of 
weeks  dis- 
qualified 


Benefits 
reduced  or 
canceled 


Alabama.. 


Alaska  

Arizona  

Arkansas  

California  

Colorado  

Connecticut. 

Delaware  

Dist.  of  Col.. 
Florida  


Georgia  

Hawaii  

Idaho  

Illinois  

Indiana  

Iowa  

Kansas..  

Kentucky  

Louisiana  _ 

Maine  

Maryland  

Massachusetts- 
Michigan  


Minnesota.. 
Mississippi. 

Missouri  

Montana. .. 
Nebraska... 


Nevada  

New  Hampshire  

New  Jersey  

New  Mexico  

New  York  

North  Carolina.. 
North  Dakota... 

Ohio  

Oklahoma..  

Oregon  

Pennsylvania  

Rhode  Island  

South  Carolina. . 

South  Dakota  

Tennessee  

Texas   

Utah  

Vermont  


Virginia  

Washington... 
West  Virginia- 


Wisconsin. 
Wyoming. 


Duration. 


W+l-5... 

W+4  

W+l-5... 

1-5  

W+3-15. 

W+4  

Duration 

W+3  

W+l-12  and 
duration+. 

W+2-8  

W+2-7  

6»   

W+3-7  

W+5  _ 

Duration+ 

W+l-9  

1-16  

W+l-6  

W+l-5  

Duration+. 
Duration... 
Duration... 


Partial  can- 
cellation. 


Mandatory 
Mandatory. 


Mandatory- 


Mandatory. 
Cancellation 


Mandatory 


3-7  

W+l-12.... 
Duration+. 

1-5  

W+l-5  


W+l-15.... 
Duration+. 

W+3  

W+1-13-... 
6  


Partial  can- 
cellation. 


Mandatory. 


4-12  

W+l-7  

Duration+. 

W+2  

W+4  

Duration... 

W+3  

W+l-5  

1-  5  '__ 

W+l-5  

2-  16. _  

W+l-5  

W+l-9  


5.  

5-10... 
W+6. 


Mandatory. 


Optional  

Mandatory. 


Mandatory. 


W+4... 
W+l-5. 


Mandatory. 

Partial  can- 
cellation. 
Mandatory. 


W+3-6. 


Mandatory . 


W+l-5  

W+4  

W+l-5  

1-  5  

W+3-15  

W+4  

Duration  

W+l-4  

W+l-12  and 

duration+. 

W+3-10  

W+2-7  

6  2  

W+3-7... 
W+5  

2- 9  

W+l-9... 

1-16  

W+l-6... 
W+l-9... 
W+l-9... 
Duration. 
Duration. 


3-7......... 

W+l-1^.... 

Duration+_ 

1-9  

W+l-5  


Mandatory 


Mandatory 


Mandatory. 


W+l-15. 

W+3  

W+3.... 
W+l-131. 

7  L 


5-12.  

W+l-10. 

3. 


W+3  

W+4-8...... 

Duration  

W+l-10  

W+l-16  

5-10  

W+l-9  

2-16  

W+l-9.  

W  +  1  or 
more. 

5-9  

5-10...  

W+6  


W+3.... 
W+l-5. 


Mandatory. 
Mandatory. 


Mandatory. 


Partial  can- 
cellation. 


Mandatory. 
Mandatory. 


Maudatory. 
Mandatory. 


Mandatory. 


Mandatory. 

Mandatory. 

Partial  can- 
cellation. 


Duration+ 


W+l-5  

W+l-5  

W+l-5  

1-5  

W+3-15.... 

W+4  

Duration... 

W+3  

W+l-5  and 
duration+. 

W+2-8  

W+2-7..... 

6  »  

W+3-7  

W+5  

Duration... 

W+l-9  

1-16..  

W+l-6  

W+l-5  

Duration+. 

W+l-4... 

Duration 


W+3  

W+l-12... 
Duration+ 

W+l-5  

Duration+ 

W+l-15.... 

W+3  

W+3  

W+l-13.... 
Duration... 

4-  12  

W+l-7  

Duration... 

W+2  

W+4  

Duration... 

W+l-3  

W+l-5  

5-  10  

W+l-5  

2-8  

W+l-5  

W+6  


6-9  

W+l-4  

W  +  4  or 

more. 3 
Duration+. 

W+l-5  


Mandatory. 

Mandatory. 

Optional. 
Mandatory. 

Mandatory. 

Mandatory. 

Optional. 
Partial  can- 
cellation. 


Cancella- 
tion. 


Mandatory. 
Mandatory. 


Optional. 
Optional. 


Mandatory. 

Mandatory. 
Mandatory. 

Mandatory. 


1  "W+"  means  the  week  in  which  the  disqualifying  act  occurred  plus  the  indicated  number  of  weeks 
following.  "Duration"  means  that  the  disqualification  is  for  the  duration  of  the  unemployment  due  to  or 
following  the  act  and  "duration+"  indicates  that  the  disqualification  lasts  until  the  individual  earns  a 
specified  amount  or  works  a  given  time  as  shown  in  the  detailed  tables.  "Mandatory"  indicates  a  manda- 
tory reduction  of  benefits  in  every  case;  "optional"  that  the  reduction  is  optional  with  the  State  agency. 

2  Law  includes  postponement  until  claimant  works  30  days  (i.  e.,  duration  of  unemployment  plus)  or  for  6 
weeks  if  he  is  diligently  seeking  suitable  employment.  Agency  reports  latter  provision  currently 
effective. 

'  Such  additional  weeks  as  any  offer  of  suitable  work  continues  open.  Benefits  reduced  are  recredited 
if  claimant  returns  to  suitable  employment  during  benefit  year. 
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Tabie  10. — Average  employer  contribution  rate,  by  State,  19^1-48 
[Data  corrected  to  Dec.  10, 1948] 


Average  employer  contribution  rate  1 


oiaie 

1941 

1942 

1943 

1944 

1945 

1946 

1947 

1948 

United  States   

2. 58 

2. 17 

2. 09 

1.92 

1.72 

1.43 

1.41 

1.2 

Alabama  

2. 08 

1.  59 

1.42 

1.31 

1. 17 

.80 

j 

04 

1.2 

Alaska   

(!) 

(2) 

(2) 

(2) 

(2) 

(2) 

2 

09 

1.7 

Arizona    

(2) 

2.  51 

2.33 

2. 12 

1.  94 

1. 69 

1 

69 

1.4 

Arkansas  

(2) 

2. 47 

2. 16 

2.06 

2.00 

1.  71 

51 

1.6 

California    

2.48 

2.45 

2.  28 

2. 17 

2.  02 

2.  00 

2 

04 

1. 7 

Colorado  

(2) 

1.98 

1.92 

1.70 

1.69 

1.53 

47 

1.4 

Connecticut   

2.29 

2.09 

2.09 

2. 12 

2. 12 

2.05 

95 

.3 

Delaware..   

(2) 

.98 

.79 

.68 

.66 

.73 

60 

.6 

District  of  Columbia    

(2) 

(2) 

1. 71 

.50 

.51 

.52 

39 

.4 

Florida     

(') 

2.27 

2.33 

2.25 

2. 18 

1.77 

2 

24 

.9 

Georgia    

(2) 

2.07 

2. 11 

1.98 

1.83 

1.  55 

1. 

25 

1.0 

Hawaii  

1.65 

1.54 

1.38 

1.  21 

1.24 

.82 

2 

01 

1.1 

Idaho    

(2) 

(2) 

2.53 

2.43 

2.22 

2.09 

2. 

02 

2,0 

Illinois    

(2) 

(2) 

1.53 

1.66 

1.47 

.79 

00 

1.0 

Indiana   

2.29 

1.91 

1.97 

1.85 

1.62 

.81 

■ 

54 

.5 

Iowa  

(2) 

1.85 

2.20 

2.40 

1.96 

1.30 

1. 

42 

1.2 

Kansas.     

2.07 

2.20 

2.09 

2. 10 

2. 01 

1.51 

1. 

27 

1.4 

Kentucky  

2.68 

2.32 

2. 18 

2.08 

1.89 

1.  51 

1. 

53 

1.6 

Louisiana  

(2) 

(2) 

(2) 

(2) 

2. 35 

1.42 

1. 

55 

1.8 

Maine  

(J) 

(2) 

2.50 

2.28 

2.09 

1.93 

1. 

74 

1.6 

Maryland.  ..    

(2) 

(2) 

2.49 

2.28 

2.07 

1.  21 

1. 

21 

1.2 

Massachusetts  

(2) 

1.52 

1.28 

.94 

.88 

.88 

1. 

13 

1.3 

Michigan    

(2) 

1.69 

1.  57 

1.17 

1.66 

1.28 

1. 

65 

1.9 

Minnesota    

2.05 

1.95 

2.29 

2.33 

2.22 

1.64 

1. 

09 

1.0 

Mississippi  .. 

(2) 

(2) 

(2) 

(2) 

(2) 

(2) 

(2 

> 

2.1 

Missouri  

(!) 

1.52 

1.68 

2.02 

1.93 

1.17 

1. 

36 

1.4 

Montana   _ 

(2) 

(2) 

(2) 

(2) 

(2) 

(2) 

1. 

73 

1.7 

Nebraska   

1.38 

1.56 

2.02 

1.74 

1.30 

.99 

1. 

40 

.6 

Nevada   

(2) 

(2) 

(2) 

(2) 

2.40 

1.93 

1. 

68 

1.7 

New  Hampshire   

2.54 

2.38 

2. 21 

1.81 

1.65 

1.48 

1. 

30 

1.4 

New  Jersey.   

(2) 

1.64 

1.87 

1.85 

1.62 

1.65 

1. 

83 

1.9 

New  Mexico   

(2) 

2. 17 

2. 17 

1.97 

2.02 

1.83 

1. 

90 

1.8 

New  York   .   

<2) 

(2) 

(2) 

(2) 

1.99 

1.81 

2. 

17 

1.3 

North  Carolina  

(2) 

(2) 

2.65 

2.44 

2.07 

1.63 

1. 

52 

1.7 

North  Dakota   

(2) 

1.95 

1.86 

1.64 

1.54 

1.40 

1. 

54 

1.6 

Ohio   

(J) 

1.25 

1.48 

1.71 

1.50 

1.26 

82 

.7 

Oklahoma  

(2) 

1.69 

1.80 

1.45 

1.28 

1.01 

l! 

06 

1.2 

Oregon  .  .  .     

2.65 

2. 41 

2.31 

2.23 

1.98 

1.73 

1. 

81 

1.7 

Pennsylvania  

(2) 

(2) 

(2) 

1.21 

1.29 

1.22 

99 

.9 

Rhode  Island    

(2) 

(2) 

(2) 

(2) 

(2) 

(2) 

2. 

11 

1.5 

South  Carolina...   

(2) 

1.98 

1.74 

1.86 

1.44 

1.29 

1. 

29 

1.3 

South  Dakota    

1.65 

1. 57 

1. 16 

1.01 

1.13 

.93 

1. 

18 

.9 

Tennessee   

(2) 

(2) 

(2) 

2. 60 

2.29 

1.85 

1. 

61 

1.4 

Texas.    

1.60 

1.56 

1.42 

1.24 

.92 

.89 

95 

.9 

Utah    

(2) 

(s) 

(2) 

(2) 

(2) 

(2) 

l! 

91 

1.1 

Vermont   

2.46 

2.10 

2.38 

2. 01 

1.80 

1.76 

1. 

59 

1.5 

Virginia  

1.75 

1.59 

1.50 

1.  21 

1.16 

1.18 

1. 

18 

.7 

Washington  

(2) 

(») 

(2) 

(2) 

(2) 

« 

1. 

92 

1.8 

West  Virginia    

2.42 

2.14 

1.76 

1.62 

1.40 

1.24 

1. 

32 

1.3 

Wisconsin    

1.49 

1.55 

2.44 

3.08 

2.04 

.54 

99 

.5 

Wyoming  

(2) 

2.66 

1.93 

1.67 

1.44 

1.42 

l! 

09 

1.2 

1  Computed  on  calendar-year  basis.  Preliminary  estimates  for  1948;  1948  data  do  not  include  effect  of 
voluntary  contributions  from  employers  collected  during  the  year.  Effect  of  war-risk  contributions  in- 
cluded in  rates  for  1943,  1944,  1945,  and  1946.  These  average  rates  include  only  what  is  paid  to  the  States. 
Employers,  in  addition,  pay  0.3  percent  to  the  Federal  Government. 

2  No  experience  rating,  contribution  rate  2.7  percent. 
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Table  11. — Cumulative  receipts,  benefits  paid,  and  funds  available  for  benefits, 
by  State,  as  of  Sept.  SO,  1948, 

[In  thousands,  data  corrected  to  Dec.  10, 1948] 


State 

Cumulative 
contribu- 
tions and 
interest 1 

Cumula- 
tive bene- 
fits paid 3 

Funds 
available 

for 
benefits  3 



Missouri  

$265,  519 

$88,  776 

$176,  742 

Montana  ... 

39, 158 

11, 152 

28, 006 

Nebraska  

43,  423 

10,287 

33, 137 

Nevada  

18,868 

5,  601 

13, 267 

New  Hamp- 

shire   

43,  058 

15,  279 

27,  779 

New  Jersey  

*  740,  329 

281,  751 

4  458, 578 

New  Mexico  

23,  034 

5,003 

18,031 

New  York  

2, 020,  915 

984,  943 

1, 035,  972 

North  Carolina. 

190, 104 

41, 616 

148,  488 

IMUTIU  1  MK'.H  l 

10  883 

2  949 

7  933 

Ohio   

734!  918 

185!  982 

548^  936 

Oklahoma-  _ 

82, 375 

36,948 

45,  427 

Oregon..   

134,  221 

51,462 

82,  759 

Pennsylvania... 

1, 059,  916 

430,  083 

629,834 

Rhode  Island.  _. 

4  118,  971 

69,901 

4  49,  070 

South  Carolina. 

70,  010 

17, 187 

52,823 

South  Dakota. . 

10,  816 

2,  006 

8,  810 

Tennessee  

169, 666 

65,663 

104,  003 

Texas   - 

263,  769 

70,  469 

193, 300 

Utah.  

60,  731 

17,  420 

33,  311 

Vermont  

22, 827 

6,479 

16, 348 

Virginia  

120, 818 

37,  592 

83,226 

Washington  

267,  933 

117,  782 

150, 151 

West  Virginia.. 

135,  769 

49,  689 

86,080 

Wisconsin  

264,088 

47, 889 

216, 199 

Wyoming  

15,  777 

4,339 

11, 438 

State 

Cumulative 
contribu- 
tions and 
interest  1 

Cumula- 
tive bene- 
fits paid2 

Funds 
available 

for 
benefits  3 

United  States- 

*  $12, 563,  087 

$5, 087, 983 

<  $7,  475, 104 

Alabama  . 

122, 

17S 

60, 883 

61,295 

Alaska 

14, 

751 

3, 518 

11,236 

Arizona  

37, 

687 

10, 523 

27, 165 

Arkansas  _ . 

56, 

652 

19,  540 

37, 113 

Califomia.. 

4  1,  401, 

090 

683, 957 

4  717, 133 

Colorado  

65, 

765 

14,  413 

51, 351 

Connecticut  

276, 

44C. 

85,  480 

190,965 

Delaware. . 

21, 

948 

.  7, 066 

14, 883 

District  of  Co- 

lumbia  

61, 

946 

16,668 

45,  278 

Florida  

113, 

966 

40, 983 

72,  984 

Georgia  

137, 

OKI) 

37,  489 

100, 191 

Hawaii  

26, 

027 

2,  452 

23,  576 

Idaho  

33, 

189 

10,044 

23, 145 

Illinois  

853, 

522 

345,  030 

508,  492 

Indiana  

297, 

787 

105,  735 

192, 052 

Iowa  

111, 

195 

28,  111 

83,  084 

Kansas  

87, 

805 

27,  707 

60,098 

Kentucky   

145, 

469 

32,990 

112,  479 

Louisiana  

153, 

4K8 

57,222 

96,265 

Maine  

72, 

619 

30, 326 

42,293 

Maryland  

211, 

240 

84,  511 

126,  730 

Massachusetts.. 

437, 

069 

260,  708 

176, 362 

Michigan  

665, 

520 

387,  702 

277, 827 

Minnesota  

181, 

277 

61,  471 

119, 807 

Mississippi- ..  - 

68, 

864 

15,  208 

43,656 

1  Represents  contributions,  penalties,  and  interest  from  employers;  interest  earned  by  State  accounts  in 
unemployment  trust  fund  and  reported  by  Treasury;  and  contributions  from  employees.  Also  includes  the 
excess  of  contributions  on  wages  earned  by  railroad  workers  through  June  30, 1939,  over  the  amounts  trans- 
ferred to  the  railroad  unemployment  insurance  account,  and  refund  of  $41  million  by  Federal  Government 
to  13  States,  Alaska,  and  Hawaii,  collected  on  pay  rolls  for  1936  under  title  IX  of  the  Social  Security  Act. 

2  Adjusted  for  voided  benefit  checks.  Includes  benefits  paid  to  railroad  workers  through  June  30, 1939; 
excludes  benefits  paid  under  reconversion  unemployment  benefits  for  seamen  program. 

5  Represents  sum  of  balances  at  end  of  month  in  State  clearing  account  and  benefit-payment  account,  and 
in  State  unemployment  trust  fund  account  in  Treasury. 

4  Excludes  $200,000  in  California,  $50,000,000  in  New  Jersey,  and  $28,968,681  in  Rhode  Island  withdrawn 
for  payment  of  disability  benefits. 
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Table  12. — Ratio  of  benefits 1  to  tamable  wages,2  by  State,  1938-41, 1945-47 
[Data  corrected  to  Dec.  10, 1948] 


State 


Calendar  year 


1938 


1939 


1940 


1941 


1945 


1946 


United  States . 


Alabama  

Alaska   

Arizona  

Arkansas  

California  

Colorado  

Connecticut.  

Delaware.  

District  of  Columbia. 

Florida  

Georgia  

Hawaii  

Idaho    

Illinois  

Indiana  

Iowa  

Kansas  

Kentucky   

Louisiana  

Maine.!   

Maryland  

Massachusetts  

Michigan  

Minnesota   

Mississippi  

Missouri  

Montana  

Nebraska  

Nevada  

New  Hampshire  

New  Jersey   

New  Mexico  

New  York   

North  Carolina  

North  Dakota  

Ohio.   

Oklahoma   

Oregon  

Pennsylvania  

Rhode  Island   

South  Carolina  

South  Dakota  

Tennessee   

Texas.   

Utah  

Vermont   

Virginia.   

Washington..  

West  Virginia  

Wisconsin  

Wyoming  


3.9 
~2"8~ 
~L2 
~2~2 


1.5 
3.4 
2.7 
2.2 


1.8 


2.7 


2.1 

2.4 


2.9 
2.7 
4.5 


2.3 
1.2 
3.0 
1.7 
1.9 


3.9 
1.6 


*  1.5 


1.8 
1.9 
2. 1 
1.6 
1.9 
2. 1 


.7 
1.6 
1.1 

.4 
3.3 


1.4 
1.9 
1.4 
1.8 
2.  1 
2.1 
1.3 
1.4 
2.5 
1.5 
1.7 


1.1 
2.6 
1.4 
1.2 
2.6 
1.8 
1.1 
1.8 
1.2 
1.8 
1.8 
1.9 
2.5 
1.4 
1.0 
1.5 
1.4 
1.9 
1.1 
1.3 
1.7 
1.2 
.6 
2.8 


1.7 


0.9 


0.8 


1.8 
2.3 
1.7 
2.5 
3.2 
2.5 

.7 
1.0 

.9 
2.6 
1.4 

.4 
2.8 
1.7 
1.2 
1.4 
1.2 
1.7 
2.2 
2.3 
1.4 
2.2 
1.5 
2.1 
2.2 
1.0 
3.1 
1.5 
3.2 
2.1 
1.2 
2.4 
2.1 
1.1 
2.0 
1.2 
1.7 
1.7 
1.5 
3.3 
1.4 
1.0 
1.9 
1.2 
1.6 
1.6 
1.6 
2.4 
1.0 

.7 
2.9 


1.4 
1.9 
1.1 
.3 
.5 
.8 
1.8 
.7 
.1 
1.7 
.9 
.5 
.7 


.7 
1.0 

.6 
1.3 
1.2 

.6 
2.4 
1.0 
1.9 

.7 

.8 
1.3 
1.2 

.6 
1.5 

.4 
1.0 

.7 

.6 
1.1 

.7 


1.2 
.6 
.5 
.9 
.6 
.4 

1.3 


.2 
.4 
.4 

1.1 
.1 

1.2 
.6 

M 
.4 


(») 


.7 
.4 
.8 
.4 
.6 
.6 

1.0 
.6 

2.3 
.3 
.3 
.  7 
.1 
.2 
.1 
.2 

1.4 

.7 
.2 

(») 

.5 
.7 
.4 
.5 
1.2 
.1 
.1 
.4 
.2 
.2 
.3 
.2 
.7 
.4 
.3 

O 


2.2 
.9 
.7 
1.3 
2.8 
.4 
1.5 
1.0 
.4 


.1 
.5 
1.6 
1.3 
.7 
2.2 
1.0 
1.8 
1.7 
2.3 
1.5 
2.3 
1.0 
.7 
1.5 
.7 
.8 
.7 
.3 
2.8 
.2 
2.1 
.5 
.4 
1.2 
2.1 
2.6 
1.6 
2.3 
.4 
.2 
1  5 
.7 
2.0 
.7 
.7 
4.4 
1.3 


1  Excludes  benefits  paid  under  reconversion  unemployment  benefits  for  seamen  program. 
1  Taxable  wages  as  used  here  means  wages  of  $3,000  or  less.   For  some  States  for  years  in  which  taxable 
wages  were  not  identical  with  wages  of  $3,000  or  less,  an  estimate  was  used. 

3  Based  on  23  States  paying  benefits  Jan  1,  1938. 

4  Based  on  49  States  paying  benefits  Jan  1,  1939. 
»  Less  than  0.05  percent. 
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Table  13. — Funds  available  for  benefits  at  end  of  year  as  percent  of  taxable  wages, 
by  State,1 1939-41,  1945-47 


[Data  corrected  to  Dec.  10,  1948] 


12-month 

period 

State 

1939 

1940 

1941 

1945 

1946 

1947 

ended 

Sept.  30, 

1948 

United  States   

5.4 

6.0 

6.  5 

11.8 

10.8 

10. 1 

9.5 

Alabama  _ 

5.0 

6.3 

6.2 

9.2 

8.5 

7.0 

6.9 

Alaska  - 

6.9 

5. 1 

4.9 

17.8 

18.  5 

12.0 

11.2 

Arizona   

3.6 

4. 1 

4. 9 

11.6 

11. 5 

10. 9 

10.  5 

Arkansas   

6. 1 

5.5 

5.3 

10.3 

10.  7 

10.  0 

9.6 

California   

7.  5 

7.  7 

7. 5 

15. 0 

12. 9 

12.0 

11.2 

Colorado    

6. 4 

6.0 

6.5 

11. 9 

11.6 

11.2 

11.  2 

Connecticut  

4.4 

5.7 

6. 4 

13.  4 

13.  5 

12. 9 

11.  9 

Delaware   

6. 8 

8. 1 

8.7 

9.  5 

8.2 

7.5 

7.  0 

District  of  Columbia   

7. 6 

8.7 

9.  5 

13.  2 

11.0 

10. 1 

9.3 

Florida   

5. 9 

4. 9 

4.8 

10. 1 

9.8 

9.6 

9.0 

Georgia  

6. 8 

7.9 

7. 1 

11. 1 

10. 8 

10.  4 

10.0 

Hawaii   

7. 0 

9. 5 

7.9 

11.8 

11.  3 

10. 1 

10.3 

Idaho     

4. 6 

3.7 

4. 2 

13. 0 

12.  3 

11.  5 

11.5 

Illinois   

7. 1 

7.6 

7.9 

11. 3 

9.7 

8.8 

8.2 

Indiana    

4.5 

5.4 

5.7 

10.  5 

10.3 

9. 1 

8.4 

Iowa  

5.4 

6.0 

6.7 

12.  2 

11.6 

10.9 

10.7 

Kansas  

8.1 

8.1 

7.5 

11.5 

12.4 

11.5 

11.2 

Kentucky  

9.5 

11.2 

11.4 

15.  8 

15.2 

13.8 

13.  7 

Louisiana  .  

5.9 

5.8 

5.4 

12.6 

11.9 

10.  6 

10.6 

Maine  ._   

2.  5 

2.7 

3.7 

12.3 

11.7 

11. 1 

10.7 

Maryland   _.  

3.7 

4.5 

5.0 

12.  7 

11.3 

10.  6 

10. 1 

Massachusetts   

5.1 

5.6 

6. 1 

8.5 

7.0 

5.9 

5.4 

Michigan    

3.2 

3.9 

5.3 

7.5 

6.2 

6.1 

6.4 

Minnesota  

4.7 

5.2 

5.3 

10.7 

10.4 

10.2 

9.8 

Mississippi  

4.8 

4.0 

4.3 

12.0 

12.4 

13.3 

14.0 

Missouri  

7.2 

7.9 

8.6 

12.0 

11.3 

10.4 

10.1 

Montana   

7.6 

5.4 

5.7 

14.7 

14.2 

13.  5 

13.2 

Nebraska  

8. 1 

7.8 

7.6 

10.3 

10.3 

9.9 

9.6 

Nevada   .   .  

5. 5. 

3.4 

3.5 

16.4 

13.  5 

13.8 

13.  7 

New  Hampshire   

5.3 

5.4 

5.7 

12.  2 

10.9 

10.3 

9.7 

New  Jersey    

7.9 

9.6 

10.1 

16.9 

15.6 

15.  5 

13. 7 

New  Mexico   

5.8 

4.8 

5.4 

10.2 

9.4 

9.4 

9.5 

New  York_  ..  

4.0 

4.3 

5.2 

12.0 

10.6 

10.4 

9.3 

4  6 

5  9 

6  2 

13  8 

12  5 

11  9 

11  8 

North  Dakota   

s!o 

6!  8 

7^0 

ia9 

9!  6 

9^0 

S.9 

Ohio.    _ 

6.5 

7.6 

8.0 

11.4 

11.1 

10.4 

10.0 

Oklahoma.    ... 

6.4 

7.5 

8.1 

9.7 

8.7 

7.9 

7.5 

Oregon    _. 

3.4 

4.1 

4.9 

11.5 

10.9 

10.3 

10.2 

Pennsylvania   

3.4 

4.4 

5.5 

11.6 

10.3 

9.0 

8.6 

Rhode  Island    

4.1 

4.9 

6.4 

17.0 

16.5 

12.9 

8.7 

South  Carolina  

6.2 

6.4 

6.5 

11.3 

9.9 

9.2 

8.9 

South  Dakota  

7.3 

8.1 

8.6 

10.9 

9.3 

8.5 

8.1 

Tennessee  

4.4 

4.9 

4.7 

10.4 

11.3 

10.6 

10.1 

Texas                              .  . 

5.8 

6.6 

6.5 

8.5 

8.1 

7.8 

7.6 

Utah  

3.6 

3.9 

4.8 

14.9 

13.9 

12.9 

12.0 

Vermont    

5.7 

6.6 

6.3 

12.7 

12.0 

11.7 

11.5 

Virginia    

5.0 

5.2 

4.8 

9.2 

8.6 

8.3 

8.0 

Washington.   

6.0 

5.6 

5.4 

13.4 

12.7 

11.9 

11.3 

West  Virginia   

3.8 

5.2 

5.8 

10.2 

9.3 

8.7 

8.6 

Wisconsin      

8.0 

8.8 

8.4 

13.7 

13.6 

12.6 

12.0 

Wyoming.   

6.5 

4.9 

5.7 

10.5 

10.1 

9.5 

9.0 

1  Taxable  wages  as  used  here  mean  wages  of  $3,000  or  less.  For  some  States  for  years  in  which  taxable 
wages  were  not  identical  with  wages  of  $3,000  or  less,  an  estimate  was  used. 
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Everett  D.  Hawkins,  research  director. 
Fedele  F.  Fauri,  professional  assistant. 
Leona  V.  MacKinnon,  executive  assistant. 
Helen  K.  Gross,  secretary. 

Clarence  A.  Kulp,  professor  of  insurance  at  the  Wharton  School  of 
Finance  and  Commerce,  the  University  of  Pennsylvania,  served  as 
a  consultant  to  the  Council. 
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Letter  of  Transmittal 


January  i,  1959. 

The  Board  of  Trustees 

of  the  Federal  Old-Age  and  Survivors  Insurance 
and  Disability  Insurance  Trust  Funds 
Washington  25,  D.  C. 

Gentlemen  : 

As  required  by  section  116  of  the  Social  Security  Amend- 
ments of  1956,  there  is  transmitted  herewith  the  report  of 
the  Advisory  Council  on  Social  Security  Financing. 

The  Council  has  carefully  studied  the  method  of  financing 
the  old-age,  survivors,  and  disability  insurance  program  and 
the  estimates  of  the  costs  of  the  program.  We  are  pleased 
to  report  that  the  method  is  sound  and  that  in  our  judgment, 
based  on  the  best  available  estimates,  the  contribution  sched- 
ule now  in  the  law  makes  adequate  provision  for  meeting 
both  short-range  and  long-range  costs. 

The  law  provides  for  annual  reports  by  the  Board  of 
Trustees  and  periodic  reviews  by  an  advisory  council.  The 
sound  financing  of  the  program  will  continue  to  require  an- 
nual appraisals  of  operating  results,  periodic  re-examination 
of  the  techniques  and  assumptions  used  in  making  the  long- 
range  forecasts  of  income  and  disbursements,  and  periodic  re- 
examination of  the  adequacy  of  the  contribution  schedule  in 
light  of  the  most  recent  cost  estimates.  We  endorse  the  stat- 
utory provisions  that  call  for  these  reviews. 

The  Council  wishes  to  express  its  appreciation  of  the  assist- 
ance of  the  governmental  staff  assigned  to  work  with  the 
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Council.   The  efficiency,  knowledge,  and  helpfulness  of  the 
staff  has  greatly  facilitated  the  Council's  work. 
Respectfully  submitted. 

Charles  I.  Schottland, 
Chairman,  Advisory  Council 
on  Social  Security  Financing. 


vi 


Foreword 


The  Advisory  Council  on  Social  Security  Financing  was 
appointed  by  the  Secretary  of  Health,  Education,  and  Wel- 
fare in  accordance  with  section  116  of  Public  Law  880,  84th 
Congress.  As  provided  in  the  statute,  the  Council  consists 
of  the  Commissioner  of  Social  Security  as  chairman  and  12 
persons  who  represent  employers  and  employees  in  equal 
numbers  and  self-employed  persons  and  the  public.  The 
members  of  the  Council — 3  representing  employers,  3  repre- 
senting employees,  and  6  representing  the  self-employed 
and  the  general  public — were  appointed  early  in  the  fall  of 
!957- 

The  Council  held  its  first  meeting  in  November  1957,  and 
concluded  its  work  with  a  sixth  meeting  in  December  1958. 
Between  meetings  the  Council  members  continued  their 
study  through  analysis  of  extensive  materials  prepared  at  the 
request  of  the  Council  by  the  staffs  of  the  Social  Security  Ad- 
ministration and  the  Department  of  the  Treasury. 

Much  of  the  detailed  work  of  the  Council  has  been  done  by 
three  subcommittees — one  on  the  actuarial  cost  estimates, 
one  on  investment  policy,  and  one  on  the  drafting  of  the 
report.  The  Subcommittee  on  Investment  Policy  made  a 
careful  analysis  of  past  and  present  trust  fund  investment 
policies  and  practices,  and  their  effect  on  the  interest  income 
of  the  trust  funds.  The  Subcommittee  on  Actuarial  Cost  Es- 
timates made  a  thorough  analysis  of  the  method  of  financing 
and  of  the  cost  estimates. 
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The  Council  considered  that  its  main  responsibility  under 
the  statute  was  to  study  and  report  on  the  method  of  financ- 
ing old-age  and  survivors  insurance  and  disability  insurance, 
the  long-range  costs  of  the  programs,  the  sufficiency  of  the 
income  provided  by  the  law  to  meet  those  costs,  the  timing 
and  the  amounts  of  increases  scheduled  to  be  made  in  con- 
tribution rates,  the  base  to  which  the  contribution  rates  are 
applied,  the  statutory  provisions  and  the  policies  relating  to 
the  management  and  investment  of  the  trust  funds,  and  sim- 
ilar matters  directly  related  to  the  financing  of  the  program. 

Early  in  its  deliberations  the  Council  had  come  tentatively 
to  the  conclusion  that  there  was  need  for  improvement  in  the 
financing  of  the  program.  Action  by  the  Congress  in  1958 
made  changes  in  the  financing  along  lines  that  the  Council 
endorses,  thus  making  the  task  of  the  Council  considerably 
easier  than  it  would  otherwise  have  been.  This  report  is 
concerned  solely  with  the  law  as  amended. 

Although  the  Council  made  a  detailed  review  of  the  finan- 
cial provisions  related  to  old-age  and  survivors  insurance,  we 
found  that  a  comparable  detailed  study  of  the  provisions  re- 
lated to  disability  insurance  was  not  possible  at  this  time 
because  of  the  short  period  over  which  these  provisions  have 
been  in  operation  and  the  resulting  special  problems  in  esti- 
mating the  future  costs  of  those  provisions. 

All  findings,  conclusions,  and  recommendations  of  the 
Council  are  unanimous. 
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STATUTORY  AUTHORITY  FOR 


ADVISORY  COUNCIL  ON  SOCIAL  SECURITY  FINANCING 
Public  Law  880 — 84TH  Congress 

Sec.  116.  (a)  There  is  hereby  established  an  Advisory  Council  on 
Social  Security  Financing  for  the  purpose  of  reviewing  the  status  of  the 
Federal  Old-Age  and  Survivors  Insurance  Trust  Fund  and  of  the 
Federal  Disability  Insurance  Trust  Fund  in  relation  to  the  long-term 
commitments  of  the  old-age,  survivors,  and  disability  insurance 
program. 

(b)  The  Council  shall  be  appointed  by  the  Secretary  after  February 
1957  and  before  January  1958  without  regard  to  the  civil-service  laws 
and  shall  consist  of  the  Commissioner  of  Social  Security,  as  chairman, 
and  of  twelve  other  persons  who  shall,  to  the  extent  possible,  represent 
employers  and  employees  in  equal  numbers,  and  self-employed  persons 
and  the  public. 

(c)  (1)  The  Council  is  authorized  to  engage  such  technical  assist- 
ance, including  actuarial  services,  as  may  be  required  to  carry  out  its 
functions,  and  the  Secretary  shall,  in  addition,  make  available  to  the 
Council  such  secretarial,  clerical,  and  other  assistance  and  such  actu- 
arial and  other  pertinent  data  prepared  by  the  Department  of  Health, 
Education,  and  Welfare  as  it  may  require  to  carry  out  such  functions. 

(2)  Members  of  the  Council,  while  serving  on  business  of  the  Council 
(inclusive  of  travel  time),  shall  receive  compensation  at  rates  fixed  by 
the  Secretary,  but  not  exceeding  $50  per  day;  and  shall  be  entitled  to 
receive  actual  and  necessary  traveling  expenses  and  per  diem  in  lieu 
of  subsistence  while  so  serving  away  from  their  places  of  residence. 

(d)  The  Council  shall  make  a  report  of  its  findings  and  recom- 
mendations (including  recommendations  for  changes  in  the  tax  rates 
in  sections  1401,  3101,  and  31  n  of  the  Internal  Revenue  Code  of 
1954)  to  the  Secretary  of  the  Board  of  Trustees  of  the  Federal  Old-Age 
and  Survivors  Insurance  Trust  Fund  and  the  Federal  Disability  Insur- 
ance Trust  Fund,  such  report  to  be  submitted  not  later  than  January  1, 
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i959»  after  which  date  such  Council  shall  cease  to  exist.  Such  findings 
and  recommendations  shall  be  included  in  the  annual  report  of  the 
Board  of  Trustees  to  be  submitted  to  the  Congress  not  later  than 
March  i,  1959. 

(e)  Not  earlier  than  three  years  and  not  later  than  two  years  prior 
to  January  1  of  the  first  year  for  which  each  ensuing  scheduled  increase 
(after  i960)  in  the  tax  rates  is  effective  under  the  provisions  of  sections 
3101  and  31 1 1  of  the  Internal  Revenue  Code  of  1954,  the  Secretary 
shall  appoint  an  Advisory  Council  on  Social  Security  Financing  with 
the  same  functions,  and  constituted  in  the  same  manner,  as  prescribed 
in  the  preceding  subsections  of  this  section.  Each  such  Council  shall 
report  its  findings  and  recommendations,  as  prescribed  in  subsection 
(d),  not  later  than  January  1  of  the  year  preceding  the  year  in  which 
such  scheduled  change  in  the  tax  rates  occurs,  after  which  date  such 
Council  shall  cease  to  exist,  and  such  report  and  recommendations 
shall  be  included  in  the  annual  report  of  the  Board  of  Trustees  to  be 
submitted  to  the  Congress  not  later  than  the  March  1  following  such 
January  1. 
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Membership  of  the  Advisory  Council 

Charles  I.  Schottland,  Commissioner  of  Social  Security, 
Chairman  of  the  Advisory  Council 

Elliott  V.  Bell,  Chairman  of  the  Executive  Committee, 
McGraw-Hill  Publishing  Co.,  Inc. 

J.  Douglas  Brown,  Dean  of  the  Vacuity,  Princeton  University 
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Arthur  F.  Burns,  President,  National  Bureau  of  Economic 
Research,  Inc. 

Joseph  W.  Childs,  Vice  President,  United  Rubber,  Cork, 
Linoleum  and  Plastic  Workers  of  America 

Nelson  H.  Cruikshank,  Director,  Department  of  Social  Se- 
curity, American  Federation  of  Labor  and  Congress  of 
Industrial  Organizations 

Carl  H.  Fischer,  Professor  of  Actuarial  Mathematics  and 
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Financing  Old- Age,  Survi- 
vors, and  Disability  Insurance 

I.  Introduction 

The  old-age,  survivors,  and  disability  insurance  program 
provides  a  continuing  income  for  individuals  and  families 
who  have  lost  income  from  work  on  account  of  death,  retire- 
ment in  old  age,  or  permanent  and  total  disability  after  age 
50.  Under  the  program,  employees  (with  matching  contri- 
butions from  employers)  and  self-employed  people,  while 
they  are  working,  pay  a  percentage  of  their  earnings  into  a 
fund.  Payments  are  made  from  the  fund  to  the  contributors 
and  their  families  to  replace  a  portion  of  the  income  lost  when 
these  risks  materialize. 

About  i2x/2  million  people  are  now  drawing  monthly  bene- 
fits under  the  program,  with  payments  for  1959  estimated  at 
$10  billion;  more  than  72  million  people  are  insured  under  the 
program;  and  some  75  million  workers  are  currently  con- 
tributing toward  future  benefits.  About  9  out  of  10  of  the 
Nation's  workers  are  covered,  and  about  9  out  of  10  of  its 
mothers  and  children  can  look  to  the  program  for  continuing 
income  if  the  family  earner  dies. 

The  financing  of  this  program  is  the  largest  financial 
trusteeship  in  history.  It  involves  in  varying  degree  the  per- 
sonal security  of  practically  all  Americans — not  only  those 
who  have  retired  or  are  nearing  retirement  age  but  those  just 
starting  to  work,  those  who  are  children  today,  and  the  gen- 
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erations  of  the  future.  For  millions  of  Americans  the  social 
security  benefit  will  spell  the  difference  between  deprivation, 
on  the  one  hand,  and  an  assured  income  provided  on  a  basis 
consistent  with  self-respect  and  dignity,  on  the  other.  In- 
volving practically  all  the  people,  as  old-age,  survivors,  and 
disability  insurance  does,  the  program's  financial  operations 
are  large.  It  is  very  important  that  the  program  be  ade- 
quately financed  and  that  orderly  provision  be  made  to  assure 
the  discharge  of  its  obligations. 

The  social  security  system  has  created  for  millions  of  Ameri- 
cans expectations  regarding  their  future  place  in  economic 
society.  These  expectations  could  be  defeated  by  discharg- 
ing the  system's  obligations  in  dollars  having  a  substantially 
lesser  command  of  goods  and  services  than  the  beneficiaries 
have  come  to  count  upon  in  their  personal  planning.  The 
Council  believes  that  the  trusteeship  is  so  large  and  the  num- 
ber of  people  involved  so  great  that  the  defeat  of  beneficiaries' 
expectations  through  inflation  would  gravely  imperil  the  sta- 
bility of  our  social,  political,  and  economic  institutions. 

Although  the  security  of  the  individual  depends  in  part  on 
programs  such  as  old-age,  survivors,  and  disability  insurance 
that  assure  a  source  of  income  when  earnings  stop,  security 
depends  even  more  fundamentally  on  the  continued  ability 
of  our  society  to  produce  a  large  volume  of  goods  and  services 
under  conditions  of  economic  stability.  The  Council  has  not 
considered  it  part  of  its  task  to  evaluate  in  detail  the  effect  of 
this  system  of  social  insurance  on  the  stability  and  produc- 
tivity of  the  economy.  Our  judgment  is,  however,  that  the 
program,  if  maintained  on  a  sound  basis,  can  be  of  great 
benefit  to  the  economy  as  well  as  to  the  individual  citizen. 
We  believe  that  the  almost  universal  acceptance  of  this  pro- 
gram of  social  insurance  is  well-deserved  and  that  it  is  a  per- 
manent institution  in  American  life. 
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II.  The  Major  Finding 


The  method  of  financing  the  old-age,  survivors,  and 
disability  insurance  program  is  sound,  and,  based  on 
the  best  estimates  available,  the  contribution  schedule 
now  in  the  law  makes  adequate  provision  for  meeting 
both  short-range  and  long-range  costs. 

The  Council  finds  that  the  present  method  of  financing 
the  old-age,  survivors,  and  disability  insurance  program  is 
sound,  practical,  and  appropriate  for  this  program.  It  is 
our  judgment,  based  on  the  best  available  cost  estimates, 
that  the  contribution  schedule  enacted  into  law  in  the  last 
session  of  Congress  makes  adequate  provision  for  financing 
the  program  on  a  sound  actuarial  basis. 

The  Council  has  studied  the  estimates  of  the  short-range 
and  long-range  costs  of  the  old-age  and  survivors  insurance 
program,  the  various  demographic  and  other  assumptions 
on  which  they  are  based,  and  the  basic  techniques  used  in 
deriving  the  estimates.1  The  Council  believes  that  the 
assumptions  are  a  reasonable  basis  for  forecasts  extending 
into  the  distant  future,  and  that  the  estimating  techniques 
are  appropriate  and  sound.  The  Council  endorses  the  present 
practice  under  which  both  the  estimating  techniques  and 
the  assumptions  are  re-examined  periodically  to  take  account 
of  emerging  experience  and  changing  conditions. 

It  is  our  judgment  that  the  program  is  in  close  actuarial 
balance  since  the  level-premium  equivalent  of  the  contribu- 

1  Sec  sec.  VII  B  for  a  discussion  of  the  estimates.  The  estimates  referred  to 
throughout  this  report  are  the  official  estimates  of  the  Social  Security  Administra- 
tion. The  latest  estimates  are  contained  in  Actuarial  Cost  Estimates  and  Summary 
of  Provisions  of  the  Old-Age,  Survivors,  and  Disability  Insurance  System  as  Modified 
by  the  Social  Security  Amendments  of  /95S.  Washington:  U.  S.  Government 
Printing  Office,  1958.  The  Report  of  the  Board  of  Trustees  for  the  fiscal  year  1958 
will  be  submitted  to  the  Congress  by  March  i,  1959,  and  will  contain  both  the 
detail  of  the  cost  estimates  and  a  reprint  of  this  report  of  the  Advisory  Council. 
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tion  rates  varies  from  the  estimated  level-premium  cost  by  no 
more  than  one-quarter  of  i  percent  of  covered  payroll.1 
There  is  no  advantage  in  trying  to  achieve  a  closer  balance 
between  estimated  long-range  income  and  outgo,  especially 
since  those  estimates  are  subject  to  periodic  review  and  such 
review  encompasses  the  testing  of  the  adequacy  of  the  sched- 
ule of  contribution  rates.  If  earnings  should  continue  t€ 
rise  in  the  future  as  they  have  in  the  past,  the  level-premium 
cost  of  the  present  benefits,  expressed  as  a  percentage  of 
payroll,  would  be  lower  than  shown  in  the  cost  estimates 
we  have  used. 

The  Council  is  also  pleased  to  report  that  under  the  new 
schedule  of  contributions  and  benefits  not  only  is  the  system 
in  close  actuarial  balance  for  the  long  run,  but  also  after 
1959  the  income  to  the  system  is  estimated  to  exceed  the  outgo 
in  every  year  for  many  years  into  the  future.  We  believe 
that  it  is  important  that  income  exceed  outgo  during  the 
early  years  of  development  of  the  system  as  well  as  that  the 
system  be  in  close  actuarial  balance  over  the  long  range. 

We  have  no  suggestions  for  basic  changes  in  the  present 
plan  of  financing.  We  do,  however,  have  certain  specific 
recommendations  which  we  believe  will  strengthen  the  plan. 

1  The  "level-premium  cost"  is  the  percent  of  covered  payroll  that,  if  charged  from 
now  on  indefinitely  into  the  future,  would  produce  enough  contribution  and  interest 
income  to  the  fund  to  meet  the  cost  of  the  benefit  payments  and  administrative 
expenses.  The  "level-premium  equivalent  of  the  contribution  rates"  is  the  percent 
of  covered  payroll  that,  if  charged  from  now  on  indefinitely  into  the  future,  would 
produce  the  same  amount  of  income  to  the  fund  over  the  long-range  future  as  will 
be  produced  by  the  graded  schedule  of  contribution  rates.  The  level-premium 
cost  of  the  OASI  part  of  the  program  is  8.27  percent  of  payroll  on  the  basis  of  the 
intermediate  cost  estimates;  the  level-premium  equivalent  of  the  contributions  is 
8.02  percent  ol  payroll.  The  level-premium  cost  of  the  disability  insurance  part 
of  the  program  is  0.49  percent  of  payroll;  the  level  premium  equivalent  of  the 
contributions  is  0.50  percent  of  payroll. 
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III.  Summary  of  Other  Findings 
and  Conclusions 


The  Council's  recommendations  are  designed  to  supple- 
ment, not  to  alter,  the  basic  provisions  of  the  existing  fi- 
nancing plan.  Specifically,  the  Council  endorses  the  con- 
tributory principle,  an  interest-earning  fund  on  a  limited 
basis,  investment  of  the  funds  solely  in  United  States  Gov- 
ernment obligations,  and  the  other  major  features  of  the 
present  financial  arrangements. 

The  Council  anticipates  that  further  changes  in  the  social 
security  program  will  be  needed  as  changes  occur  in  the 
labor  force,  wage  levels,  and  doubtless  in  other  factors  that 
in  a  dynamic  economy  will  affect  the  appropriateness  of 
the  program.  Because  of  these  changes  and  such  changes 
as  may  occur  in  the  factors  which  enter  into  the  actuarial 
cost  estimates,  we  believe  there  is  a  need  for  periodic  scrutiny 
of  all  factors  which  in  any  way  affect  the  financing  of  the 
program.  These  factors  include  the  maximum  earnings  base 
for  determining  benefits  and  contributions.  This  maximum 
determines  the  proportion  of  the  Nation's  payrolls  available 
to  finance  the  program  and  is  a  major  factor  in  determining 
the  extent  to  which  the  program  pays  benefits  reasonably 
related  to  the  past  earnings  of  the  individual.  As  a  whole, 
our  recommendations  look  toward  a  continuing  review  of 
the  financial  arrangements  so  that  they,  along  with  the 
other  provisions  of  the  program,  can  be  kept  sound  and 
workable  in  a  changing  economy. 

At  this  time  we  recommend  no  change  in  the  contribution 
schedule.  It  is  not  certain,  however,  that  the  ultimate  rate 
should  go  into  effect  in  1969,  as  provided  in  the  present  law. 
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A  sound  decision  on  whether  there  should  be  a  change  in 
the  amount  or  timing  of  the  increase  scheduled  for  1969 
can  best  be  made  in  the  period  just  before  1969  after  the 
advisory  council  then  serving  has  evaluated  the  question. 

The  Council  suggests  that  greater  emphasis  be  given  in 
the  future  to  estimates  of  the  probable  course  of  the  income 
and  outgo  of  the  system  over  the  then  ensuing  15  or  20  years. 
As  the  program  reaches  a  greater  degree  of  maturity  and 
the  contribution  rate  approaches  the  level  of  a  reasonable 
minimum  estimate  of  the  costs  over  a  period  of  many  decades 
into  the  future,  it  will  be  appropriate,  as  it  has  not  been  in 
the  past,  to  base  financial  decisions  largely  on  what  may  be 
expected  to  take  place  during  the  period  of  15  to  20  years 
thereafter.  Estimates  showing  the  relationship  of  income 
and  outgo  over  the  very  long-range  future  have  been  and 
will  continue  to  be  important  as  a  guide  to  policy  and  neces- 
sary as  a  brake  against  making  commitments  which,  though 
inexpensive  today,  may  have  substantially  greater  costs  in 
the  long-run  future.  As  the  system  matures,  however,  fore- 
casts of  what  will  happen  during  the  shorter  run  will  become 
progressively  more  significant  and  useful. 

The  Council  recommends  certain  changes  in  the  provisions 
governing  the  interest  rate  on  the  special  obligations  issued 
for  purchase  by  the  trust  funds,  and  also  certain  other  changes 
in  the  management  of  the  funds  that  are  designed  to  bring 
their  earnings  more  nearly  into  line  with  earnings  of  private 
investors  in  long-term  Government  bonds. 
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IV.  The  Plan  of  Financing  Old-Age, 
Survivors,  and  Disability  Insurance 

The  plan  of  financing  the  old-age,  survivors,  and  disability 
insurance  program  is  as  follows:  Employees  pay  taxes  on  their 
annual  earnings  up  to  a  maximum  amount — $4,800  beginning 
in  1959.  Each  employer  pays  taxes  at  the  same  rate  on  the 
first  $4,800  paid  to  each  of  his  employees  in  the  year.  Year- 
by-year  costs  will  grow  for  many  years,  and  the  law  provides 
that  tax  rates  will  gradually  increase  from  a  combined  em- 
ployer and  employee  rate  of  5  percent  in  1959  to  an  ultimate 
rate  of  9  percent,  to  be  reached  in  1969.  The  self-employed 
pay  at  a  rate  equal  to  one  and  one-half  times  the  rate  paid 
by  the  employee. 

The  contribution  rates  now  scheduled  are  intended  to  pro- 
vide enough  income  to  meet  all  of  the  costs  of  the  system  into 
the  indefinite  future.  Funds  collected  in  the  early  years  of 
the  program  and  not  needed  for  immediate  benefit  payments 
are  invested  in  United  States  Government  obligations.  The 
interest  earnings  on  these  obligations  are  available  to  help 
pay  for  the  larger  cost  of  the  system  in  later  years.  The 
scheduled  contribution  rates  include  a  fixed  one-half  of 
1  percent  combined  employer-employee  contribution  for  dis- 
ability benefits  for  workers  and  their  dependents  (three- 
eighths  of  1  percent  for  the  self-employed)  and  the  proceeds 
of  this  tax  are  held  in  a  separate  fund.  The  administrative 
expenses  of  the  system,  as  well  as  the  benefits,  are  paid  from 
the  taxes  established  to  finance  the  system. 

In  the  following  pages  the  Council  reports  on  each  aspect 
of  the  financing  plan  described  above:  Contributions  by 
Employees,  Employers,  and  the  Self-Employed ;  The  Earn- 
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ings  Base  for  Contributions  and  Benefits;  The  Schedule  of 
Contribution  Rates;  The  Role  of  the  Trust  Funds;  and  The 
Management  and  Investment  of  the  Trust  Funds. 

V.  Contributions  by  Employees,  Employers, 
and  the  Self-Employed 

A.  The  Council  believes  that,  as  provided  in  present 
law,  a  substantial  part  of  the  cost  of  this  program  should 
be  borne  directly  by  those  who  benefit  from  it. 

The  fact  that  die  worker  pays  a  substantial  share  of  the 
cost  of  the  benefits  provided,  in  a  way  visible  to  all,  is  his  as- 
surance that  he  and  his  dependents  will  receive  the  scheduled 
benefits  and  that  they  will  be  paid  as  a  matter  of  right  with- 
out the  necessity  of  establishing  need.  The  contribution  sets 
the  tone  of  the  program  and  its  administration  by  making 
clear  that  this  is  not  a  program  of  government  aid  given  to 
the  individual,  but  rather  d  cooperative  program  in  which 
the  people  use  the  instrument  of  government  to  provide  pro- 
tection for  themselves  and  their  families  against  loss  of  earn- 
ings resulting  from  old  age,  death,  and  disability.  The 
Council  also  believes  that  the  direct  earmarked  tax  on  pros- 
pective beneficiaries  promotes  a  sense  of  financial  responsi- 
bility. It  is  very  important  that  people  see  clearly  that 
increases  in  protection  necessarily  involve  increases  in  costs 
and  contributions. 

We  believe  that  the  experience  of  the  last  22  years  has 
shown  the  advantages  of  contributory  social  insurance  over 
grants  from  general  tax  funds.  It  is  true  that,  up  to  the  pres- 
ent time,  workers  as  a  group  have  not  contributed  a  large 
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share  of  die  cost  of  their  own  protection.  Most  workers  cov- 
ered in  the  early  years  of  the  program  will  contribute  during 
only  a  part  of  their  working  lifetime,  and,  under  the  gradu- 
ated schedule  in  the  law,  contribution  rates  have  been  low 
relative  to  the  value  of  the  protection  provided.  But  this 
situation  is  changing.  Young  workers  starting  out  under 
the  system  in  recent  years  will  contribute  a  substantial  part 
of  the  cost  of  their  protection. 

B.  The  Council  believes  that  it  is  also  appropriate  for 
a  substantial  part  of  the  cost  of  the  program  to  be  borne 
by  an  employer  contribution  and  for  the  self-employed 
to  pay  a  rate  equal  to  one  and  one-half  times  the  em- 
ployee rate. 

Protecting  the  members  of  the  labor  force  and  their  de- 
pendents against  loss  of  income  from  the  hazards  of  old-age 
retirement,  permanent  and  total  disability,  and  death  is,  at 
least  in  part,  a  proper  charge  on  the  cost  of  production. 
Moreover,  business  enterprises  have  a  significant  stake  in  as- 
suring that  orderly  provision  is  made  to  meet  the  needs  of 
their  employees  and  their  families  for  income  when  their 
working  lives  are  over.  The  earmarked  contribution  for 
social  security  is  a  recognition  of  this  stake.  The  direct  con- 
tribution gives  employers  status  in  the  program  and  a  clear 
right  to  participate  in  the  development  of  the  program  and 
in  the  formation  of  policy. 

The  rate  for  the  self-employed — one  and  one-half  times  the 
rate  paid  by  the  employee — is  a  recognition  of  the  fact  that 
the  self-employed  person,  in  respect  to  his  own  employment, 
has  some  of  the  characteristics  both  of  employee  and  em- 
ployer. The  Council  has  found  no  reason  for  a  change  in 
this  rate. 
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VI.  The  Earnings  Base  for  Contributions 
and  Benefits 


In  an  economy  characterized  by  rising  wages  and  sal- 
aries it  is  necessary  to  give  periodic  review  to  the  maxi- 
mum amount  of  earnings  subject  to  contributions  and 
credited  toward  benefits,  since  this  maximum  determines 
the  proportion  of  the  covered  payrolls  available  to 
finance  the  program  and  is  a  major  factor  in  determining 
the  extent  to  which  the  program  pays  benefits  reasonably 
related  to  the  past  earnings  of  the  individual. 

The  Council  believes  that  it  is  an  essential  part  of  the  con- 
tributory concept  to  have  the  worker  pay  contributions  on 
the  same  amount  of  earnings  as  the  amount  that  is  credited 
to  him  for  benefit  purposes.  Since,  under  a  plan  designed 
for  broad  social  protection,  it  has  not  been  considered  ap- 
propriate to  cover  the  full  earnings  of  very  high-paid  em- 
ployees and  self-employed  persons  and  to  pay  correspond- 
ingly high  benefits,  there  has  always  been  a  maximum  on 
the  amount  of  earnings  subject  to  tax  and  creditable  toward 
benefits.  Exactly  where  this  maximum  should  be  set  is  a 
difficult  question.  It  is  complicated  by  the  fact  that  over  the 
years  wages  and  living  levels  tend  to  rise,  so  that  any  particu- 
lar maximum  set  in  the  law  may  be  soon  outdated. 

When  the  old-age  and  survivors  insurance  program  first 
went  into  operation  in  1937  the  maximum  earnings  base  was 
$3,000,  and  it  remained  at  that  level  until  1951.  In  1938,  the 
first  year  for  which  adequate  data  are  available,  the  full  earn- 
ings of  97  percent  of  all  covered  employees,  and  of  94  percent 
of  regularly  employed  men,  were  included  under  that  maxi- 
mum. As  wage  levels  rose,  the  percentage  of  workers  who 
had  all  their  wages  credited  under  the  program  declined; 
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thus,  by  1950,  instead  of  the  highest-paid  6  percent  of  regu- 
larly employed  men  having  a  part  of  their  wages  excluded, 
57  percent  had  some  of  their  wages  excluded. 

The  maximum  earnings  base  was  raised  to  $3,600,  effective 
in  1951;  to  $4,200,  effective  in  1955;  and  to  $4,800,  effective 
in  1959.  In  1959,  it  is  estimated,  75  percent  of  the  workers 
covered  under  the  program,  and  50  percent  of  the  regularly 
employed  men,  will  have  their  full  earnings  covered  for  both 
contributions  and  benefits. 

Insofar  as  the  maximum  contribution  and  benefit  base  is 
not  increased  as  earnings  rise,  the  proportion  of  payrolls  in 
covered  employment  that  is  taxed  declines.  For  example, 
between  1938  and  1950  the  proportion  dropped  from  92  per- 
cent to  80  percent.  The  proportion  taxed  in  195 1  after  the 
increase  in  the  maximum  to  $3,600  was  84  percent.  It  is  es- 
timated that  the  proportion  taxed  in  1959  will  be  about  83 
percent. 

Benefits  are  a  higher  proportion  of  earnings  at  lower  earn- 
ings levels  than  at  the  higher  levels.  Hence  raising  the 
maximum  contribution  and  benefit  base  without  change  in 
the  benefit  formula  results  in  a  reduction  in  the  percentage 
of  covered  payroll  needed  to  meet  the  long-range  cost  of 
the  system.  The  cost  estimates  underlying  the  contribution 
schedule  can  be  interpreted  to  imply  that  if  earnings  rise 
there  will  be  an  upward  adjustment  of  benefits  and  of  the 
earnings  base.  However,  the  tax  rates  required  for  the  sup- 
port of  the  adjusted  benefits  would  be  higher  than  those  in 
the  present  contribution  schedule  if  the  earnings  base  is  not 
increased  as  earnings  rise. 

The  Council  is  of  the  opinion  that  there  should  be  a  maxi- 
mum on  earnings  taxed  and  credited  toward  benefits;  that 
the  contribution  should  be  levied  on  the  same  amount  of 
earnings  as  the  amount  that  is  credited  for  benefits;  and  that 
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the  maximum  should  be  increased  from  time  to  time  as  wages 
rise.1 

Although  there  is  no  definitive  logic  supporting  $4,800  as 
the  correct  amount — i.  e.,  neither  too  high  nor  too  low — for 
the  maximum  contribution  and  benefit  base,  we  do  not 
recommend  any  further  change  in  the  base  at  this  time,  since 
the  change  to  $4,800  is  just  going  into  effect  in  1959.  We 
assume  that  further  consideration  will  be  given  to  this  maxi- 
mum after  the  effect  of  the  $4,800  figure  has  been  evaluated. 

VIL  The  Schedule  of  Contribution  Kates 

A.  The  Council  endorses  the  contribution  schedule 
in  present  law  on  the  basis  of  the  cost  estimates  we  have 
reviewed.  We  believe  that  the  1959,  I960,  and  1963 
rate  increases  should  go  into  effect  as  scheduled  and  that 
conditions  will  probably  warrant  the  1966  rate  increase 
as  well.  The  last  increase — that  scheduled  for  1969 — 
will  need  to  be  evaluated  in  the  light  of  the  conditions 
current  at  that  time  and  in  the  light  of  the  cost  estimates 
then  available. 

As  a  result  of  the  amendments  of  1958,  the  contribution 
schedule  in  the  law  has  been  speeded  up  and  the  rates  in- 
creased. The  present  schedule,  covering  both  old-age  and 
survivors  insurance  and  disability  insurance,  is  as  follows: 2 

1  The  Council  believes  it  desirable  to  call  specific  attention  to  the  fact  that  in  the 
relation  between  the  tax  on  earnings  and  the  benefits  paid  under  the  old-age,  sur- 
vivors, and  disability  insurance  system  there  is  an  element  of  progressive  income 
taxation.  Covered  workers  who,  together  with  their  employers,  pay  taxes  on  the 
higher  ranges  of  the  creditable  earnings  base  receive  less  than  proportionate  benefit 
rights.  This  serves  to  make  possible  more  than  proportionate  benefits  for  those 
paying  taxes  on  the  lower  range  of  the  creditable  earnings  base. 

As  indicated  in  the  description  of  the  financing  plan,  the  scheduled  contribution 
rates  include  a  fixed  one-half  of  I  percent  combined  employer-employee  contribu- 
tion for  disability  benefits  for  workers  and  their  dependents  (three-eighths  of  i  per- 
cent for  the  self-employed).  The  questions  discussed  in  the  next  several  pages 
relate  largely  to  the  old-age  and  survivors  insurance  program  only  and  grow  out  of 
the  gradual  imposition  of  the  ultimate  rate  for  that  program. 
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Contribution  rate 


Year 

Employers 

Employees 

Self- 
employed 

Percent 

Percent 

Percent 

1959  

?A 

1960-62  

3 

3 

1963-65  

3^ 

3M 

5>< 

1966-68  

4 

4 

6 

1969  and  thereafter  

4K 

4M 

6* 

The  Council  is  agreed  that  a  graded  contribution  schedule 
is  sound  policy.  It  is  true  that  the  ultimate  rate  is  somewhat 
increased  by  the  loss  of  interest  on  funds  which  would 
otherwise  have  been  accumulated  by  the  application  of  an 
earlier  high,  level  rate.  We  believe,  however,  that  this  loss 
is  of  far  less  significance  than  would  be  the  effect  of  the  sudden 
imposition  of  the  full  rate  necessary  to  support  the  program. 

The  Council  is  also  agreed  that  the  rates  should  be  high 
enough  in  the  early  years  of  the  program  to  cover  at  least 
year-by-year  disbursements.  Disbursements  will  ultimately 
be  substantially  greater  than  they  are  now,  and  we  believe 
there  is  no  justification  for  current  contributors  paying  less 
than  enough  to  cover  current  disbursements.  Moreover, 
many  people  were  disturbed  to  have  the  outgo  from  the  Old- 
Age  and  Survivors  Insurance  Trust  Fund  greater  than  the 
income  in  1957  and  1958,  and  in  prospect  in  1959.  We  are 
therefore  in  complete  accord  with  the  action  taken  by  the 
Congress  to  increase  the  rates  in  1959  and  i960.  These 
changes  are  necessary  to  avoid  an  excess  of  outgo  over  income 
in  i960  and  in  the  next  several  years. 

The  Council  also  believes  that  the  rate  increase  provided  by 
the  new  schedule  for  1963  is  justified  by  all  the  evidence  now 
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available.  Although  it  might  prove  possible  to  postpone  the 
1963  increase  for  a  year  or  two,  it  is  nevertheless  clear  that  a 
rate  increase  will  be  needed  soon  after  1963,  if  not  in  that  year, 
to  prevent  outgo  from  again  exceeding  income.  We  believe 
that  there  is  merit  in  maintaining  the  schedule  in  the  law 
unless  and  until  there  is  a  strong  case  for  change. 

Probably  the  increase  scheduled  for  1966  will  not  be  neces- 
sary at  that  time  to  provide  income  in  excess  of  outgo.  Its 
effect,  unless  significant  changes  occur,  will  be  to  increase 
fund  accumulation.1  Although  the  Council  does  not  regard 
building  of  a  large  fund  as  a  primary  goal,  we  nevertheless 
believe  that  it  will  prove  desirable  to  have  the  1966  rate  go  into 
effect.  It  will  further  the  objective  that  the  person  who  gets 
the  protection  should  pay  a  substantial  part  of  the  cost  of  the 
protection.  It  will  hasten  the  approach  to  the  payment  of 
the  full  rate  necessary  to  support  the  system  and  will  increase 
public  understanding  of  its  costs.  It  will  reduce  the  shifting 
of  costs  to  future  members  of  the  system.  Before  the  1966 
rate  is  scheduled  to  go  into  effect,  however,  other  advisory 
councils  will  have  the  opportunity  to  consider  the  timing  of 
the  introduction  of  this  rate  in  the  light  of  cost  estimates  and 
conditions  current  at  that  time. 

Under  the  set  of  cost  estimates  we  used  for  evaluating  the 
contribution  rate  schedule,  if  the  employer-employee  con- 
tribution rate  of  8  percent  for  the  combined  old-age,  sur- 
vivors, and  disability  insurance  system  scheduled  for  1966 
goes  into  effect  in  that  year  the  income  to  the  Old-Age  and 
Survivors  Insurance  Trust  Fund  will  exceed  outgo  until  1982. 

1  Some  have  argued  that  an  excess  of  income  over  outgo  may  have  bad  economic 
effects.  Whether  the  economic  effects  are  good  or  bad  will  depend  on  the  general 
economic  situation  at  the  time  and  on  the  fiscal  policies  of  the  Government.  In 
any  event,  the  amounts  by  which  the  fund  is  increased  in  any  year  would  in  all 
probability  be  too  small  to  have  any  effects  on  the  economy  that  would  be  serious 
or  that  could  not  be  readily  compensated  through  other  governmental  action. 
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Under  other  sets  of  estimates  that  we  examined,  such  income 
will  exceed  outgo  for  a  period  of  from  12  years  after  1965 
(under  estimates  showing  high  costs)  to  about  80  years 
(under  estimates  showing  low  costs).  In  view  of  the  likeli- 
hood that  an  increase  above  the  1966  rate  will  not  be  needed 
to  cover  the  year-by-year  costs  of  the  program  for  a  consid- 
erable period  of  time,  we  are  doubtful  whether  the  9  percent 
rate  should  go  into  effect,  as  scheduled,  in  1969.1  However, 
we  are  not  recommending  that  any  change  be  made  now  in 
the  schedule  of  contribution  rates  in  present  law.  Instead, 
we  recommend  that  future  advisory  councils,  in  the  light  of 
conditions  current  at  the  time  of  their  inquiries,  give  study 
to  the  timing  and  level  of  any  contribution  rate  increase  to  be 
made  after  the  one  bringing  the  rate  to  8  percent. 

Once  the  rate  currently  charged  approaches  the  level  of  a 
reasonable  minimum  estimate  of  the  costs  over  a  period  of 
many  decades  into  the  future,  decisions  about  the  imposition 
of  further  rate  increases  should  be  guided,  in  our  judgment, 
largely  by  conditions  expected  in  the  15-  or  20-year  period 
immediately  ahead,  including  the  size  of  the  trust  fund. 
Under  such  a  plan  a  judgment  of  whether  the  last  step-up  in 
the  contribution  schedule  should  go  into  effect  in  1969  can 
be  best  made  just  prior  to  that  time. 

1  It  is  recognized,  of  course,  that  if  the  long-range  estimates  were  to  remain 
unchanged  but  the  imposition  of  the  ultimate  rate  were  postponed  beyond  1969, 
a  contribution  schedule  showing  the  system  in  actuarial  balance  would,  because  of 
this  delay,  have  an  ultimate  employer-employee  rate  above  the  9  percent  in  present 
law  for  the  combined  old-age,  survivors,  and  disability  insurance  system.  For 
example,  if  the  1969  rate  increase  were  postponed  until  1982,  when,  according 
to  the  cost  estimates  we  have  used  for  evaluating  the  contribution  schedule,  an 
increase  would  be  needed  to  prevent  disbursements  from  exceeding  income,  then 
a  9.89  percent  rate  would  be  needed  in  2025  and  thereafter  to  produce  the  same 
degree  of  long-range  actuarial  balance  as  the  schedule  in  present  law. 
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B.  The  Council  believes  that  the  establishment  of  a 
contribution  schedule  in  the  law  based  on  the  concept 
of  long-range  actuarial  balance  is  sound  policy  and 
should  be  continued.  However,  future  decisions  con- 
cerning the  financing  of  the  program  should  increas- 
ingly take  into  account  estimates  of  trust  fund  income 
and  outgo  over  the  ensuing  15  or  20  years  based  on 
expected  earnings  and  employment  levels  and  on  demo- 
graphic developments. 

The  Council  endorses  the  long-standing  practice  adopted 
by  Congress  of  including  in  the  law  a  contribution  schedule 
which  according  to  the  cost  estimates  places  the  system  sub- 
stantially in  actuarial  balance  into  the  indefinite  future.  We 
believe  this  procedure  to  be  the  best  way  of  making  people 
conscious  of  the  long-range  cost  of  the  current  provisions  of 
the  program  and  of  the  cost  of  proposals  to  modify  the 
present  program. 

The  long-range  estimates  of  the  cost  of  the  program  are 
presented  in  the  form  of  a  range,  showing  the  effect  of  as- 
sumptions resulting  in  high  costs,  and  other  assumptions 
resulting  in  low  costs.  Reflecting  the  great  uncertainties 
attached  to  costs  that  may  develop  in  the  more  distant 
future,  these  estimates  indicate  a  broad  spread  in  the  possible 
range  of  program  costs  toward  the  end  of  the  present  century 
and  in  the  first  half  of  the  next  century.  For  purposes  of 
financial  planning,  the  practice  has  been  to  take  an  average 
of  the  high-cost  and  low-cost  estimates  to  obtain  so-called 
intermediate  cost  estimates.  On  the  basis  of  these  inter- 
mediate cost  estimates  a  schedule  of  contribution  rates  is  de- 
veloped to  provide  contribution  income  sufficient  to  meet  the 
costs  of  the  system  as  they  fall  due  from  the  present  into  the 
long-range  future.  The  Council  has  examined  these  esti- 
mates and  believes  that  the  assumptions  on  which  they  are 
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based  are  reasonable  and  that  the  methods  used  in  making 
them  are  sound. 

The  long-range  cost  estimates,  based  as  they  are  on  assump- 
tions reflecting  the  possible  variations  in  long-range  trends  in 
such  cost  factors  as  fertility,  mortality,  retirement  rates,  and 
family  composition,  while  producing  a  wide  range  in  possible 
costs  several  decades  ahead,  show  a  fairly  narrow  range  in 
possible  costs  in  the  shorter-run  future.  This  is  because  the 
economic  factors  which  may  show  significant  ups  and  downs 
in  the  short  run  are  assumed  in  the  long-range  estimates  to 
have  a  smooth  trend.  Thus,  for  example,  the  estimates 
assume  that  the  volume  of  employment  will  average  out  over 
the  long  run  somewhat  below  full  employment.  The  esti- 
mates also  assume  that  average  annual  earnings  will  remain 
level.1  However  reasonable  these  assumptions  may  be  for 
the  long-range  estimates,  they  cannot  be  used  for  estimates 
designed  to  show  expected  operations  over  a  short-run  period. 
Here  the  possibh  variations  arising  from  the  economic  factors 
will  be  very  significant,  and  the  Council  believes  that  there 
is  need  for  cost  estimates  that  take  these  economic  factors  into 
account. 

As  stated  above,  the  Council  believes  that  when  the  con- 
tribution rate  approaches  the  level  of  a  reasonable  minimum 
estimate  of  the  costs  over  a  period  of  many  decades  into  the 
future,  decisions  about  die  imposition  of  further  rate  increases, 

1  The  assumption  that  average  earnings  will  remain  level  is  not,  of  course,  in 
accord  with  what  has  been  happening  in  this  country  throughout  its  history.  If 
average  earnings  do  in  fact  continue  to  rise  and  if  no  changes  are  made  in  benefit 
levels,  the  costs  of  the  program,  expressed  as  a  percentage  of  payroll,  will  be 
lower  than  those  shown  in  the  estimates.  In  this  sense  it  can  be  said  that  the 
estimates  overstate  the  costs  of  the  benefit  provisions  now  in  the  law.  As  a  prac- 
tical matter,  however,  it  may  be  expected  that,  as  average  earnings  continue  to 
rise,  there  will  be  an  upward  adjustment  of  benefits.  If  the  added  cost  resulting 
from  such  adjustment  is  sufficient  to  balance  the  reduction  in  the  cost  of  the 
program  that  results  from  rising  average  earnings,  the  level-premium  cost  of  the 
program,  expressed  as  a  percentage  of  payroll,  will  be  the  same  as  is  shown 
in  the  estimates. 
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if  needed,  should  be  guided  largely  by  estimates  covering  a 
period  of  15  or  20  years.  Like  the  estimates  covering  the 
period  of  5  future  years  that  are  presented  in  the  Annual 
Reports  of  the  Board  of  Trustees,  these  15-  or  20-year  fore- 
casts should  be  based  on  assumptions  which  take  into  account 
future  developments  with  respect  to  economic  as  well  as 
population  changes. 

VIII.  The  Role  of  the  Trust  Funds 

A.  The  Council  approves  of  the  accumulation  of  funds 
that  are  more  than  sufficient  to  meet  all  foreseeable 
short-range  contingencies,  and  that  will  therefore  earn 
interest  in  somewhat  larger  amounts  than  would  he 
earned  if  the  funds  served  only  a  contingency  purpose. 
The  Council  concludes,  however,  that  a  "full"  reserve  is 
unnecessary  and  does  not  believe  that  interest  earnings 
should  be  expected  to  meet  a  major  part  of  the  long- 
range  benefit  costs. 

Income  not  currently  needed  for  benefits  is  held  in  two 
trust  funds — the  Old-Age  and  Survivors  Insurance  Trust 
Fund  and  the  Disability  Insurance  Trust  Fund.  These  trust 
funds  serve  two  primary  purposes:  (1)  they  are  contingency 
reserves  for  use  in  temporary  situations  when  current  income 
is  less  than  current  outgo;  and  (2)  they  are  a  source  of  invest- 
ment income  which  helps  pay  the  benefits  and  administrative 
costs  of  the  program. 

As  contingency  reserves,  the  assets  of  the  trust  funds  are 
available,  when  needed,  to  supplement  current  receipts  in 
periods  when  disbursements  may  temporarily  rise  above  in- 
come. The  Council  believes  the  trust  funds  are  and  will 
continue  to  be  larger  than  would  be  required  for  contingency 
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purposes  alone.  Both  the  trust  funds  are  expected  to  grow  for 
many  years  and  should  remain  well  in  excess  of  foreseeable 
contingency  needs. 

Although  larger  than  needed  for  contingency  purposes, 
the  trust  funds  will  continue  to  be  considerably  less  than 
would  be  required  under  "full  reserve"  financing,  often  used 
for  private  pension  plans.  The  "full  reserve"  basis  contem- 
plates the  accumulation  during  an  initial  period  of  very  sub- 
stantial funds  which,  if  the  pension  plan  were  to  cease  oper- 
ating, would  be  available  to  discharge  existing  liabilities. 
These  are  liabilities  to  the  then  current  beneficiaries  and  the 
liabilities  accrued  to  date  for  those  still  in  active  employment. 
In  a  national  compulsory  social  insurance  program  it  can 
properly  be  assumed  that  the  program  will  continue  to  col- 
lect contributions  and  to  pay  benefits  indefinitely  into  the 
future.  The  old-age,  survivors,  and  disability  insurance  pro- 
gram therefore  does  not  need  a  full  reserve.  It  may  be  con- 
sidered to  be  in  actuarial  balance  when  estimated  future  in- 
come from  contributions  and  from  interest  on  the  invest- 
ments of  the  accumulated  trust  funds  will,  over  the  long  run, 
support  the  estimated  disbursements  for  benefits  and  admin- 
istrative expenses. 

Although  the  Old-Age  and  Survivors  Insurance  Trust 
Fund  will  be  only  a  fraction  of  the  "full  reserve,"  as  defined 
above,  it  will  grow  to  considerable  size  and  play  a  significant 
role  as  an  interest-earning  fund.  Interest  will,  of  course,  be 
available  to  help  pay  benefit  costs  and  to  some  extent  will 
make  later  contribution  rates  lower  than  they  would  other- 
wise have  to  be.  Interest  earnings  since  the  program  began, 
in  1937,  have  already  totaled  over  $5  billion. 

In  a  dynamic  system  of  social  insurance,  the  significance 
of  the  role  played  by  an  interest-earning  fund  is  quite  differ- 
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ent  from  what  it  would  be  under  a  static  system.  If  benefits 
are  adjusted  upward  as  earnings  levels  rise,  then  the  interest 
earnings  on  a  fund  of  any  given  size  will  meet  a  decreasing 
proportion  of  benefit  costs.  In  the  light  of  potential  increases 
in  earnings  and  benefits  as  decades  pass,  we  believe  it  unwise 
to  count  on  interest  to  meet  a  major  part  of  the  costs  of  the 
program  in  the  far-distant  future. 

We  see  no  merit  in  the  provision  of  present  law  which  re- 
quires the  Trustees  to  report  to  the  Congress  whenever,  in 
the  course  of  the  next  5  years,  it  is  expected  that  either  of  the 
trust  funds  will  exceed  three  times  expenditures  in  any  one 
year.  The  implication  of  the  provision  is  that  the  trust 
funds  should  not  be  allowed  to  exceed  the  result  of  this  for- 
mula. We  do  not  believe  that  the  trust  funds  should  be  held 
to  any  arbitrary  relationship  to  expected  annual  expenditures, 
and  we  recommend  that  the  provision  be  repealed. 

B.  The  investment  of  the  trust  funds  in  United  States 
Government  obligations  is  a  proper  use  of  the  excess  of 
income  over  outgo  for  the  benefit  of  the  contributors  to 
the  funds.  The  trust  funds  are  properly  kept  separate 
from  the  general  fund  of  the  Treasury  and  have  the 
same  lender  status  as  other  investors  in  Federal  securities. 

The  Council  is  aware  that  there  is  some  misunderstanding 
concerning  the  nature  of  the  trust  funds  of  the  program  and 
their  distinct  separation  from  the  general  Treasury  account. 
The  members  are  in  unanimous  agreement  with  the  advisory 
councils  of  1938  and  1948  that  the  present  provisions  regard- 
ing the  investment  of  the  moneys  in  these  trust  funds  do  not 
involve  any  misuse  of  these  moneys  or  endanger  the  funds  in 
any  way,  nor  is  there  any  "double  taxation"  for  social 
security  purposes  by  reason  of  the  investment  of  these  funds 
in  Government  obligations. 
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Each  of  these  trust  funds  is  kept  completely  separate  from 
all  other  funds  in  the  Treasury.  The  income  and  disburse- 
ments of  the  Old-Age  and  Survivors  Insurance  Trust  Fund 
and  the  Disability  Insurance  Trust  Fund  are  not  included  in 
the  administrative  budget  of  the  Government.  Instead,  the 
President  reports  their  operations  separately  in  his  Budget 
Message  to  Congress.  The  debt  obligations  held  by  the  trust 
funds  are  shown  in  Treasury  reports  as  part  of  the  Federal 
debt,  and  interest  payments  on  these  obligations  are  regularly 
made  by  the  Treasury  to  the  trust  funds.  The  securities  are 
sold  or  redeemed  whenever  necessary  to  obtain  cash  for  dis- 
bursement by  these  funds. 

When  the  trust  fund  receipts  not  needed  for  current  dis- 
bursements are  invested  in  Government  securities,  the  funds 
are  lenders  and  the  United  States  Treasury  is  the  borrower. 
The  trustees  of  the  funds  receive  and  hold  Federal  securities 
as  evidence  of  these  loans.  These  Government  obligations  are 
assets  of  the  funds,  and  they  are  liabilities  of  the  United  States 
Government,  which  must  pay  interest  on  the  money  borrowed 
and  must  repay  the  principal  when  the  securities  are  re- 
deemed or  mature. 

The  marketable  securities  held  by  the  funds  are  identical 
in  every  way  with  Federal  bonds  bought  and  sold  on  the  open 
market  by  other  investors  in  Federal  securities.  The  special 
obligations  issued  directly  to  the  funds  are  public  debt  obliga- 
tions backed  by  the  full  faith  and  credit  of  the  United  States. 
Interest  on,  and  the  proceeds  from  the  sale  or  redemption  of, 
securities  held  by  each  of  the  two  trust  funds  are  credited  to 
and  form  a  part  of  each  fund.  Thus  the  trust  funds  are 
completely  separate  from  the  general  fund  of  the  Treasury 
and  have  the  same  status  as  lenders  that  other  investors  in 
Federal  securities  have. 
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The  confusion  that  there  is  "double  taxation"  for  social 
security  purposes  arises  because,  in  addition  to  paying  social 
security  taxes,  people  must  also  pay  taxes  to  pay  interest  on, 
and  repay  the  principal  amount  of,  the  obligations  held  by  the 
trust  funds.  But  the  taxes  that  must  be  raised  to  pay  interest 
on  these  obligations,  or  to  repay  the  principal,  are  not  levied 
for  social  security  purposes.  They  are  levied  to  meet  the  costs 
of  the  defense  program  and  the  other  purposes  for  which  the 
borrowed  money  was  expended  by  the  Treasury  in  accordance 
with  congressional  appropriations.  If  the  trust  funds  did 
not  exist,  money  for  these  purposes  would  have  been  borrowed 
from  other  sources,  and  in  this  case,  too,  taxes  would  have  to 
be  raised  to  pay  interest  and  principal  on  the  borrowings. 
The  purchase  of  Government  obligations  by  the  trust  funds  is 
financially  sound  in  relation  to  both  the  social  security  pro- 
gram and  the  fiscal  operations  of  the  Federal  Government. 


IX.  The  Management  and  Investment 
of  the  Trust  Funds 

A.  The  investment  of  the  trust  funds  should  continue 
to  be  restricted  to  interest-bearing  obligations  of  the 
United  States  Government  or  to  obligations  guaranteed 
as  to  principal  and  interest  by  the  United  States. 

The  Council  recommends  that  investment  of  the  trust 
funds  should,  as  in  the  past,  be  restricted  to  obligations  of 
the  United  States  Government.  Departure  from  this  prin- 
ciple would  put  trust  fund  operations  into  direct  involvement 
in  the  operation  of  the  private  economy  or  the  affairs  of 
State  and  local  governments.    Investment  in  private  business 
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corporations  could  have  unfortunate  consequences  for  the 
social  security  system — both  financial  and  political — and 
would  constitute  an  unnecessary  interference  with  our  free 
enterprise  economy.  Similarly,  investment  in  the  securities 
of  State  and  local  governments  would  unnecessarily  involve 
the  trust  funds  in  affairs  which  are  entirely  apart  from  the 
social  security  system. 

B.  The  investment  of  the  trust  funds  should  be  in 
obligations  having  maturities  which  reasonably  reflect 
the  long-term  character  of  the  funds. 

The  bulk  of  the  assets  of  the  trust  funds  will  be  on  con- 
tinuous loan  to  the  Federal  Treasury,  and  therefore  the  funds' 
investments  are  essentially  long-term  in  character.  The  ma- 
turities of  special  issues  should  reflect  this  fact.  Before  the 
1956  amendments  to  the  Social  Security  Act,  the  law  included 
no  provision  regarding  the  maturities  of  special  obligations 
issued  for  purchase  by  the  trust  funds.  Up  to  that  time, 
special  issues  had  been  5-year  notes  or  i-year  (or  less)  cer- 
tificates of  indebtedness.  The  1956  amendments  added  the 
provision  that  special  issues  shall  have  ".  .  .  maturities  fixed 
with  due  regard  for  the  needs  of  the  trust  funds.  .  .  ."  This 
requirement  has  been  interpreted  by  the  Managing  Trustee 
to  mean  maturities  of  5  years  or  longer.  Accordingly,  he 
inaugurated  a  program  to  lengthen  gradually  the  maturities 
of  special  obligations  issued  to  the  trust  funds.  The  special 
issues  held  by  the  funds  on  June  30,  1958,  consisted  of  i-year 
certificates,  2-  to  5-year  notes,  and  6-  to  10-year  bonds. 
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C.  Each  special  obligation  issued  for  purchase  by  the 
trust  funds  should  carry  a  rate  of  interest  that,  in  prin- 
ciple, equals  the  rate  of  return  being  realized  by  invest- 
ors who  purchase  long-term  Government  securities  in 
the  open  market  at  the  time  the  special  obligation  is 
issued? 

The  Council  believes  the  rate  of  return  on  trust  fund  invest- 
ments in  special  issues  should  be  comparable  to  what  the 
Treasury  would  have  to  pay  for  long-term  money  if  bor- 
rowed from  other  investors.  Such  a  rate  of  return  seems  to 
us  the  way  to  avoid  either  a  financial  advantage  or  disad- 
vantage to  the  funds.  Such  a  rate  on  special  issues  would  go 
a  long  way  toward  eliminating  any  conflict  of  interest  that 
might  be  encountered  by  the  Secretary  of  the  Treasury,  acting 
both  as  the  principal  fiscal  officer  of  the  Government  and  as 
manager  of  the  trust  funds,  in  deciding  whether  to  invest 
trust  fund  assets  in  marketable  obligations  or  in  special  issues. 

The  provision  in  the  present  law  for  setting  the  interest 
rate  on  the  special  issues  needs  revision  in  order  to  make 
possible  the  attainment  of  this  policy.  The  present  law  re- 
quires that  special  obligations  issued  for  purchase  by  the 
trust  funds  bear  interest  at  a  rate  equal  to  the  average  rate 
of  interest,  computed  as  of  the  end  of  the  month  preceding 
the  date  of  issue,  on  all  marketable  interest-bearing  public 
debt  obligations  that  are  not  due  or  callable  until  after  the 
expiration  of  5  years  from  date  of  original  issue.  The  interest 
rate  on  special  obligations  issued  to  the  trust  funds  at  the 
beginning  of  fiscal  year  1959  was  2%  percent.  During  recent 
years  about  nine-tenths  of  the  Old-Age  and  Survivors  Insur- 
ance Trust  Fund  investments  have  been  in  special  obligations; 

1  It  is  recognized  that  the  Managing  Trustee  may  need  to  keep  a  minor  part 
of  the  funds  in  short-term  securities,  at  an  interest  rate  appropriate  thereto,  to 
meet  immediate  prospective  needs. 
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on  June  30, 1958,  about  95  percent  of  the  Disability  Insurance 
Trust  Fund  investments  were  in  special  obligations. 

The  Council  endorses  the  policy  in  present  law  which 
relates  the  interest  rate  on  special  obligations  to  the  interest 
rate  on  long-term  marketable  obligations.  This  policy  cor- 
rectly identifies  the  special  obligations  as  being  primarily 
long-term  investments. 

We  recommend,  however,  that  two  changes  be  made  in  the 
law  in  order  that  the  rate  of  return  on  special  obligations 
be  as  nearly  as  possible  equal  to  the  rate  being  realized  by 
investors  who  purchase  long-term  Government  securities  in 
the  open  market  at  the  time  such  a  special  obligation  is  issued. 
The  rate  on  each  special  obligation  should  be  made  equal  to 
the  average  mar\et  yield  on  long-term  marketable  Federal 
obligations  outstanding  when  the  special  obligation  is  issued, 
rather  than  to  the  average  coupon  rate  of  such  marketable 
obligations.  This  change  would  cause  the  interest  rate  on 
the  obligations  issued  for  purchase  by  the  trust  funds  to  re- 
flect the  market  rate  of  return  prevailing  at  the  time  of 
issuing  any  given  block  of  securities  to  the  trust  funds.  The 
average  yield  should  be  computed  on  the  basis  of  market 
quotations  in  a  recent  past  period,  such  as  the  month  pre- 
ceding the  special  issue,  and,  as  at  present,  the  average  so 
computed  should  be  rounded  to  the  nearest  one-eighth  of 
1  percent. 

The  second  change  we  recommend  is  that  the  interest  rate 
fixed  for  a  special  obligation  should  be  based  on  the  average 
rate  of  return  on  all  outstanding  marketable  Federal  obliga- 
tions that  will  mature  more  than,  say,  5  years  after  the  date 
of  the  special  issue,  rather  than  on  all  bonds  that  are  not 
due  or  callable  until  after  5  years  from  the  date  when  they 
were  originally  issued.1    This  change  is  necessary  to  eliminate 

1  Sec  footnote  on  page  24. 
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from  the  computation  those  bonds  which  have  in  fact  become 
short-term  obligations. 

In  adjusting  to  the  proposed  new  statutory  formula,  we 
believe  a  gradual  and  orderly  transition  over  a  period  of  sev- 
eral years  would  be  desirable.  We  recommend,  therefore, 
that  before  the  new  formula  becomes  effective  the  present 
maturity  distribution  of  the  special  obligations  held  in  the 
funds  be  reviewed  and,  if  need  be,  adjusted  to  carry  out  this 
broad  objective. 

D.  Investment  of  the  trust  funds,  as  at  present,  should 
be  either  in  special  issues  or  in  public  issues,  but  the 
statute  should  be  amended  to  provide  that  public  issues 
may  be  acquired  only  when  they  will  provide  currently 
a  yield  equal  to  or  greater  than  the  yield  that  would  be 
provided  by  the  alternative  of  investing  in  special  issues. 

With  the  adoption  of  a  statutory  formula  giving  to  the 
trust  funds  a  return  based  on  market  rates  of  interest,  we 
believe  it  is  proper  for  the  bulk  of  the  funds  to  be  invested  in 
special  obligations.  Investment  in  special  issues  has  the 
great  advantage  of  avoiding  disturbances  of  the  capital  mar- 
ket. At  the  same  time,  the  Council  believes  that  it  would 
be  desirable  to  continue  to  allow  the  Managing  Trustee  to 
invest  in  public  issues  when  he  finds  that  it  is  in  the  public 
interest  to  do  so,  provided  such  investment  would  involve  no 
sacrifice  of  income  to  the  funds. 

From  time  to  time,  circumstances  arise  in  which  invest- 
ment of  trust  fund  assets  in  public  obligations  may  be  in  the 
public  interest.  At  a  time  of  declining  bond  prices,  for 
example,  purchase  of  public  issues  on  the  open  market  may 
help  preserve  the  asset  value  of  Federal  securities  held  by 
private  investors.    It  may  also  assist  the  Treasury  Depart- 
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ment  in  the  sale  of  new  issues  of  Federal  securities  at  a  time 
when  the  market  for  Government  bonds  is  unfavorable. 

We  recognize  that  it  has  been  the  practice  of  the  Managing 
Trustee  to  purchase  marketable  obligations  for  the  trust  funds 
only  if  the  current  yields  on  the  marketable  obligations  exceed 
what  would  be  obtained  by  purchasing  special  obligations. 
The  Council  believes,  however,  that  it  would  be  desirable  to 
make  this  practice  a  statutory  obligation.  The  Council  there- 
fore recommends  adoption  of  a  provision  allowing  purchase 
of  marketable  securities  only  when  such  purchase  is  in  the 
public  interest  and  would  provide  currently  a  yield  equal  to 
or  greater  than  the  alternative  of  investing  in  special  issues. 
This  provision  would  supersede  the  present  statutory  provi- 
sion that  special  issues  shall  be  purchased  only  if  it  is  not 
in  the  public  interest  for  the  trust  funds  to  purchase  other 
Federal  securities. 

E.  The  law  should  be  amended  to  state  that  the  Board 
of  Trustees  as  a  whole  has  the  responsibility  to  review 
the  general  policies  followed  in  managing  the  trust 
funds,  and  to  recommend  changes,  as  needed,  in  the 
provisions  of  the  law  that  govern  the  way  in  which  the 
trust  funds  are  to  be  managed.  In  keeping  with  the 
nature  of  its  responsibilities,  the  intervals  between  meet- 
ings of  the  Board  should  be  not  more  than  6  months. 

The  Council  believes  that  the  present  statutory  provision 
giving  full  authority  for  management  of  the  operations  and 
investments  of  the  trust  funds  to  the  Secretary  of  the  Treasury 
as  Managing  Trustee  is  sound.  Generally  the  Secretary  of 
the  Treasury,  by  reason  of  his  position  and  experience,  is  the 
person  in  the  Government  who  is  best  equipped  for  this  re- 
sponsibility.  However,  the  Council  believes  that  all  members 
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of  the  Board  of  Trustees  should  participate  in  the  review  of 
the  general  policies  followed  in  the  management  of  the  trust 
funds.  We,  therefore,  recommend  an  amendment  to  the  law 
to  give  more  specific  recognition  to  the  responsibility  of 
trusteeship  of  all  members  of  the  Board  and  to  require  that 
the  intervals  between  meetings  be  not  more  than  6  months. 

F.  The  Council  has  examined  broadly  the  way  ad- 
ministrative expenses  are  charged  to  the  trust  funds  and 
the  financial  provisions  relating  to  the  Railroad  Retire- 
ment Account  and  to  the  coverage  of  the  members  of 
the  armed  forces  and  believes  that  the  arrangements  are 
fair. 

The  Council  believes  that  the  trust  funds  should  be  treated 
in  all  respects  as  funds  held  in  trust,  bearing  their  proper 
share  of  expense  but  not  operating  so  as  to  subsidize  other 
activities  of  government. 

The  Council  did  not  look,  in  great  detail,  into  the  question 
of  the  charging  of  administrative  expenses,  but  we  believe 
that  with  relatively  minor  exceptions  all  administrative  costs 
are  being  charged  to  the  trust  funds.  These  include  the  ad- 
ministrative expenses  of  the  Bureau  of  Old-Age  and  Survivors 
Insurance,  the  expenses  incurred  by  the  Internal  Revenue 
Service  in  the  collection  of  social  security  taxes,  and  expenses 
incurred  by  other  units  of  the  Department  of  Health,  Educa- 
tion, and  Welfare  and  of  the  Treasury  Department  in  con- 
nection with  old-age,  survivors,  and  disability  insurance.  The 
administrative  expenses  of  the  total  program,  although 
charged  to  the  respective  trust  funds,  are  subject  to  the  regular 
appropriation  procedures  of  Congress. 

Under  the  195 1  amendments  to  the  Railroad  Retirement 
Act,  wage  credits  accumulated  under  the  railroad  retirement 
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system  by  workers  who  die  or  retire  with  less  than  10  years 
of  railroad  employment  are  transferred  to  the  workers'  ac- 
counts under  the  old-age,  survivors,  and  disability  insurance 
program.  Benefit  payments  are  made  by  the  old-age,  sur- 
vivors, and  disability  insurance  program  on  the  basis  of  the 
combined  earnings  records.  Retirement  and  disability  bene- 
fits are  payable  under  both  programs  to  workers  with  10  or 
more  years  of  railroad  service  who  also  qualify  under  old-age, 
survivors,  and  disability  insurance.  The  survivors  of  workers 
with  10  or  more  years  of  railroad  service  receive  benefits  under 
one  program  or  the  other  based  on  combined  wage  records. 
Each  year  the  two  agencies  jointly  determine  the  amount  of 
money  which,  if  transferred  from  the  Railroad  Retirement 
Account  to  the  Old-Age  and  Survivors  Insurance  Trust  Fund 
or  vice  versa,  would  place  the  trust  fund  in  the  same  position 
it  would  have  been  in  if  railroad  employment  had  always  been 
covered  under  the  Social  Security  Act.  The  amount  so  de- 
termined is  transferred.  There  is  provision  for  similar  an- 
nual interchanges  between  the  Railroad  Retirement  Account 
and  the  Disability  Insurance  Trust  Fund  beginning  with  the 
fiscal  year  1958.  This  is  an  arrangement  which  seems  to  us 
to  be  fair  to  both  programs. 

Beginning  January  1,  1957,  contributory  coverage  was  ex- 
tended to  members  of  the  uniformed  services.  Noncontribu- 
tory  wage  credits  of  $160  a  month  have  been  provided  to  per- 
sons who  served  in  the  armed  forces  from  September  16, 
1940,  through  December  31, 1956.  In  addition,  provision  had 
been  made  for  noncontributory  survivors  insurance  protec- 
tion for  certain  World  War  II  veterans  for  a  period  of  3  years 
following  their  discharge  from  the  armed  forces.  The  Old- 
Age  and  Survivors  Insurance  Trust  Fund  received  reim- 
bursements from  the  general  fund  of  the  Treasury  for  the 
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additional  costs  of  these  survivor  benefits  paid  before  Sep- 
tember i,  1950.  Under  the  1956  amendments,  the  additional 
costs  of  the  survivor  benefits  after  August  31,  1950,  and  all 
past  and  future  expenditures  arising  from  the  noncontribu- 
tory  military  wage  credits,  will  be  met  by  reimbursements 
from  the  general  fund  to  the  appropriate  trust  funds.  These 
reimbursements  should  not  be  regarded  as  a  Government 
contribution  or  as  a  departure  from  the  policy  of  self-support. 
Instead,  these  contributions  are  made  by  the  United  States 
Government  from  general  funds  in  its  capacity  as  employer 
of  the  members  of  the  armed  forces. 

X.  Conclusion 

In  conclusion,  the  Council  would  reiterate  what  we  have 
said  earlier  in  this  report:  In  a  dynamic  society  a  program 
of  old-age,  survivors,  and  disability  insurance  requires  peri- 
odic review  of  its  operations  to  assure  that  its  effectiveness  is 
maintained.  The  Council  is  pleased  to  report  that  according 
to  the  best  cost  estimates  available  the  contribution  schedule 
now  in  the  law  makes  adequate  provision  for  meeting  the 
cost  of  the  benefits  provided.  We  have  found  that  the 
method  of  financing  is  sound  and  that  no  fundamental 
changes  are  required  or  desirable.  Our  recommendations 
are  intended  to  strengthen  the  measures  necessary  to  carry 
out  the  basic  principles  inherent  in  the  program. 
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including  extensions  of  coverage  and  the  adequacy  of  benefits. 

Sincerely  yours, 

Robert  M.  Ball, 
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Foreword 


As  required  by  law,  this  Advisory  Council  was  appointed  by 
the  Secretary  of  Health,  Education,  and  Welfare  in  1963.  It  is 
the  second  Advisory  Council  appointed  under  the  Social  Security 
Amendments  of  1956.  The  first  was  appointed  in  1957  and  made 
its  report  on  January  1,  1959.  Under  the  law  other  advisory  coun- 
cils are  to  be  appointed  in  1966  and  every  fifth  year  thereafter. 

Like  the  preceding  Council  and  the  councils  to  be  appointed 
in  the  future,  the  present  Council  is  required  to  review  the  status 
of  the  Federal  Old-Age  and  Survivors  Insurance  Trust  Fund  and 
of  the  Federal  Disability  Insurance  Trust  Fund  in  relation  to  the 
long-term  commitments  of  the  social  security  program  and  to  make 
a  report  of  its  findings  and  recommendations,  including  recommen- 
dations for  changes  in  the  social  security  tax  rates.  In  addition, 
however,  the  law  gives  the  present  Council  a  special  mandate;  it 
provides  that  the  Council  "shall,  in  addition  to  the  other  findings 
and  recommendations  it  is  required  to  make,  include  in  its  report 
its  findings  and  recommendations  with  respect  to  extensions  of  the 
coverage  of  the  old-age,  survivors,  and  disability  insurance  pro- 
gram, the  adequacy  of  benefits  under  the  program,  and  all  other 
aspects  of  the  program." 

This  Council,  although  only  the  second  in  the  series  established 
by  the  1956  amendments,  is  the  sixth  major  advisory  group  to  con- 
sider social  security  in  a.  long  tradition  of  seeking  advice  and 
guidance  from  expert  opinion  and  from  those  affected  by  the 
program.  The  first  of  these  advisory  groups  played  an  important 
role  in  shaping  the  recommendations  of  the  Executive  Branch  that 
led  to  the  creation  of  the  social  security  program  in  1935.  Addi- 
tional groups  appointed  in  1938  and  1948  made  broad  studies  of 
social  security,  and  their  recommendations  played  an  important 
part  in  shaping  the  present  program.  A  group  appointed  in  1953 
dealt  with  extensions  of  coverage,  and  the  one  appointed  in  1957 
dealt  only  with  financing. 

The  Council  has  studied  the  social  security  program  for  the 
last  year  and  a  half.  It  held  its  first  meeting  on  June  10  and  11, 
1963,  and  met  frequently  throughout  the  rest  of  1963  and  during 
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1964.  Between  meetings  the  Council  continued  its  analysis  of  the 
program  through  a  study  of  extensive  materials.  In  addition,  a  sub- 
committee of  three  members,  with  the  aid  of  two  insurance  company 
actuaries  and  one  from  organized  labor  as  well  as  the  actuarial  staff 
of  the  Social  Security  Administration,  has  conducted  a  technical  re- 
view of  the  practices  followed  in  preparing  the  actuarial  estimates 
for  the  program  and  reported  its  findings  to  the  Council. 

The  Commissioner  of  Social  Security,  acting  ex  officio  as 
Chairman  of  the  Council  in  accordance  with  the  provisions  of  law 
establishing  the  Council,  has  been  presiding  officer  at  the  Coun- 
cil's meetings,  and  in  other  ways  has  helped  to  forward  the  work  of 
the  Council.  As  a  government  official,  however,  he  has  not  taken  a 
position  on  the  recommendations  of  this  essentially  nongovernmen- 
tal group. 

The  Council  wishes  to  express  its  appreciation  of  the  assistance 
of  the  staff  of  the  Social  Security  Administration.  The  technical 
competence  of  the  staff  has  been  invaluable  to  the  Council  in  con- 
ducting its  review  of  the  program. 
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Introduction 


A  generation  ago  the  United  States  established  a  system  of  con- 
tributory social  insurance  providing  protection  against  the  loss  of 
earnings  due  to  retirement  in  old  age.  Under  this  system  employ- 
ees, together  with  their  employers,  and  self-employed  persons  make 
contributions  during  their  working  years  and  receive  a  continuing 
income  for  themselves  and  their  families  when  they  no  longer  have 
income  from  work. 

As  enacted  in  1935  this  social  security  program  was  limited 
to  the  risk  of  retirement  in  old  age,  and  it  was  limited  in  coverage 
to  industrial  and  commercial  employees.  Today,  the  program 
covers  practically  all  kinds  of  employment  and  self-employment, 
and  provides  benefits  for  the  wives  and  children  of  retired  workers 
as  well  as  for  the  retired  worker  himself.  It  provides  benefits,  also, 
for  survivors  of  deceased  workers  and  for  totally  disabled  workers 
and  their  dependents  when  the  disability  is  expected  to  be  of  long- 
continued  and  indefinite  duration.  Over  the  years  the  program  has 
been  improved  and  broadened  in  other  ways  as  well.  From  time 
to  time  benefits  have  been  increased,  and  other  adjustments  have 
been  made,  to  take  account  of  social  and  economic  change  and  to 
improve  the  protection  provided. 

For  the  vast  majority  of  Americans  this  Federal  program  of 
social  security  gives  assurance  that  old  age,  total  disability  or  death 
will  not  mean  the  end  of  a  regular  family  income.  Some  20  million 
men,  women  and  children — 1  out  of  10  Americans — are  receiving 
social  security  benefits  every  month.  During  1964  about  77  million 
earners  paid  social  security  contributions.  Nine  out  of  ten  children 
and  their  mothers  can  look  to  the  program  for  a  regular  income  if 
the  head  of  the  family  should  die.  Over  85  percent  of  the  people 
past  65  are  either  getting  benefits  or  will  be  entitled  to  benefits  when 
they  or  their  husbands  retire.  About  53  million  workers  have  now 
worked  long  enough  in  covered  employment  so  that  they  and  their 
families  have  disability  insurance  protection. 
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The  Council  strongly  endorses  the  social  insurance  approach 
as  the  best  way  to  provide,  in  a  way  that  applies  to  all,  that  family 
income  will  continue  when  earnings  stop  or  are  greatly  reduced 
because  of  retirement,  total  disability  or  death.  It  is  a  method  of 
preventing  destitution  and  poverty  rather  than  relieving  those  con- 
ditions after  they  occur.  And  it  is  a  method  that  operates  through 
the  individual  efforts  of  the  worker  and  his  employer,  and  thus  is 
in  total  harmony  with  general  economic  incentives  to  work  and 
save.  It  can  be  made  practically  universal  in  application,  and  it 
is  designed  so  as  to  work  in  ongoing  partnership  with  voluntary 
insurance,  individual  savings,  and  private  pension  plans. 

Under  the  social  security  program  the  right  to  benefits  grows 
out  of  work;  the  individual  earns  protection  as  he  earns  his  living, 
and,  up  to  the  maximum  amount  of  earnings  covered  under  the 
program,  the  more  he  earns  the  greater  is  his  protection.  Since, 
unlike  relief  or  assistance,  social  security  benefits  are  paid  without 
regard  to  the  beneficiary's  savings  and  resources,  people  can  and 
do  build  upon  their  basic  social  security  protection  and  they  are 
rewarded  for  their  planning  and  thrift  by  a  higher  standard  of 
living  than  the  benefits  alone  can  provide. 

The  fact  that  the  program  is  contributory — that  employees  and 
self-employed  workers  make  contributions  in  the  form  of  earmarked 
social  security  taxes  to  help  finance  the  benefits — protects  the  rights 
and  dignity  of  the  recipient  and  at  the  same  time  helps  to  guard 
the  program  against  unwarranted  liberalization.  The  covered 
worker  can  expect,  because  he  has  made  social  security  contributions 
out  of  his  earnings  during  his  working  lifetime,  that  social  security 
benefits  will  be  paid  in  the  spirit  of  an  earned  right,  without  undue 
restrictions  and  in  a  manner  which  safeguards  his  freedom  of  action 
and  his  privacy.  Moreover,  the  tie  between  benefits  and  contribu- 
tions fosters  responsibility  in  financial  planning;  the  worker  knows 
that  improved  benefits  mean  higher  contributions.  In  social 
insurance  the  decision  on  how  to  finance  improvements  is  always  an 
integral  part  of  the  decision  on  whether  they  are  to  be  made. 

Because  of  these  characteristics  of  social  insurance  the  Coun- 
cil believes  that  where  it  can  be  properly  applied  it  is  much  to  be 
preferred  to  the  method  of  public  assistance,  with  its  test  of  indi- 
vidual need,  and  the  Council  therefore  strongly  favors  the  improve- 
ment of  social  insurance  as  a  way  of  reducing  the  need  for  assistance. 
The  Council  recognizes  the  need  for  an  adequate  public  assistance 
program,  but  it  believes  that  assistance  should  play  the  role  of  a 
secondary  and  supplemental  program  designed  to  meet  special  needs 
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and  circumstances  which  cannot  be  dealt  with  satisfactorily  by  other 
means. 

No  matter  how  well  designed  and  administered,  assistance  has 
serious  inherent  disadvantages  in  terms  of  human  dignity  and  in- 
centives to  work  and  save.  People  view  receipt  of  assistance  as 
meaning  a  loss  of  self-support.  In  contrast,  they  view  social  in- 
surance as  an  extension  of  self-support.  People  who  have  led  pro- 
ductive lives  and  have  supported  themselves  through  their  own  efforts 
do  not  want  to  see  their  self-reliance  end  with  their  ability  to  work. 

Moreover,  applying  for  assistance  is  at  best  a  negative  experi- 
ence. Eligibility  for  assistance  depends  upon  the  individual's  ask- 
ing the  community  for  help  and  proving  that  he  is  without  the  re- 
sources and  income  to  support  himself  and  his  family.  On  the 
other  hand,  under  social  insurance  the  individual  proves,  not  that 
he  lacks  something,  but  that  he  has  worked  and  contributed,  and  has 
thus  earned  a  right  to  a  benefit. 

In  all  its  considerations  a  primary  concern  of  the  Council 
has  been  the  financial  soundness  of  the  program.  Clearly,  no  change 
in  the  program  should  be  made,  and  no  present  trend  should  be  per- 
mitted to  continue,  if  the  result  were  to  jeopardize  financial  sound- 
ness in  any  way.  In  the  light  of  this  primary  concern,  the  Council 
has  undertaken  to  assure  that  the  financing  will  be  sufficient  to  meet 
all  benefit  and  administrative  costs  as  they  fall  due. 

The  Council  has  also  considered  the  economic  impact  of  the 
program.  In  important  respects  the  program  supports  consumer 
demand  and  helps  to  prevent  deflation.  Because  of  social  security, 
20  million  retired  people,  disabled  people,  widows  and  orphans 
now  have  an  assured  regular  income  which,  of  course,  continues 
undiminished  even  when  other  segments  of  consumer  income  decline. 
Moreover,  the  program  operates  automatically  to  compensate  in 
part  for  the  loss  of  income  arising  from  the  higher  rate  of  retirement 
that  occurs  when  the  general  level  of  employment  declines. 

The  Council  is  concerned,  however,  about  the  deflationary  ef- 
fect of  the  present  contribution  schedule  in  the  years  just  ahead. 
Under  that  schedule  there  would  be  a  shift  from  an  approximate 
balance  of  income  and  outgo  in  1965  to  an  annual  rate  of  trust  fund 
accumulation  of  about  $4  billion  beginning  in  1968.  The  Council 
recommends  a  large  reduction  in  the  size  of  these  accumulations. 

The  Council  is  concerned  also  that  in  both  the  short  run  and 
the  long  run,  the  economic  impact  should  be  reasonable  and  should 
be  capable  of  being  absorbed  by  the  economy  and  by  the  employee, 


3 


employer  and  the  self-employed  without  undue  burden  or  strain. 
For  this  reason  the  Council  is  recommending  that  needed  increases 
in  both  the  contribution  rate  and  the  contribution  and  benefit  base 
be  put  into  effect  gradually  so  thai  there  will  not  be  large  changes 
in  the  level  of  contributions  at  any  one  time. 

The  Council's  major  recommendation  in  the  pages  that  follow 
is  for  the  extension  of  the  program  so  that  workers  (and  their  em- 
ployers) and  the  self-employed  will  make  contributions  during  their 
working  years  in  order  to  have  protection  against  the  cost  of  hos- 
pital care  and  related  services  in  old  age  or  in  the  event  of  perma- 
nent and  total  disability.  The  Council  believes  that  the  time  has 
come  to  apply  the  method  of  social  insurance  to  this  pressing  prob- 
lem in  order  to  assure  the  continuing  effectiveness  of  retirement 
protection.  While  social  security  cash  payments,  if  adequate, 
can  assure  that  the  older  person  and  his  family,  or  the  disabled  per- 
son and  his  family,  will  be  able  to  meet  regularly  recurring,  budg- 
etable  costs  of  food,  clothing  and  shelter,  they  cannot  in  practice 
be  made  sufficient  to  replace  the  need  for  insurance  protection 
against  the  large  and  uncertain  costs  of  hospital  care.  If  our  social 
insurance  system  is  to  be  truly  effective  in  preventing  both  de- 
pendency and  the  fear  of  dependency,  the  system  must  be  broad- 
ened to  include  hospital  insurance  for  the  aged  and  the  totally 
disabled.  Otherwise  more  and  more  of  these  people  will  have  to 
turn  for  help  to  public  assistance — with  all  the  disadvantages  that 
this  has  for  them  and  for  society  as  a  whole. 

The  Council  is  also  concerned  that  the  social  security  cash 
payments  be  made  more  adequate  and,  particularly,  that  the  system 
take  into  account  increases  in  prices  and  earnings  levels  that  have 
occurred  since  the  last  time  major  revisions  were  made  in  the  benefit 
provisions.  One  of  the  strengths  of  social  insurance  is  its  ability 
to  adjust  to  changing  economic  conditions  so  that  retired  and  dis- 
abled persons  and  survivors  can  share  on  a  reasonable  basis  in  the 
increasing  productivity  of  our  economy. 

Other  major  recommendations  of  the  Council  relate  to  the  way 
in  which  the  social  security  program  is  financed,  the  maximum 
amount  of  annual  earnings  taxable  and  creditable  toward  benefits 
under  the  program  (the  contribution  and  benefit  base)  and  the  level 
of  benefits  and  extensions  of  coverage. 

The  Council's  recommendations,  together  with  the  considera- 
tions which  prompted  them,  are  presented  in  three  parts.  Part  I 
presents  the  Council's  findings  with  respect  to  the  financing  of  the 
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social  security  program,  assuming  no  changes  in  the  benefit  and  cov- 
erage provisions.  Part  II  presents  recommendations  for  an  exten- 
sion of  the  program  to  help  meet  the  cost  of  hospital  care  and  related 
services  for  the  aged  and  the  totally  disabled.  Part  III  of  the  report 
presents  the  Council's  recommendations  for  improving  the  cash- 
benefit  provisions,  extending  the  coverage  of  the  program  and  fi- 
nancing the  recommended  changes. 
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Summary  of  Major  Findings  and 
Recommendations 

I.  Financing  the  Present  Program 

The  Council  has  examined  the  financing  of  the  present  program 
apart  from  any  changes  which  it  is  recommending  and  has 
f ound  as  follows : 

1.  The  Status  of  the  Program  and  Allocation  of  Contribution 

Income. — The  social  security  program  as  a  whole  is 
soundly  financed,  its  funds  are  properly  invested,  and  on 
the  basis  of  actuarial  estimates  that  the  Council  has  re- 
viewed and  found  sound  and  appropriate,  provision  has 
been  made  to  meet  all  of  the  costs  of  the  program  both 
in  the  short  run  and  over  the  long-range  future.  The 
contribution  income  should  be  reallocated  between  the 
two  trust  funds,  however,  so  that  the  disability  insurance 
part  of  the  program,  like  the  old-age  and  survivors  in- 
surance part  of  the  program  and  the  program  as  a  whole, 
will  be  in  close  actuarial  balance. 

2.  Adjustment  in  the  Contribution  Rate  Schedule  in  the  Short 

Range. — The  contribution  rates  now  scheduled  in  the 
law  should  be  adjusted  to  avoid  the  rapid  increase  in 
trust  fund  assets  that  will  otherwise  begin  with  the  rate 
increases  scheduled  for  1966  and  1968. 

3.  The  Contribution  Rates  in  the  Long  Range. — There  should 

continue  to  be  included  in  the  law  a  schedule  of  contribu- 
tion rates  which,  according  to  the  intermediate-cost 
estimates,  will  be  sufficient  to  support  the  program 
over  the  long-range  future.  However,  decisions  about 
putting  future  rate  increases  into  effect,  once  the  rates 
actually  being  charged  are  high  enough  to  cover  the  long- 
range  cost  of  the  program  as  shown  by  a  reasonable 
minimum  estimate,  should  be  guided  largely  by  esti- 
mates of  program  costs  over  a  15-  or  20-year  period. 

4.  The  Contribution  and  Benefit  Base. — The  maximum 

amount  of  annual  earnings  that  is  taxable  and  creditable 
toward  benefits  needs  to  be  substantially  increased  in 
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order  to  maintain  the  wage-related  character  of  the  bene- 
fits, to  restore  a  broader  financial  base  for  the  program 
and  to  apportion  the  cost  of  the  system  among  low-paid 
and  higher-paid  workers  in  the  most  desirable  way. 

5.  The  Contribution  Rate  for  the  Self -Employed. — Increases 
in  the  social  security  contribution  rate  for  the  self- 
employed  beyond  the  present  rate  should  be  put  into 
effect  gradually,  and  only  to  the  extent  that  the  ultimate 
rate  will  be  no  more  than  1  percent  of  earnings  greater 
than  the  rate  paid  by  employees. 

6/  Maintaining  the  Integrity  of  the  Trust  Funds. — To  main- 
tain the  integrity  of  the  trust  funds,  the  reimbursement 
of  the  trust  funds  for  the  cost  of  paying  social  security 
benefits  based  on  military  service  for  which  no  con- 
tributions were  paid  should  begin  without  further  delay 
and  the  Board  of  Trustees  should  be  given  specific  re- 
sponsibility for  reviewing  those  administrative  charges 
against  the  trust  funds  which  are  based  on  estimates 
rather  than  on  actual  costs. 

II.  Hospital  Insurance  for  Older  People  and  the  Disabled 

The  Council  proposes  hospital  insurance  protection  for  those  65  or 
over  and  for  disabled  social  security  beneficiaries  as  follows: 

1.  Inpatient  Hospital  Benefits. — The  proposed  hospital  in- 

surance for  people  age  65  or  over  and  the  disabled 
should  cover  a  number  of  days  sufficient  to  meet  the  cost 
of  inpatient  hospital  services  for  the  full  stay  of  almost 
all  beneficiaries. 

2.  Outpatient  Hospital  Diagnostic  Services. — Payment  under 

the  program  should  be  made  for  the  costs  of  outpatient 
hospital  diagnostic  services  furnished  beneficiaries. 

3.  Deductibles. — Hospitalized  beneficiaries  should  pay  a  de- 

ductible equal  to  the  cost  of  one-half  day  of  care- — $20 
at  the  program's  beginning.  In  the  case  of  beneficiaries 
who  are  provided  outpatient  diagnostic  services,  this  de- 
ductible  amount  should  be  applied  for  each  30-day 
period  during  which  diagnostic  services  are  provided. 

4.  Services  in  Extended-Care  Facilities. — The  cost  of  post- 

hospitalization  extended-care  services  in  facilities  which 
provide  high-quality  rehabilitative  and  convalescent 
services  should  be  covered  so  as  to  pay  for  a  minimum 
number  of  days  after  hospitalization  in  all  cases,  with 
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additional  days  of  extended-care  services  being  paid  for 
if  the  patient  has  not  used  all  of  his  inpatient  hospital 
coverage. 

5.  Organized  Home  Nursing  Services. — Insurance  coverage 

should  be  provided  for  organized  home  nursing  services. 

6.  Payments  on  the  Basis  of  Reasonable  Cost. — The  extent  of 

hospital  insurance  and  related  protection  should  be 
specified  in  terms  of  the  services  covered  rather  than  in 
terms  of  fixed  dollars,  and  covered  services  should  be 
paid  for  on  the  basis  of  the  full  reasonable  cost  of  the 
services. 

7.  Hospital  Staff  Review  of  Utilization. — Hospitals  should  be 

required,  as  a  condition  of  participation,  to  establish 
professional  staff  committees  to  review  the  services 
utilized. 

8.  Administration. — The  proposed  hospital  insurance  pro- 

visions should  be  administered  by  the  same  Federal 
agencies  which  administer  the  social  security  program 
but  in  carrying  out  this  responsibility  the  Federal  Gov- 
ernment should  use  private  and  State  agencies  to  the 
extent  that  these  agencies  can  contribute  to  efficient  and 
effective  operation. 

9.  The  Basis  of  Eligibility  for  Benefits* — Hospital  insurance 

benefits  should  be  provided  for  aged  and  disabled  bene- 
ficiaries of  the  social  security  program,  and  special  pro- 
vision should  be  made  for  the  next  few  years  for  those 
who  have  not  met  the  requirements  of  eligibility  under 
the  program. 

10.  Financing. — The  proposed  hospital  insurance  program 
should  be  financed  by  a  special  earmarked  contribution 
of  0.4  percent  of  covered  earnings  from  employees  and 
from  employers,  and  0.5  percent  from  the  self-employed, 
with  an  0.15  percent  contribution  from  Federal  general 
revenues  to  cover  the  cost  of  benefits  for  those  already 
retired  or  disabled. 

III.  Improvements  in  the  Cash-Benefit  Provisions 

The  Council  has  examined  all  aspects  of  the  present  program  of 
cash  benefits  and  is  recommending  changes  as  follows: 

Social  Security  Benefit  Amounts 

1.  The  Period  for  Computing  Benefits  for  Men. — The  period 
for  computing  benefits  (and  insured  status)  for  men 
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should  be  based,  as  is  now  the  case  for  women,  on  the 
period  up  to  the  year  of  attainment  of  age  62,  in 
stead  of  age  65  as  under  present  law,  with  the  result  that 
3  additional  years  of  low  earnings  would  be  dropped 
from  the  computation  of  retirement  benefits  for  men. 

2.  A  General  Increase  in  Benefits. — A  general  increase  in 

benefit  amounts,  accomplished  by  a  change  in  the  way 
the  benefit  formula  is  constructed,  should  be  provided 
to  take  into  account  increases  in  wages  and  prices  since 
the  last  general  benefit  increase  in  1958,  and  the  maxi- 
mum on  monthly  family  benefits  should  be  related  to 
earnings  throughout  the  benefit  range. 

3.  The  Maximum  Lump-Sum  Death  Payment.-^-The  maxi- 

mum lump-sum  death  payment  should  not  be  set  in  terms 
of  an  absolute  dollar  limit  but  rather  should  be  the 
same  as  the  highest  family  maximum  monthly  benefit. 

Dependents'  and  Survivors'  Benefits 

4.  Children  Over  Age  18  Attending  School. — Benefits  should 

be  payable  to  a  child  until  he  reaches  age  22,  provided 
the  child  is  attending  school  between  ages  18  and  22. 

5.  Disabled  Widows. — The  disabled  widow  of  an  insured 

worker,  if  she  became  disabled  before  her  husband's 
death  or  before  her  youngest  child  became  18,  or  within 
a  limited  period  after  either  of  these  events,  should  be 
entitled  to  widow's  benefits  regardless  of  her  age. 

6.  Definition  of  Child. — A  child  should  be  paid  benefits  based 

on  his  father's  earnings  without  regard  to  whether  he 
has  the  status  of  a  child  under  State  inheritance  laws 
if  the  father  was  supporting  the  child  or  had  a  legal 
obligation  to  do  so. 

Disability  Benefits 

7.  Young  Disabled  Workers. — Young  workers  who  become 

disabled  should  have  their  eligibility  for  benefits  de- 
termined on  the  basis  of  a  test  of  substantial  and  recent 
employment  that  is  appropriate  for  such  workers. 

8.  Rehabilitation  of  Disability  Beneficiaries. — The  social  se- 

curity program  should  pay  the  costs  of  rehabilitation  for 
disability  beneficiaries  likely  to  be  returned  to  gainful 
work  through  such  help,  with  the  rehabilitation  services 
being  provided  through  State  vocational  rehabilitation 
agencies. 
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Eligibility  for  Benefits 

9.  Insured  Status. — The  Council  recommends  retention  of  a 
requirement  of  covered  work  as  a  test  of  eligibility  for 
benefits,  and  has  no  major  changes  to  recommend  in  the 
present  provisions. 

10.  Retirement  Test. — The  provision  in  the  law  that  prevents 

the  payment  of  benefits  to  a  person  with  substantial 
earnings  from  current  work — the  retirement  test — is  es- 
sential in  a  program  designed  to  replace  lost  work  in- 
come and  should  be  retained. 

Extending  the  Coverage  of  the  Program 

11.  Doctors  of  Medicine. — Self-employed  doctors  of  medicine 

should  be  covered  on  the  same  basis  as  other  self- 
employed  people  now  covered,  and  interns  should  be 
covered  on  the  same  basis  as  other  employees  working 
for  the  same  employer. 

12.  Tips. — Social  security  contributions  should  be  paid  on  tips 

an  employee  receives  from  a  customer  of  his  employer, 
and  tips  should  be  counted  toward  benefits. 

13.  Federal  Employees. — Social  security  credit  should  be 

provided  for  the  Federal  employment  of  workers  whose 
Federal  service  was  covered  under  the  civil  service  re- 
tirement system  but  who  are  not  protected  under  that 
system  at  the  time  they  retire,  become  disabled,  or  die. 

14.  State  and  Local  Government  Employees. — The  coverage 

of  additional  State  and  local  government  employees 
should  be  facilitated  by  making  available  to  all  States 
the  option  of  covering  only  those  present  members  of 
State  and  local  government  retirement  system  groups  who 
wish  to  be  covered,  with  coverage  of  all  new  members 
of  the  group  being  compulsory.  Also,  policemen  and 
firemen  in  all  States  should  be  provided  the  same  oppor- 
tunity for  coverage  as  other  State  and  local  government 
employees. 
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The  tax  rates  needed  to  finance  the  changes  recommended 

by  the  Council 

(The  contribution  rates  under  present  law  are  applicable  to  annual  earnings  up  to 
$4,800;  the  proposed  contribution  rates  would  apply  to  annual  earnings  of  $4,800  in 
1965,  $6,000  in  1966  and  1967  and  $7,200  in  1968  and  thereafter.) 


Period 

1965 
1966-67 
1968-70 
1971-75 
1976  and 
after 


Employee  and  Employer,  Each 


Self-Employed 


OASDI 


Pres.  Law 

3.  625 

4.  125 
4.625 
4.  625 
4.  625 


Proposed 

3.  625 
4.3 
4.3 

4.  7 
5.3 


Hospital 
Insurance  1 


0.4 
0.4 
0.4 
0.  4 


OASDI 


Pres.  Lai 

5.4 
6.2 
6.9 
6.9 
6.9 


Proposed 

5.4 
5.8 
5.8 
6.0 
6.3 


Hospital 
Insurance  1 


0.5 
0.5 
0.5 
0.5 


1  The  financing  of  the  proposed  hospital  insurance  program  would  also  include  a 
level  contribution  of  0.15  percent  of  covered  payroll  from  Federal  general  revenues 
for  the  next  50  years  (not  shown  in  the  table). 
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PART  I 


Financing  the  Present  Program 

In  this  part  of  the  report  the  Council  presents  the  results  of  its 
study  of  the  financial  status  of  the  existing  social  security  program 
and  of  the  principles  underlying  the  legislative  provisions  for  social 
security  financing.  The  financial  implications  of  the  Council's 
recommendations  for  program  improvements  as  set  forth  in  parts 
II  and  III  of  the  report  are  presented  in  conjunction  with  those 
recommendations. 

The  financing  provisions  of  present  law  are  as  follows:  Em- 
ployees pay  contributions  on  their  annual  earnings  up  to  a  maximum 
of  $4,800.  Each  employer  pays  at  the  same  rate  as  the  employee 
or  the  first  $4,800  paid  to  each  of  his  employees  in  the  year.  The 
self-employed  pay  at  a  rate  approximately  equal  to  IY2  times  the 
rate  paid  by  employees.  Contribution  rates  are  scheduled  to  in- 
crease from  an  employer  and  employee  rate  of  3%  percent  each  in 
1965  to  4l/g  percent  each  in  1966  and  to  an  ultimate  rate  of  4% 
percent  each  in  1968.  The  contribution  rates  now  scheduled  are 
intended  to  provide  enough  income  to  meet  all  of  the  costs  of  the 
system,  including  administration,  into  the  indefinite  future. 

Funds  not  needed  for  immediate  benefit  payments  are  invested 
in  obligations  of  the  United  States  Government  and  the  interest 
earnings  on  these  obligations  are  available  to  help  pay  the  cost  of 
the  system.  The  scheduled  contribution  rates  include  an  allocation 
to  the  separate  disability  insurance  trust  fund  of  one-half  of  one 
percent  from  the  combined  employer  and  employee  contribution 
(three-eighths  of  one  percent  for  the  self-employed) . 
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1.  The  Status  of  the  Program  and  Allocation  of  Contribution 

Income 

The  social  security  program  as  a  whole  is  soundly  financed,  its 
funds  are  properly  invested,  and  on  the  basis  of  actuarial  esti- 
mates that  the  Council  has  reviewed  and  found  sound  and  appro- 
priate, provision  has  been  made  to  meet  all  of  the  costs  of  the 
program  both  in  the  short  run  and  over  the  long-range  future. 
The  contribution  income  should  be  reallocated  between  the  two 
trust  funds,  however,  so  that  the  disability  insurance  part  of  the 
program,  like  the  old-age  and  survivors  insurance  part  of  the 
program  and  the  program  as  a  whole,  will  be  in  close  actuarial 
balance. 

As  indicated  in  the  latest  Trustees'  Report,  the  social  security 
program  as  a  whole  is  in  actuarial  balance  both  over  the  short  run 
and  for  the  long-range  future.  The  review  of  the  actuarial  esti- 
mates conducted  by  the  Council  supported  this  conclusion  of  the 
Trustees.  In  the  Council's  opinion,  based  on  actuarial  estimates 
that  the  Council  has  reviewed  and  found  sound  and  appropriate,  the 
contribution  rates  in  present  law  will  supply  income  which,  to- 
gether with  interest  earnings  on  the  funds,  will  be  sufficient  to  meet 
all  benefit  costs  and  administrative  expenses  as  they  fall  due. 

While  the  old-age  and  survivors  insurance  part  of  the  program 
and  the  program  as  a  whole  are  in  close  actuarial  balance,  the  dis- 
ability insurance  part  of  the  program  (which  involves  only  a  small 
proportion  of  the  total  cost  of  the  system) ,  when  looked  at  separately, 
is  underfinanced.  It  was  recognized  at  the  time  of  the  last  major 
disability  amendments  in  1960  that  the  income  to  the  disability 
fund  was  likely  to  be  about  0.06  percent  of  covered  payroll  short 
of  what  was  needed  for  the  long  run.  Experience  since  that  time 
has  indicated  that  disability  benefit  termination  rates  due  to  death 
and  recovery  of  the  beneficiary  are  lower  than  had  been  assumed  in 
the  earlier  estimates,  so  that  the  expected  deficit  is  now  about  0.14 
percent  of  covered  payroll.  To  correct  this  situation,  the  Council 
endorses  the  recommendation  of  the  Board  of  Trustees  that  there  be 
a  small  reallocation  of  contribution  income — -the  Council  would 
favor  0.15  percent  of  covered  payroll  for  present  law — from  the 
old-age  and  survivors  insurance  trust  fund  to  the  disability  insur- 
ance trust  fund.1    This  could  be  done  without  any  increase  in  the 

1  Under  the  Council's  recommendations  discussed  in  Part  III,  the  reallo- 
cation should  be  0.25  percent  of  covered  payroll  rather  than  0.15  percent. 
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over-all  contribution  rates  now  scheduled  for  the  program  and  would 
put  the  disability  insurance  part  of  the  program  in  close  actuarial 
balance,  while  also  leaving  the  old-age  and  survivors  insurance  part 
and  the  program  as  a  whole  in  close  balance. 

In  arriving  at  the  conclusion  that  the  system  as  a  whole  is  in 
actuarial  balance,  the  Council  examined  not  only  the  results  of  the 
estimates  but  also  the  techniques  used  and  the  assumptions  on  which 
the  estimates  are  based.  It  found  that  the  techniques  used  in  pre- 
paring the  estimates  of  the  cost  of  the  program  are  in  accordance 
with  sound  actuarial  practice  and  that  the  assumptions  on  which  these 
estimates  are  based  are  appropriate.  The  estimates  take  full  and 
proper  account  of  the  various  economic  and  demographic  factors 
affecting  the  future  cost  of  the  program.2  The  Council  favors  the 
continuance  of  present  practice  under  which  estimating  techniques 
and  the  assumptions  underlying  the  estimates  and  the  contribution 
schedule  are  re-examined  and  adjusted  in  the  light  of  developing 
experience. 

The  Council  believes  that  it  is  proper  for  a  national  system  of 
compulsory  social  insurance  to  use  what  is  known  as  an  "open- 
group"  technique  in  preparing  actuarial  cost  estimates — that  is,  to 
take  into  account  not  only  present  assets,  future  benefits  for  present 
beneficiaries,  and  future  contributions  and  benefits  with  respect  to 
workers  now  covered,  but  also  the  contributions  and  benefits  to  be 
paid  with  respect  to  workers  to  be  covered  in  the  future  as  well. 
The  Council  is  in  agreement  with  the  previous  groups  that  have 
studied  the  financing  of  the  program  that  it  is  unnecessary  and  would 
be  unwise  to  keep  on  hand  a  huge  accumulation  of  funds  sufficient, 
without  regard  to  income  from  new  entrants,  to  pay  all  future  benefits 
to  past  and  present  contributors.  A  compulsory  social  insurance 
program  is  correctly  considered  soundly  financed  if,  on  the  basis  of 
actuarial  estimates,  current  assets  plus  future  income  are  expected  to 
be  sufficient  to  cover  all  the  obligations  of  the  program;  the  present 
system  meets  this  test.    The  claim  sometimes  made  that  the  system 

2  Since  over  the  long-range  future  the  cost  of  the  program  will  be 
affected  by  many  factors  that  do  not  lend  themselves  to  precise  measurement, 
assumptions  regarding  them  may  differ  widely  and  yet  be  reasonable.  For 
this  reason,  high-cost  and  low-cost  assumptions  are  made  for  the  various 
factors  affecting  the  long-range  cost  of  the  program.  Intermediate-cost  esti- 
mates are  then  derived  by  averaging  the  high-cost  estimates  and  the  low-cost 
estimates.  The  Council  believes  that  these  intermediate-cost  estimates  pro- 
vide a  reasonable  basis  for  gauging  the  long-range  cost  implications  of 
present  benefit  provisions  and  proposals  for  changes. 
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is  financially,  unsound,  with  an  unfunded  liability  of  some  $300 
billion,  grows  out  of  a  false  analogy  with  private  insurance,  which 
because  of  its  voluntary  character  cannot  count  on  income  from 
new  entrants  to  meet  a  part  of  the  future  obligations  for  the  present 
covered  group. 

It  is  important  to  note  that  the  long-range  cost  estimates  pre- 
pared for  the  program  are  based  on  the  assumption  that  earnings 
will  remain  at  a  given  level  fat  the  1963  level  under  the  estimates 
shown  in  this  report).  If  average  earnings  continue  to  rise  in  the 
future,  as  there  is  reason  to  expect  they  will,  then,  assuming  no 
change  in  other  cost  factors,  the  income  of  the  program  relative 
to  outgo  will  be  considerably  higher  than  the  estimates  show.3  The 
Council  believes  that  making  the  estimates  on  a  level-wage  assump- 
tion allows  for  a  desirable  margin  of  safety  and  recommends  that 
the  practice  be  continued  in  making  the  long-range  estimates.  If 
the  assumptions  which  underlie  the  intermediate  or  low-cost  estimates 
are  borne  out  by  experience,  then  the  use  of  level  wages  allows  for 
benefit  increases  if  wages  rise  without  any  increase  in  the  contribution 
rates.  If  experience  comes  close  to  the  high-cost  assumptions,  then 
the  use  of  the  level-wage  assumption  will  result,  if  wages  rise,  in  an 
offset  to  the  cost  consequences  of  the  unfavorable  experience  and  still 
allow  for  some  upward  adjustment  in  benefits  without  any  increase 
in  the  contribution  rates. 

The  Council  suggests  only  one  significant  change  in  the  assump- 
tions underlying  the  long-range  estimates.  In  the  past  an  attempt 
has  been  made  to  present  cost  estimates  into  perpetuity.  Specifi- 
cally, it  has  been  assumed  for  purposes  of  the  estimates  that  trends 
for  the  factors  affecting  the  cost  of  the  program  will  level  off  at  some 
point  in  the  distant  future  (about  85  to  90  years)  and  continue  at 
that  level  indefinitely.  The  Council  believes  that  it  serves  no  useful 
purpose  to  present  estimates  as  if  they  had  validity  in  perpetuity. 
A  period  of  75  years  would  span  the  lifetime  of  virtually  all  covered 
persons  living  on  the  valuation  date  and  is  as  long  a  period  as  can 

3  The  reason  for  this  effect  of  rising  earnings  is  that  benefits  based  on 
low  earnings  are  a  higher  percentage  of  the  worker's  average  monthly 
wage  than  are  benefits  based  on  higher  earnings,  and  therefore,  as  earnings 
go  up,  benefits  as  a  percentage  of  earnings  go  down.  Contributions,  on  the 
other  hand,  are  the  same  percentage  of  covered  earnings  at  all  levels.  As 
earnings  go  up,  then,  the  benefit  outgo  as  a  percentage  of  covered  earnings 
decreases  while  the  contribution  income  as  a  percentage  of  covered  earnings 
stays  the  same. 
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be  expected  to  have  a  realistic  basis  for  estimating  purposes.  When 
costs  are  reassessed  at  frequent  intervals,  as  has  always  been  the 
practice,  75-year  projections  allow  sufficient  time  to  adjust  to  new 
and  changing  experience  as  it  -emerges.  The  long-range  cost  esti- 
mates shown  in  this  report,  therefore,  are  developed  for  a  period  of 
75  years  and  it  is  our  recommendation  that  long-range  estimates  in 
the  future  also  be  made  on  this  assumption.  The  effect  of  this 
changed  procedure  is  to  make  the  estimated  level-cost  of  the  present 
program  about  3  percent  lower  (about  0.25  percent  of  payroll)  than 
when  using  the  earlier  procedure.  At  the  same  time  the  Council 
believes  that  the  financing  should  be  such  that  the  actuarial  status  of 
the  program  will  be  reasonably  close  to  an  exact  balance  according 
to  the  intermediate-cost  estimates.4 

The  Council  has  also  examined  the  practices  followed  with 
respect  to  investment  of  the  funds  of  the  program.  From  the  incep- 
tion of  the  program  in  1937,  the  investment  of  trust  fund  assets  has 
been  restricted  by  law  to  interest-bearing  obligations  of  the  United 
States  or  obligations  guaranteed  as  to  principal  and  interest  by  the 
United  States.  The  investments  can  be  either  in  special  obligations 
issued  exclusively  for  purchase  by  the  trust  funds  or  in  publicly 
available  obligations  of  the  Federal  Government.  Under  the  present 
provisions  of  the  Social  Security  Act  relating  to  the  investments  of 
the  trust  funds,  the  special  obligations  issued  exclusively  to  the  trust 
funds  bear  interest  rates  equal  to  the  average  market  yield  at  the  end 
of  the  preceding  month  on  all  interest-bearing  marketable  obligations 
of  the  United  States  not  due  or  callable  for  4  or  more  years  after  that 
date.  This  market-yield  formula,  based  on  the  recommendations  of 
the  Advisory  Council  on  Social  Security  Financing  appointed  in 
1957,  has  served  as  a  model  for  determining  interest  rates  on  special 
obligations  issued  to  certain  other  Federal  trust  funds.  This  Council 
believes  that  the  present  procedures  for  investing  the  trust  funds  and 
for  setting  the  interest  rates  on  the  special  obligations  are  satisfactory. 

4  Traditionally  the  social  security  program  has  been  considered  in  actu- 
arial balance  when,  on  the  basis  of  the  long-range  intermediate-cost  estimates 
projected  into  perpetuity,  the  actuarial  insufficiency  was  not  greater  than 
0.30  percent  of  payroll  for  the  program  as  a  whole.'  The  Council  believes 
that  a  closer  balance  would  be  desirable  when  the  long-range  cost  estimates 
are  projected  over  a  75-year  period. 
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2.  Adjustment  in  the  Contribution  Rate  Schedule  in  the 

Short  Range 

The  contribution  rates  now  scheduled  in  the  law  should  be  ad- 
justed to  avoid  the  rapid  increase  in  trust  fund  assets  that  will 
otherwise  begin  with  the  rate  increases  scheduled  for  1966  and 
1968. 

The  1956  legislation  establishing  the  social  security  advisory 
councils  scheduled  them  so  that  each  would  make  its  report  1  year 
before  the  date  when  an  increase  in  the  social  security  contribution 
rates  was  due  to  go  into  effect,  and  one  of  the  primary  duties  of  the 
councils,  as  specified  in  the  law,  is  to  make  recommendations  with 
respect  to  the  social  security  contribution  schedule.  Thus  the  Coun- 
cil recognizes  a  special  obligation,  without  regard  to  other  changes 
it  is  recommending,  to  report  its  findings  and  make  recommendations 
regarding  the  social  security  contribution  rates  designed  to  support 
the  existing  program. 

The  benefit  outgo  of  the  program  will  increase  for  many  years, 
mainly  because  of  the  increasing  number  of  people  eligible  for 
benefits  at  age  62  or  over.  This  increasing  cost  is  to  be  met  under 
the  present  law  by  raising  the  rates  to  4%  percent  each  for  employees 
and  employers  and  to  6.2  percent  for  the  self-employed  in  1966,  and 
finally  to  4%  percent  each  for  employees  and  employers  and  6.9 
percent  for  the  self-employed  in  1968.  The  question  to  which  the 
Council  is  here  addressing  itself  is  whether  changes  should  be  made 
in  these  scheduled  rate  increases. 

On  the  basis  of  the  actuarial  cost  estimates  the  Council  has 
examined,  it  is  clear  that  some  increase  in  income  to  the  program 
over  what  the  3%  percent  tax  rate  now  in  effect  would  produce 
will  be  needed  in  1966.  The  Council  finds,  however,  that  the  in- 
crease to  4%  percent  each  for  employers  and  emplovees  now  sched- 
uled for  1966  and  1967  is  higher  than  it  believes  is  desirable  for 
several  years. 

The  Council  is  recommending  an  increase  in  the  contribution 
and  benefit  base  in  order  to  maintain  the  wage-related  character  of 
the  benefits,  to  restore  a  broader  financial  base  for  the  program,  and 
to  apportion  the  cost  of  the  program  appropriately  between  high-paid 
and  low-paid  workers.  If  the  increase  in  the  base  is  adopted  in  ac- 
cordance with  the  Council's  recommendation,  the  increase  needed  in 
1966  in  the  income  of  the  program  will  be  provided  thereby.  If  the 
base  is  not  increased,  and  if  all  other  provisions  remain  unchanged, 
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the  Council  would  propose  the  contribution  rate  be  increased  in  1966 
to  3.9  percent.  This  rate  would  produce  a  slight  excess  of  income 
over  outgo  for  about  2  years.  In  the  Council's  opinion  it  is 
highly  desirable  that  the  income  to  the  funds  exceed  outgo  year  by 
year.  As  has  been  evidenced  in  several  recent  years,  if  this  is 
not  the  situation,  there  is  danger  of  public  misunderstanding  of  the 
financial  condition  of  the  program.  On  the  other  hand,  as  nearly 
as  can  now  be  determined,  it  would  seem  to  be  desirable  from  the 
standpoint  of  the  general  economy  to  avoid  the  deflationary  effect 
of  large  trust  fund  accumulations. 

In  the  absence  of  any  other  changes  in  the  law  the  Council  would 
also  propose  revisions  in  the  rates  scheduled  for  1968  and  later 
years.  The  imposition  of  the  4%  percent  rate  as  scheduled  in  1968 
would  build  very  large  trust  fund  accumulations — as  much  as  $4 
billion  a  year — and  would  also  involve  the  possibility  of  impos- 
ing rates  higher  than  will  ever  be  needed  to  pay  for  the  benefits 
provided  under  present  law.  The  rate  of  4%  percent  in  1968 
is  designed  to  meet  long-range  costs  falling  about  halfway  between 
the  high-  and  the  low-cost  estimates.  If  the  actual  experience  is  close 
to  the  low-cost  estimates,  for  example,  a  contribution  rate  of  4% 
percent  in  1968,  rather  than  4%  percent,  would  cover  the  cost  of 
the  present  program  for  75  years. 

This  Council  agrees  with  the  last  Advisory  Council  in  the  view 
that  once  the  social  security  contribution  rates  actually  in  effect  are 
high  enough  to  cover  the  long-range  cost  of  the  program  as  shown 
by  a  reasonable  minimum  estimate,  then  decisions  on  whether 
scheduled  rate  increases  are  allowed  to  go  into  effect  should  be 
guided  largely  by  conditions  expected  in  the  15-  or  20-year  period 
immediately  ahead.  The  Council  recommends  that  if  the  present 
program  continues  unchanged  in  other  respects  the  proposed  3.9 
percent  rate  for  1966  be  continued  through  1968  and  the  rate 
scheduled  for  1969-1971  be  4.1  percent  of  payroll.  This  figure  is 
close  to  the  75-year  level  cost  of  the  program  under  the  low-cost 
estimates.  The  recommendations  for  rates  to  be  included  in  the 
law  for  years  after  1971 — but  to  be  allowed  to  go  into  effect  only 
if  developing  conditions  indicate  that  they  will  be  necessary — are 
given  on  page  21. 

The  Council  believes  that  reducing  the  scheduled  rates  as  sug- 
gested for  the  6  years  after  1965  would  not  threaten  the  financial 
soundness  of  the  program.  Since  continuing  income  from  social 
security  contributions  is  assured,  the  only  fund  balances  required 
are  those  needed  to  meet  temporary  excesses  of  outgo  over  income 


19 


due  to  relatively  high  benefit  costs  or  low  social  security  tax  revenue 
in  a  particular  period.  In  the  opinion  of  the  Council,  fund  balances 
high  enough  to  maintain  the  solvency  of  the  program  in  the  face  of  re- 
cession conditions  as  severe  as,  say,  those  referred  to  in  the  annual 
report  of  the  Board  of  Trustees — that  is,  conditions  that  would  pre- 
vail if  there  were  a  drop  of  5  million  in  the  number  of  people  with 
covered  earnings  in  a  year — would  be  adequate  to  provide  protection 
against  any  contingency  that  might  reasonably  be  expected,  and  the 
trust  fund  balances  resulting  from  the  Council's  recommended  rate 
schedule  would  be  sufficient  to  do  this.5 

Holding  the  trust  funds  to  reasonable  contingency  levels,  in- 
stead of  allowing  them  to  increase  as  they  would  under  the  present 
tax  schedule,  will  of  course  mean  a  loss  of  interest  income  to  the 
program.  However,  despite  the  very  substantial  funds  that  would  be 
built  up  under  the  present  schedule,  the  interest  earned  on  these 
funds  is  expected  to  supply  only  about  10  to  15  percent  of  the  income 
of  the  program  over  the  long-range  future.  Thus  the  role  of  the 
trust  funds  as  interest-earning  reserves  is  not  very  great  even  under 
the  present  schedule;  the  funds  are  even  now  to  be  thought  of  largely 
as  a  reserve  to  meet  unexpected  contingencies  rather  than  as  funds 
for  the  purpose  of  earning  interest.  Moreover,  if  the  system  is 
improved  as  earnings  levels  rise  in  the  future,  as  seems  likely  to 
be  the  case,  interest  earnings  on  a  fund  of  any  given  size  will  meet 
a  decreasing  proportion  of  benefit  costs.  It  may  therefore  prove  to 
be  unwise  to  count  on  interest  earnings  meeting  even  as  large  a  part 
of  benefit  costs  in  the  distant  future  as  is  now  contemplated. 

The  Council  does  not  consider  the  use  of  interest  in  the  financ- 
ing of  the  program  to  be  a  major  issue.  A  reasonable  contingency 
fund  will  result  in  interest  earnings  which  will  supply  4  to  5  percent 
of  benefit  costs.  Even  under  the  present  contribution  schedule  in- 
terest earnings  may  not  exceed  10  percent  of  costs.  The  Council 
believes  that,  on  balance,  any  advantage  of  imposing  rates  that  will 
build  up  large  interest-earning  trust  funds  is  outweighed  by  the 
disadvantages. 

5  The  Trustees  follow  a  practice  of  including  in  their  annual  report  an 
illustration  of  the  effect  that  a  sharp  reduction  in  the  level  of  economic 
activity  and  an  increase  in  the  rate  of  unemployment  would  have  on  the 
operations  of  the  program.  In  the  opinion  of  the  Council  this  is  a  desirable 
practice  and  should  be  continued. 
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3.  The  Contribution  Rates  in  the  Long  Range 


There  should  continue  to  be  included  in  the  law  a  schedule  of 
contribution  rates  which,  according  to  the  intermediate-cost  esti- 
mates, will  be  sufficient  to  support  the  program  over  the  long- 
range  future.  However,  decisions  about  putting  future  rate 
increases  into  effect,  once  the  rates  actually  being  charged  are 
high  enough  to  cover  the  long-range  cost  of  the  program  as  shown 
by  a  reasonable  minimum  estimate,  should  be  guided  largely  by 
estimates  of  program  costs  over  a  15-  or  20-year  period. 

Like  the  last  Advisory  Council,  the  present  Council  endorses 
the  practice  of  including  in  the  law  a  contribution  schedule  that, 
according  to  the  intermediate-cost  estimates,  places  the  system  in 
actuarial  balance  over  the  long-range  future.  As  that  Council 
pointed  out,  this  procedure  is  needed  to  make  people  conscious  of 
the  long-range  costs  of  the  program  and  the  costs  of  proposals  to 
change  the  program.  Accordingly,  this  Council  is  recommending 
that  for  the  present  program,  if  the  contribution  rates  it  recommends 
for  1966  and  1969  are  put  into  effect  (bringing  the  rates  about  to 
the  level  needed  for  the  next  75  years  under  the  low-cost  estimates), 
further  contribution  rate  increases  nevertheless  should  be  scheduled 
in  the  law  for  1972  and  1975.  The  1972  rate  should  reflect  the  esti- 
mated cost  for  the  next  3  years  on  the  basis  of  the  long-range  inter- 
mediate-cost estimate,  while  the  1975  rate  should  represent  the  level- 
cost  for  the  succeeding  65  years.  The  employee  ( and  employer )  rate 
for  1972—74  should  be  4.3  percent.  A  rate  of  4.7  percent  effective 
in  1975  would  be  sufficient  to  finance  the  present  program  under  the 
intermediate-cost  estimate  throughout  the  period  covered  by  the 
estimate. 

While  the  Council  believes  that  the  rates  for  1972  and  1975 
should  be  scheduled  in  the  law  in  order  to  assure  public  apprecia- 
tion of  the  approximate  long-range  cost  of  the  program,  decisions  on 
whether  these  rates  should  be  put  into  effect  as  scheduled,  since  they 
are  higher  than  would  be  needed  if  the  low-cost  estimates  are  borne 
out  by  experience,  should  be  made  in  the  light  of  circumstances  pre- 
vailing just  before  the  proposed  effective  dates.  These  decisions 
should  be  made  largely  in  the  light  of  conditions  that  are  expected  to 
exist  over  the  15  or  20  years  following  the  proposed  effective  dates. 

If  there  are  no  other  changes  in  the  program,  and  if  the  contri- 
bution and  benefit  base  is  not  increased,  the  Council  would  recom- 
mend that  the  4.125  percent  rate  scheduled  for  employees  and  em- 
ployers in  1966  be  reduced  to  3.9  percent,  that  the  rate  be  held  at 
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this  level  through  1968,  and  that  the  rate  for  1969  be  set  at  4.1  per- 
cent. Rates  of  4.3  percent  in  1972  and  4.7  percent  in  1975  should  be 
scheduled  in  the  law,  subject  to  future  review.  If  the  Council's  rec- 
ommendations for  improvements  in  the  program  are  adopted,  the 
rates  would  of  course  need  to  be  higher  than  those  shown  here;  the 
cost  of  the  changes  and  the  recommended  rates  for  the  cash-benefit 
program  as  it  would  be  improved  are  shown  on  pages  84  and  85. 
The  financing  of  hospital  insurance  is  discussed  on  pages  45—52. 

4.  The  Contribution  and  Benefit  Base 

The  maximum  amount  of  annual  earnings  that  is  taxable  and 
creditable  toward  benefits  needs  to  be  substantially  increased  in 
order  to  maintain  the  wage-related  character  of  the  benefits,  to 
restore  a  broader  financial  base  for  the  program  and  to  apportion 
the  cost  of  the  system  among  low-paid  and  higher-paid  workers  in 
the  most  desirable  way. 

The  Council  recommends  that  the  maximum  amount  of  annual 
earnings  that  is  taxable  and  creditable  toward  benefits — the  contribu- 
tion and  benefit  base — be  increased  to  at  least  $6,000  effective  in 
1966  and  $7,200  effective  in  1968.  These  increases  are  needed  in 
order  Xo  maintain  the  wage-related  character  of  the  benefits,  to  re- 
store a  broader  financial  base  for  the  program,  thus  keeping  the  con- 
tribution rates  lower  than  they  would  otherwise  have  to  be,  and  to 
apportion  the  cost  of  the  system  appropriately. 

As  is  discussed  in  Part  III,  failure  to  keep  the  contribution  and 
benefit  base  up  to  date  has  serious  effects  on  the  benefit  protection 
provided  as  more  and  more  workers  have  earnings  above  the  base 
and  their  benefits  are  related  to  a  smaller  and  smaller  part  of  their 
earnings.  In  addition,  unless  the  contribution  and  benefit  base  is 
increased  as  earnings  rise,  the  foundation  of  the  financing  of  the 
program — the  proportion  of  the  Nation's  payrolls  which  is  subject 
to  social  security  contributions — is  weakened. 

Moreover,  if  benefits  were  raised  without  increasing  the  contri- 
bution and  benefit  base,  the  increases  in  the  contribution  rates  would 
have  to  be  higher  than  they  would  have  to  be  if  the  base  were  raised, 
and  lower-paid  workers  as  well  as  those  earning  at  or  above  the 
maximum  would  have  to  pay  these  higher  rates.  It  is  much  more 
desirable  to  meet  the  cost  of  increased  protection  for  workers  at 
average  or  higher  earnings  levels  by  increasing  the  amount  of  earn- 


22 


ings  on  which  those  workers  contribute  than  by  increasing  the  con- 
tribution rates  that  all  workers  pay.6 

The  contribution  and  benefit  base  is  now  substantially  out 
of  date  because  of  large  advances  in  the  general  wage  level. 
When  the  program  was  enacted  in  1935,  the  $3,000  base  provided 
would  have  covered  95  percent  of  total  earnings  in  covered  work 
in  that  year,  and  would  have  covered  the  full  earnings  of  98  percent 
of  all  workers  and  of  97  percent  of  regularly  employed  men.7 
When  the  base  was  raised  to  $3,600  in  1950,  the  $3,600  base 
would  have  covered  86  percent  of  earnings  in  covered  work  and 
all  of  the  earnings  of  81  percent  of  all  workers  and  of  62  percent 
of  regularly  employed  men.  In  1965,  with  the  $4,800  base,  only 
about  72  percent  of  earnings  in  covered  employment  will  be  taxed 
to  support  the  program  and  only  66  percent  of  all  workers  and  36 
percent  of  regularly  employed  men  will  have  all  their  earnings 
covered. 

The  concept  embodied  in  the  original  $3,000  base  was  that 
practically  all  of  the  Nation's  covered  payrolls  should  be  subject  to 
contributions  for  the  support  of  the  program  and  that  all  but  the  most 
highly  paid  workers  should  have  all  their  earnings  counted  toward 
benefits.  The  Council  does  not  think  it  would  be  practicable  to  at- 
tempt at  this  time  to  restore  all  of  the  ground  that  has  been  lost  over 
the  years.  A  base  of  $14,500  would  be  needed  now  to  cover  95  per- 
cent of  total  earnings  in  covered  work,  as  was  contemplated  in  1935. 
Nor  does  the  Council  believe  it  necessary  that  the  original  situation 
with  respect  to  the  proportion  of  total  earnings  covered  under  the 
program  be  fully  restored  in  order  to  carry  out  the  general  principles 
of  the  original  Act. 

The  Council  believes  that  a  return  to  the  relationship  that  ex- 

Tf  the  base  were  restored  to  a  figure  comparable  to  the  $3,000  figure 
provided  in  the  1935  legislation,  the  ultimate  contribution  rate  for  employee 
and  employer  under  the  present  program  could  be  reduced  for  each  by  about 
0.5  percent.  If  it  were  raised  to  a  figure  comparable  to  $3,600  at  the  time 
that  figure  was  written  into  the  law  in  1950,  the  ultimate  rate  for  the  present 
program  could  be  reduced  by  about  0.3  percent  each. 

7  Measures  of  the  effectiveness  of  the  contribution  and  benefit  base  that 
have  been  used  from  time  to  time  include  the  proportion  of  earnings  taxed 
for  the  support  of  the  program,  the  proportion  of  all  workers  who  have  all 
of  their  earnings  credited  toward  benefits,  and  the  proportion  of  regularly 
employed  men  (generally  the  primary  earners)  who  have  all  of  their  earn- 
ings credited  toward  benefits.  The  first  is  probably  most  important  for 
financing  and  the  third  for  an  evaluation  of  the  adequacy  of  the  benefit 
structure. 
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isted  in  1950,  the  first  year  the  Congress  increased  the  contribution 
and  benefit  base,  is  a  practical  goal.  The  Council  recognizes,  how- 
ever, that  it  may  not  be  practical  to  move  to  this  level  in  one  step, 
and  is  recommending,  therefore,  that  the  base  be  increased  at  least 
to  $6,000  for  1966  and  1967  and  to  $7,200  in  1968.  A  contribu- 
tion and  benefit  base  of  $7,200,  if  effective  in  1968,  would,  it  is 
estimated,  tax  about  80  percent  of  total  earnings  in  covered  work 
and  would  result  in  82  percent  of  all  workers,  and  63  percent  of 
regularly  employed  men,  having  all  their  earnings  counted  toward 
benefits.8  The  result  would  be  comparable  to  the  1950  situation 
in  respect  to  the  last  two  measures  and  somewhat  short  in  respect 
to  the  first  measure. 

The  members  of  the  Council  are  agreed  on  the  changes  here 
recommended  as  the  minimum  desirable.  Some  members,  how- 
ever, think  that  the  proposed  amounts  for  the  contribution  and  benefit 
base  are  not  high  enough  and  would  recommend  that  they  be  sub- 
stantially greater,  rising  in  the  second  step  to  nine  or  ten  thousand 
dollars.  This  group  believes  that  it  is  important  to  go  beyond 
restoring  the  1950  situation  and  move  toward  the  situation  contem- 
plated under  the  original  Social  Security  Act. 

5.  The  Contribution  Rate  for  the  Self-Employed 

Increases  in  the  social  security  contribution  rate  for  the  self- 
employed  beyond  the  present  rate  should  be  put  into  effect  gradu- 
ally, and  only  to  the  extent  that  the  ultimate  rate  will  be  no 
more  than  1  percent  of  earnings  greater  than  the  rate  paid  by 
employees. 

Since  1951,  when  self-employed  people  were  first  brought  into 
the  social  security  program,  they  have  paid  social  security  contribu- 
tions at  a  rate  1^2  times  the  rate  paid  by  employees.  The  policy  of 
imposing  the  contribution  at  this  1^-times  rate  balances  two  oppos- 
ing considerations.  On  the  one  hand,  to  the  extent  that  the  self- 
employed  person  does  not  contribute  at  rates  as  high  as  the  combined 
employee-employer  rate,  there  is  a  financial  disadvantage  to  the  pro- 
gram in  covering  him,  as  compared  to  covering  an  employee.  On 
the  other  hand,  looked  at  from  the  standpoint  of  an  individual  con- 

8  If  earnings  levels  continue  to  increase  at  about  the  same  rate  as  they 
increased  over  the  last  5  years,  average  earnings  in  covered  work  will  increase 
about  4  percent  per  year  during  the  period  January  1964-January  1968. 
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tributing  toward  his  own  protection,  some  self-employed  people  will 
be  "overcharged"  when  paying  over  a  lifetime  at  the  ultimate  rate 
now  scheduled. 

Although  the  policy  of  setting  the  self-employed  rate  at  1^/2 
times  the  employee  rate  seemed  a  reasonable  compromise  at 
the  time  it  was  adopted,  the  Council  believes  that,  as  the  rates  have 
gone  up,  the  substantial  difference  between  the  employee  rate  and  the 
self-employed  rate  has  become  difficult  to  justify.  The  contributions 
paid  by  self-employed  people  above  the  rates  paid  by  employees 
are,  like  employers'  contributions  to  the  program,  used  in  large  part 
to  help  provide  protection  for  low-paid  workers,  workers  with  large 
families  and  workers  who  were  already  on  in  years  when  their  jobs 
were  first  covered.9  The  Council  believes  that  it  is  reasonable  to 
use  the  contributions  of  an  employer  for  general  purposes,  rather 
than  for  the  benefit  of  the  particular  employees  on  whose  earnings 
the  contributions  are  based,  as  long  as  the  employee  can  in  general 
be  said  to  get  his  own  money's  worth.  On  the  other  hand,  the  Coun- 
cil does  not  believe  that  self-employed  workers  should  as  a  rule  be 
charged  rates  for  their  own  coverage  beyond  the  rates  needed  to  pay 
for  the  protection  they  are  provided  by  the  program  in  order  to  help 
meet  the  cost  of  the  protection  provided  to  others. 

The  Council  recommends,  therefore,  that,  except  for  the  financ- 
ing of  new  types  of  benefits  such  as  hospital  insurance,  increases  in 
the  social  security  tax  rate  for.  the  self-employed  beyond  the  rate 
now  being  charged  be  put  into  effect  only  to  the  extent  that  the  self- 
employed  will  pay  no  more  than  1  percent  of  covered  earnings 
above  the  rate  paid  by  employees  at  the  time  the  ultimate  rate  goes 
into  effect.10  With  self-employed  contributors  paying,  ultimately, 
1  percent  of  earnings  more  than  employees,  their  contribution  rate 
would  reflect  the  fact  that  to  a  degree  they  are  in  the  same  position  as 
an  employer,  that  is,  that  they  are  their  own  employers.   At  the  same 

9  Actually,  a  part  of  the  employers'  contributions  (about  15  to  20 
percent )  — and  of  that  part  of  the  self-employed  person's  contribution  that 
exceeds  the  employee  contribution — is  used  to  meet  the  cost  of  benefits  for 
the  long-term  better-paid  worker,  since  the  contributions  of  this  group  do 
not  quite  cover  the  cost  of  their  own  benefits. 

10  In  Part  II  the  Council  also  recommends  that  the  contribution  rate  for 
the  self-employed  under  the  hospital  insurance  proposal  be  only  a  little  above 
that  for  employees — 0.5  percent  of  earnings  for  the  self-employed  and  0.4 
percent  for  employees. 
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time,  they  would  not  be  overcharged  when  paying  for  a  full  working 
lifetime  at  the  ultimate  contribution  rate.11 

6.  Maintaining  the  Integrity  of  the  Trust  Funds 

To  maintain  the  integrity  of  the  trust  funds,  the  reimbursement  of 
the  trust  funds  for  the  cost  of  paying  social  security  benefits  based 
on  military  service  for  which  no  contributions  were  paid  should 
begin  without  further  delay  and  the  Board  of  Trustees  should  be 
given  specific  responsibility  for  reviewing  those  administrative 
charges  against  the  trust  funds  which  are  based  on  estimates  rather 
than  on  actual  costs. 

The  last  Advisory  Council  called  the  management  of  the  so- 
cial security  trust  funds  "the  greatest  financial  trusteeship  in  his- 
tory." This  Couneil  agrees,  and  it  has  reviewed  the  management 
of  the  funds  to  be  sure  that  their  integrity  is  maintained.  As  a  result 
of  its  study,  the  Council  has  concluded  that,  in  general,  the  trust 
funds  are  managed  with  due  regard  for  their  nature  as  funds  held 
in  trust  for  the  contributors  and  beneficiaries  of  the  program.  The 
Council  does,  however,  want  to  call  attention  to  two  respects  in  which 
improvement  should  be  made. 

Military  service  after  1956  is  covered  in  the  same  way  as  is 
all  other  work  in  covered  employment,  and  social  security  employee 
and  employer  contributions  with  respect  to  military  service  are  paid 
into  the  trust  fund  by  the  Federal  Government  just  as  are  the  con- 
tributions of  private  employers  and  employees.  For  service  prior 
to  1957  (and  after  September  16,  1940),  however,  noncontributory 
wage  credits  were  provided,  and,  in  addition,  benefits  were  provided 
for  the  survivors  of  certain  World  War  II  veterans  who  died  within 
3  years  after  discharge.  Social  security  contributions  were  not 
paid  with  respect  to  those  special  wage  credits  and  benefits. 

The  social  security  system  has  been  reimbursed  from  the  gen- 
eral fund  of  the  Treasury  for  the  cost  resulting  from  the  special  bene- 
fits paid  through  August  1950.    The  authorization  for  such  reim- 

11  The  contribution  rate  paid  by  the  self-employed  person  in  excess  of 
that  paid  by  the  employee  would  roughly  cover  the  difference  between  the 
value  of  the  contributions  paid  over  a  lifetime  at  the  ultimate  rate  by  em- 
ployees earning  at  the  maximum  covered  amount  and  the  value  of  the  old- 
age,  survivors,  and  disability  insurance  protection  received  by  a  person 
covered  by  the  system  over  a  whole  working  lifetime  and  earning  at  the 
maximum  covered  amount. 
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bursement  was  repealed  by  the  1950  amendments.  In  1956  the  law 
authorized  reimbursement  of  the  system  for  the  cost  resulting  from 
the  payment  of  the  special  benefits  from  September  1950  on  and  for 
the  cost  resulting  from  the  noncontributory  wage  credits  for  mili- 
tary service.  Although  the  1956  legislation  authorized  such  reim- 
bursement beginning  in  fiscal  year  1960,  no  reimbursement  has  yet 
been  made. 

The  Council  views  the  reimbursement  owed  the  trust  funds  by 
the  United  States  Government  for  benefits  arising  from  noncon- 
tributory military  service  credits  in  the  same  light  as  social  security 
contributions  payable  by  employers  generally,  and  therefore  urges 
that  the  Government  as  the  employer  of  the  servicemen  discharge  its 
obligations  to  the  trust  funds  just  as  it  requires  employers  generally 
to  meet  their  obligations.  The  Council  also  believes  that  this  reim- 
bursement should  begin  without  delay. 

The  Council  notes  also  that,  although  the  Board  of  Trustees  is 
directed  to  review  the  general  policies  followed  in  managing  the  trust 
funds,  there  is  no  specific  requirement  in  the  law  that  it  review  the 
way  in  which  administrative  costs  incurred  outside  of  the  Social 
Security  Administration — for  example,  by  the  Internal  Revenue 
Service  in  the  collection  of  social  security  taxes  and  by  the  Treasury 
Disbursing  Office  in  issuing  benefit  checks — are  arrived  at  and 
charged  to  the  funds,  nor  has  any  other  agency  of  Government  been 
assigned  this  responsibility.  Many  of  these  costs,  unlike  those  of 
the  Social  Security  Administration,  are  charged  to  the  trust  funds 
on  the  basis  of  estimates  rather  than  of  actual  cost.  The  Council 
believes  that  there  should  be  a  review  of  such  charges  and  that  the 
Board  of  Trustees  should  do  it. 

The  Council  does  not  believe  that  the  Board  of  Trustees  should 
be  required  by  law  to  meet  every  6  months,  as  it  now  is.  The  Coun- 
cil has  been  informed  that  important  financial  policy  issues  suitable 
for  consideration  by  the  Trustees  do  not  come  up  every  6  months. 
The  Council  recommends  that  the  law  be  changed  so  that  the  Trustees 
would  not  be  required  to  meet  more  than  once  every  year. 
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PART  II 


Hospital  Insurance  for  Older  People 
and  the  Disabled 

In  its  examination  of  the  adequacy  of  social  security  protec- 
tion for  the  aged  and  the  totally  disabled  the  Council  came  to  the 
conclusion  that  cash  benefits  alone  are  not  enough.  Monthly  cash 
benefits,  if  adequate,  can  meet  regularly  recurring  expenses  such 
as  those  for  food,  clothing  and  shelter,  but  monthly  cash  benefits 
are  not  a  practical  way  to  meet  the  problem  that  the  aged  and  dis- 
abled face  in  the  high  and  unpredictable  costs  of  health  care,  costs 
that  may  run  into  the  thousands  of  dollars  for  some  and  amount  to 
very  little  for  others.  Security  in  old  age  and  during  disability 
requires  the  combination  of  a  cash  benefit  and  insurance  against  a 
substantial  part  of  the  costs  of  expensive  illness. 

The  Council's  Position  in  Brief 

Essentially  the  problem  is  this:  Incomes  decrease  sharply  upon 
old-age  or  disability  retirement,  but  the  incidence  of  costly  illness 
increases.  During  their  working  years,  when  ill  health  is  less  fre- 
quent, employed  workers  can  generally  meet  costs  of  current  care 
for  themselves  and  their  families — directly  or  through  insurance — 
out  of  their  current  employment  income,  often  through  an  employee- 
benefit  plan  and  with  the  help  of  their  employers.  The  situation  of 
the  aged  and  disabled  is  quite  different.  Not  only  do  they  have 
the  higher  health  costs  associated  with  old  age  and  disability  but 
their  incomes  are  greatly  reduced  because  they  are  no  longer 
working. 

The  solution,  the  Council  believes,12  is  to  apply  the  method  of 
contributory  social  insurance,  which  underlies  the  present  social 
security  program,  so  that  people  can  contribute  from  earnings  during 

12  One  member  of  the  Council  does  not  share  in  this  belief;  his  reasons 
are  given  in  Appendix  A. 
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their  working  years  and  have  protection  against  the  costs  of  hospital 
and  related  services  after  age  65  and  during  disability  without  hav- 
ing to  pay  contributions  at  the  time  when  income  is  generally  cur- 
tailed. Contributory  social  insurance,  the  Council  believes,  offers 
the  only  practical  way  of  making  sure  that  almost  everyone  will  have 
hospital  protection  in  old  age  and  during  periods  of  long-term  total 
disability. 

It  is  not  proposed,  however,  that  social  insurance  cover  all 
the  costs  of  illness  during  old  age  and  long-term  total  disability. 
The  American  approach  to  income  security  has  traditionally  involved 
a  partnership  of  private  effort  and  governmental  measures.  For  ex- 
ample, old-age,  survivors,  and  disability  insurance  is  supplemented 
by  employer  and  trade  union  plans,  private  insurance,  and  indi- 
vidual savings  and  investments.  All  contribute  to  the  common  goal 
of  personal  and  economic  independence.  Backstopping  this  com- 
bination of  measures  for  individual  self-support  are  the  Federal- 
State  public  assistance  programs. 

We  believe  this  same  pluralistic  approach  can  be  used  effec- 
tively in  meeting  the  costs  of  illness  during  old  age  and  disability. 
With  social  security  meeting  just  about  all  of  the  costs  of  hospitaliza- 
tion, which,  on  the  average,  represent  at  least  half  the  costs  associated 
with  the  more  expensive  illnesses,  the  person  who  is  old  or  totally  dis- 
abled will  be  in  a  much  better  position  than  he  is  today  to  meet,  on 
his  own  and  through  private  insurance,  the  costs  of  physician  ser- 
vices, drugs  and  the  other  elements  of  complete  medical  care.  Also, 
with  social  security  providing  basic  hospital  protection,  it  should  be 
practicable  to  improve  the  Federal-State  public  assistance  programs 
to  make  them  serve  more  effectively  in  meeting  the  health  costs  for 
older  and  disabled  people  whose  needs  are  not  met  in  other  ways. 

The  Need  for  Protection  Against  the  Cost  of 
Hospitalization 

Older  people  and  disabled  people  have  a  special  need  for  pro- 
tection against  the  cost  of  hospitalization  and  related  services — they 
need  more  care  and  they  have  less  money  to  pay  for  it. 

As  one  would  expect,  health  care  expenditures  on  the  average 
are  much  greater  for  people  past  65  than  for  younger  people.  Total 
health  care  expenditures  for  the  aged,  in  fact,  are  twice  as  high,  and, 
in  the  case  of  expenditures  for  hospitalization,  the  ratio  is  about  2% 
to  1.  Older  persons  go  to  the  hospital  more  often  and  have 
to  stay  much  longer  than  those  under  65. 
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The  cost  of  hospitalization  affects  practically  all  older  people. 
Of  every  ten  persons  who  reach  age  65,  nine  will  be  hospitalized  at 
least  once  during  their  remaining  years  and  most  will  be  hospitalized 
two  or  more  times.  In  the  case  of  aged  couples,  the  chances  are  about 
even  that  the  husband  and  wife  will  each  be  hospitalized  two  or  more 
times. 

Not  only  is  hospitalization  a  virtually  universal  occurrence 
among  older  people  but  there  is  a  high  correlation  between  hospitali- 
zation and  large  total  medical  expenses.  Older  people  who  are  hos- 
pitalized in  a  given  year  are  the  ones  who  have  the  big  expenses. 
While  medical  care  costs  for  all  aged  couples  averaged  about  $442  in 
1962,  the  medical  expenses  of  aged  couples  with  one  or  both  members 
hospitalized  averaged  $1,220;  for  nonmarried  elderly  people,  aver- 
age medical  expenses  for  the  year  were  $270,  whereas  for  those  who 
were  hospitalized,  the  average  was  $1,038. 13  Both  the  averages  and 
the  differentials  would  be  even  higher  now. 

Hospital  expenses  are  a  serious  problem  for  the  totally  disabled 
too.  Like  the  aged,  they  too  are  hospitalized  frequently  and  in 
many  cases  their  hospital  stays  are  long.  According  to  a  survey 
of  workers  found  disabled  under  the  social  security  disability  pro- 
visions 14  (conducted  by  the  Social  Security  Administration  in  1960), 
about  one  out  of  five  disability  beneficiaries  under  social  security 
received  care  in  short-stay  hospitals  in  the  survey  year;  and,  exclud- 
ing hospitalizations  in  long-term  institutions,  half  of  those  hospital- 
ized were  in  the  hospital  for  3  weeks  or  more.15 

The  problem  now  faced  by  older  people  and  the  disabled  is 
going  to  become  even  more  serious  because  health  costs  will  un- 
doubtedly continue  to  rise,  probably  at  a  rate  considerably  in  excess 
of  any  increase  in  other  prices.  From  1953  to  1963  the  percentage 
rise  in  the  consumer  price  index  for  medical  care  items  was  nearly 
three  times  the  increase  in  the  over-all  index;  and  the  price  index 
for  medical  care  items  increased  more  than  that  for  any  other 

13  Medical  data  obtained  in  the  1963  Survey  of  the  Aged,  a  study  con- 
ducted by  the  Social  Security  Administration,  with  the  Bureau  of  the  Census 
carrying  out  the  field  collection  and  the  tabulation  of  the  data. 

14  At  the  time  the  survey  was  conducted,  the  worker  had  to  be  aged  50 
or  over  to  be  eligible  for  disability  insurance  benefits.  Since  the  time  of 
the  survey,  the  age  requirement  for  disability  beneficiaries  has  been  elimi- 
nated, but  beneficiaries  aged  50  and  over  still  represent  about  three-fourths 
of  all  disability  beneficiaries.  Thus,  the  data  for  this  age  group  are  repre- 
sentative of  the  major  part  of  the  disability  beneficiary  population. 

15  Almost  90  percent  of  the  disability  beneficiaries  in  the  survey  had 
been  totally  disabled  at  least  6  months  before  the  beginning  of  the  survey 
year  and  half  had  been  disabled  3  years  or  more. 
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major  price-index  component.  Among  the  items  that  compose  the 
medical  care  segment  of  the  index,  hospitalization  costs  have  risen 
at  a  much  faster  rate  than  other  components — hospital  daily  service 
charges  rose  twice  as  much  as  medical  care  costs  generally. 

Health  care  has  become  so  expensive  that  virtually  no  one,  in- 
cluding the  relatively  well-off  person  at  the  height  of  his  earning 
power,  can  afford  to  pay  the  cost  of  major,  prolonged  illness  unless 
he  has  effective  insurance.  And  the  great  majority  of  the  aged  and 
disabled  are  neither  well-off  nor  have  adequate  health  insurance. 
Older  people  have,  on  the  average,  only  one-half  as  much  income  as 
younger  people  living  in  family  groups  of  the  same  size.16  About 
half  of  the  aged  social  security  beneficiaries  have  practically  nothing 
(less  than  $12.50  a  month  per  person)  in  continuing  retirement  in- 
come other  than  their  social  security  benefits;  and  for  all  but  about 
one-fifth  of  the  aged  beneficiaries,  benefits  were  the  major  source  of 
continuing  retirement  income.17  (Only  15  percent  of  the  aged,  for 
example,  have  any  income  from  private  pension  plans  and  even  for 
this  15  percent  the  amount  from  social  security  is  generally  larger 
than  the  private  pension.) 

Totally  disabled  people  also  have  comparatively  low  incomes, 
although  they  more  often  depend  in  part  upon  the  earnings  of  a 
spouse.18   Many  older  people  and  people  with  long-term  total  dis- 

16  Bureau  of  the  Census  Current  Population  Survey  income  data  for 
1960  (the  most  recent  available  by  age  and  size  of  family)  show  median 
annual  income  as  $2,530  for  aged  two-person  families  and  as  $5,314  for 
younger  two-person  families;  for  individuals  living  alone  the  data  for  1963 
show  median  incomes  of  $1,277  for  the  aged  and  of  $2,881  for  the  younger 
persons.  The  Social  Security  Administration's  1963  Survey  of  the  Aged 
shows  median  income  for  all  aged  couples  as  $2,875  in  1962;  no  data  are 
available  for  younger  couples  as  of  that  date,  but  Census  data  for  1962  and 
1963  for  aged  and  younger  families  of  all  sizes  indicate  that  the  ratios  between 
incomes  of  aged  and  young  families  of  comparable  size  have  not  changed 
significantly. 

17  Retirement  income  as  used  here  means  all  income  other  than  earnings, 
assistance  payments  (public  and  private)  and  money  income  from  a  relative 
living  in  the  same  household.  Data  shown  are  derived  from  the  Social 
Security  Administration's  1963  Survey  of  the  Aged. 

18  According  to  the  Social  Security  Administration's  1960  survey  of 
disabled  workers,  one-half  of  the  married  disability  beneficiary  units  (family 
units  composed  of  disabled  workers  and  spouses  and  their  children,  if  any) 
had  income,  not  counting  social  security  benefits,  of  less  than  $170  per  month. 
The  bulk  of  the  income  for  most  of  these  family  units  came  from  the  earnings 
of  a  working  spouse.  One-half  of  the  nonmarried  disability  beneficiaries 
had  income,  not  counting  social  security  benefits,  of  less  than  $7  per  month 
(there  being  no  spouse  present  to  work) . 
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abilities  must  therefore  turn  to  their  children  and  other  relatives 
and  to  public  agencies  for  aid  in  meeting  the  costs  of  illnesses  that 
require  hospitalization. 

In  the  1960's  we  have  seen  a  large  and  growing  proportion  of 
those  applying  for  public  aid  forced  to  do  so  only  because  they 
cannot  meet  their  health  costs.  Today  over  one-third  of  public  assist- 
ance expenditures  for  the  aged  are  for  health  costs,  and  such  costs 
have  become  the  most  important  single  reason  older  people  apply 
for  public  assistance. 

The  Role  of  Private  Plans 

The  hospital  insurance  provisions  we  recommend  would  work 
in  partnership  with  private  plans  and  individual  voluntary  effort  as 
social  security  now  does  in  the  field  of  cash  benefits.  With  social 
security  providing  basic  protection  against  the  costs  of  hospital  care 
and  related  services,  and  with  improved  cash  benefits  such  as  we 
recommend  in  Part  III  of  this  report,  many  people  aged  65  and  over 
or  disabled  who  now  cannot  afford  comprehensive  private  health 
insurance  would  be  able  to  afford  the  less  expensive  supplementary 
protection  against  doctor  bills  and  other  health  costs  which,  in  com- 
bination with  social  security,  would  furnish  comprehensive  coverage. 
Employers  also  would  find  it  more  feasible  to  continue  health  pro- 
tection for  employees  into  retirement  if,  instead  of  having  the  whole 
job  to  do,  they  could  build  on  the  hospital  insurance  protection  fur- 
nished under  social  security.  These  private  measures  would  be 
built  upon  the  hospital  insurance  base,  just  as  the  private  life  insur- 
ance and  retirement  pensions  and  annuities  that  many  people  have 
today  are  built  upon  the  base  of  social  security  cash  benefits. 

On  the  other  hand,  it  is  unrealistic  to  expect  private  voluntary 
insurance  alone  to  provide  comprehensive  protection  for  the  great 
majority  of  elderly  people  and  totally  disabled  people.  To  a  large 
extent  the  problem  of  financing  the  cost  of  expensive  illness  among 
people  at  the  younger  ages,  who  are  largely  dependent  on  current 
earnings,  is  being  met  by  private  insurance  organizations,  but  pri- 
vate insurance  cannot  meet  this  problem  for  most  of  the  aged  at  a 
price  they  can  afford  to  pay.  Despite  years  of  creative  effort  and 
hard  work  by  the  voluntary  insurance  organizations,  less  than  half 
of  the  totally  disabled  and  only  a  little  over  half  of  the  elderly  have 
any  kind  of  health  insurance  coverage  and  most  of  what  they  do  have 
is  quite  limited.  The  absolute  number  of  older  people  without  any 
kind  of  protection  at  all  is  nearly  as  large  as  it  was  5  years  ago. 
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The  basic  difficulty  in  relying  exclusively  on  private  insurance, 
of  course,  has  been  that  the  costs  of  insurance  are  necessarily  high 
because  the  aged  and  the  disabled  need  so  much  in  the  way  of  health 
care  that  they  cannot  pay  the  costs  of  adequate  insurance  from 
low  retirement  incomes.  Then  too,  unlike  working  people,  who  gen- 
erally get  group  health  insurance  coverage  through  their  place  of  em- 
ployment, the  disabled  and  the  elderly  can  ordinarily  obtain  health 
insurance  only  on  an  individual  or  nongroup  basis.  The  market- 
ing and  administrative  costs  associated  with  the  individual  handling 
that  is  characteristic  of  nongroup  commercial  health  insurance  make 
individual  coverage  about  l^/o  times  as  expensive,  on  the  average, 
as  group  coverage  offering  the  same  benefits.  Because  of  this  con- 
sideration, together  with  the  fact  that  hospital  costs  for  the  aged  run 
about  2%  times  as  much  as  those  for  younger  people,  the  protection 
provided  to  an  aged  person  by  an  individually  purchased  commercial 
hospital  insurance  policy  costs  about  four  times  as  much  as  compa- 
rable protection  furnished  younger  people  on  a  group  basis.  And 
relatively  few  disabled  and  retired  workers  have  the  benefit  of  con- 
tributions made  toward  health  insurance  by  employers. 

As  a  result  of  these  facts,  most  voluntary  health  insurance  within 
reach  of  the  pocketbooks  of  the  aged  and  the  disabled  is  inadequate 
in  the  amounts  and  types  of  service  covered  and  in  the  duration  of 
benefits.  In  1962  (the  most  recent  year  for  which  data  are  avail- 
able) only  10  to  15  percent  of  the  total  medical  costs  of  the  aged, 
for  example,  was  paid  for  by  insurance.  Moreover,  as  hospital  costs 
rise,  those  who  have  health  insurance  policies  paying  fixed  dollar 
amounts  toward  hospital  care  will  find  that  the  amounts  cover  an 
increasingly  smaller  proportion  of  their  hospital  bills;  those  who 
have  policies  which  provide  service  benefits  rather  than  fixed  dollar 
amounts  will  be  faced  with  increased  premiums. 

In  the  case  of  Blue  Cross,  which  ordinarily  provides  service 
benefits  without  dollar  limits,  pressures  are  heavy  to  apply  experi- 
ence rating  more  and  more  to  the  high-risk  older  population  in  order 
to  be  able  to  offer  the  young  group  rates  that  are  more  competitive 
with  those  for  commercial  insurance  policies.  These  pressures  will 
continue  to  apply  in  the  future  and  the  result  will  be  additional  in- 
creases in  Blue  Cross  premiums  for  the  aged  as  they  are  required  to 
pay  rates  closer  to  the  true  value  of  their  protection. 

It  is  also  true  that  most  of  the  aged  who  now  have  some  form  of 
health  insurance  are  those  who  are  still  working,  those  in  good  health, 
and  those  in  the  higher  income  group.  To  a  very  large  extent  those 
who  can  be  sold  voluntary  protection  have  already  been  sold. 
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For  all  these  reasons,  in  the  absence  of  social  insurance  taking 
on  a  part  of  the  job,  the  Council  believes  that  in  all  probability  the 
great  majority  of  older  people  and  disabled  people  will,  for  the  fore- 
seeable future,  continue  to  be  without  adequate  protection  against 
health  care  costs. 

The  Council  believes  that  the  extension  of  social  insurance  to 
the  costs  of  hospitalization  for  the  elderly  and  the  disabled  will  make 
it  possible  for  the  private  plans  to  perform  a  valuable  complemen- 
tary role.  Since  hospital  insurance  protection  will  be  provided 
without  further  contributions  during  old  age  and  disability,  more 
of  the  retirement  dollar  will  become  available  for  buying  current 
protection  covering  other  parts  of  the  medical  bill,  and,  as  indi- 
cated above,  employers  will  find  it  more  feasible  to  carry  over  health 
protection  for  their  retired  personnel.19 

The  Role  of  Public  Assistance 

There  will  be  some  disabled  and  elderly  people  who  are  with- 
out the  means  to  add  other  protection  to  their  basic  hospital  insurance 
or  who  have  special  needs  such  as  the  need  for  long-continuing  cus- 
todial care.  Public  assistance  programs  will,  therefore,  have  an 
important  continuing  role  in  meeting  the  total  problem.  Conse- 
quently, the  Council  favors  the  improvement  of  the  program  for 
medical  assistance  for  the  aged  (MAA)  and  the  medical  care  pro- 
visions of  old-age  assistance  and  aid  to  the  permanently  and  totally 
disabled  to  provide  more  effectively  for  remaining  needs  after  the 
proposed  social  insurance  program  goes  into  effect.  The  enact- 
ment of  hospital  insurance  provisions  for  the  aged  and  disabled  will 
save  the  States  some  two-fifths  of  their  present  medical  expenditures 
for  older  people  and  place  them  in  a  financial  position  to  improve 

19  In  connection  with  the  continuing  role  of  private  insurance  in  pro- 
viding health  insurance  protection  for  the  elderly,  the  Council  would  like  to 
call  attention  to  the  recommendations  of  the  National  Committee  on  Health 
Care  of  the  Aged.  This  was  an  ad  hoc  committee,  with  expert  membership, 
which  Senator  Jacob  K.  Javits  initiated  and  which  served  under  the  chair- 
manship of  Arthur  S.  Flemming,  former  Secretary  of  Health,  Education, 
and  Welfare.  In  addition  to  proposing  hospital  insurance  under  social 
security,  the  National  Committee  recommended  provisions  designed  to  en- 
courage the  setting  up  of  Federally  authorized  pools  of  insurers  to  offer 
supplementation  to  the  social  insurance  plan.  The  Council  has  not  taken 
any  position  on  the  subject  of  those  recommended  provisions  because  it  is  not 
within  the  scope  of  the  Council's  assignment.  The  Council  believes,  however, 
that  the  suggestion  is  worth  the  careful  consideration  of  the  Congress. 
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their  medical  assistance  programs.  When  the  number  of  those  who 
need  help  is  reduced  and  when  the  remainder  do  not  need  help  with 
most  of  the  costs  of  hospital  care,  because  of  hospital  insurance  under 
social  security  and  because  of  the  spread  of  effective  supplementary 
protection,  the  way  will  be  open  in  many  States  for  much  needed 
improvements  in  medical  assistance  for  the  smaller  numbers  of 
people  who  still  need  help. 

There  is  abundant  evidence,  however,  that  the  Federal-State 
programs  of  public  assistance,  without  a  social  insurance  program 
to  meet  a  large  part  of  the  cost,  cannot  do  the  job  of  filling  the  gaps 
left  by  private  voluntary  insurance.  Many  States  either  cannot — 
or,  in  the  light  of  other  financial  priorities,  will  not — put  up  enough 
money  to  meet  the  need.  Despite  the  fact  that  the  Federal  Govern- 
ment will  pay,  out  of  general  revenues,  from  50  percent  to  80  per- 
cent of  the  cost  of  a  State  program  to  meet  the  health  needs  of 
the  aged,  only  a  few  States  have  developed  adequate  programs  for 
the  very  poor,  and  none  has  combined  both  comprehensive  care  and 
liberal  enough  tests  of  income  and  assets  to  meet  the  health  needs  of 
more  than  a  small  proportion  of  the  retired  aged  in  the  State.  Some 
have  no  medical-assistance-for-the-aged  program  at  all. 

Under  a  grant-in-aid  system  the  wealthier  States  are  the  ones 
most  likely  to  establish  the  better  programs  and  most  likely  to  get  the 
major  share  of  Federal  funds.  Furthermore,  States  vary  in  their 
willingness  to  apply  their  resources  to  a  given  purpose.  As  a  result, 
an  approach  that  depends  on  State  initiative  cannot  reasonably  be 
expected  to  lead  to  an  adequate  nationwide  program.  In  October 
1 964,  68  percent  of  Federal  MAA  funds  went  to  five  of  the  wealthier 
States  with  only  31  percent  of  the  country's  aged. 

For  reasons  explained  in  the  introduction  to  this  report,  the 
Council  does  not,  in  any  event,  favor  placing  a  main  reliance  on  as- 
sistance in  dealing  with  a  problem  which  is  faced  by  practically  all  the 
aged  and  the  disabled.  Even  an  adequate  assistance  program  would 
have  grave  drawbacks  for  the  recipient  and  for  our  society  as  a  whole 
when  compared  with  the  method  of  social  insurance.  The  Council 
believes  that  to  the  extent  practicable  the  objective  should  be  to  pre- 
vent dependency  rather  than  alleviate  it  after  it  has  occurred. 

Yet  in  some  circumstances  assistance  will  continue  to  be  nec- 
essary. This  is  why  the  Council  recommends  that  the  Federal  Gov- 
ernment give  continuing  support  to  improvements  in  the  medical 
provisions  of  assistance  programs  so  that  all  the  aged  and  all  the 
disabled  may  have  their  full  medical  needs  met  through  a  combina- 
tion of  social  security,  private  protection  and  savings,  and,  as  a  last 
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resort,  for  the  unusual  need  and  circumstance,  through  an  improved 
and  generally  available  assistance  plan. 

Basic  Elements  of  the  Recommended  Plan 

The  Council  recommends  that  the  core  of  protection  be  coverage 
of  the  costs  of  hospital  care,  subject  to  a  small  deductible.  Cover- 
age of  three  additional  types  of  services,  which  can  frequently  take 
the  place  of  inpatient  hospital  care,  is  also  recommended:  (1)  ex- 
tended care,  following  a  hospital  stay,  in  a  hospital-operated  or 
hospital-affiliated  facility  capable  of  providing  high  quality  conva- 
lescent and  rehabilitative  services;  (2)  organized  home  nursing  ser- 
vices which  are  medically  supervised  and  are  provided  by  organiza- 
tions staffed  and  equipped  to  offer  coordinated  services  sufficient  so 
that  an  individual  who  is  confined  at  home,  but  not  in  need  of  round- 
the-clock  services,  could  receive  substantially  the  full  array  of  nursing 
services  and  therapeutic  services  (not  including  those  of  a  physician) 
needed  to  care  for  him  at  home;  and  (3)  subject  to  a  small  deduct- 
ible, hospital  outpatient  diagnostic  services  covering  the  full  use 
of  the  hospital's  facilities  and  personnel  but  not  covering  the  diag- 
nostic services  of  the  patient's  personal  physician. 

A  major  principle  that  guided  the  Council  in  developing  its 
recommendations  is  that  health  services  should  be  tailored  to  the 
health  needs  of  the  patient.  Provision  for  the  four  types  of  bene- 
fits— hospital  care,  extended  care  following  the  care  given  in  the 
hospital,  organized  home  nursing  care,  and  hospital  outpatient 
diagnostic  services — would  enable  the  older  or  disabled  person,  to- 
gether with  those  who  participate  in  planning  for  his  care,  to  have 
available  the  kinds  of  services,  and  a  level  of  care,  most  appropriate 
to  his  individual  need.  Particularly  for  the  aged,  the  next 
step  in  the  care  of  a  person  who  has  been  hospitalized  for  a  serious 
illness  may  be  a  period  of  medically  supervised  treatment  in  an 
extended-care  facility  rather  than  continued  occupancy  of  a  high- 
cost  bed  normally  used  by  acutely  ill  hospital  patients.  The  bene- 
fit structure  should  cover  a  continuum  of  institutional  and  home 
nursing  services  and  should  provide  an  appropriate  level  of  care 
for  individuals  who  require  convalescent  care  of  somewhat  lesser 
degree  of  intensity  than  that  provided  for  hospital  inpatients. 

The  coverage  of  important  alternatives  to  hospitalization  would 
help  subordinate  financial  to  medical  considerations  in  decisions 
shared  in  by  the  doctor,  patient  and  institution  on  whether  inpatient 
hospital  care  or  another  form  of  care  would  be  best  for  the  patient. 
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The  recommended  benefits  would  give  financial  support  to  the  pro- 
vision of  institutional  and  noninstitutional  services  at  the  most  appro- 
priate level  of  intensity  for  patients  who  require  care  of  extended 
duration.  Covering  each  of  the  stages  of  required  care  is  conducive 
to  careful  planning  of  the  long-range  treatment  of  those  suffering 
serious  illnesses. 

In  the  course  of  formulating  the  proposed  hospital  insurance 
provisions  for  the  aged  and  disabled,  the  Council  was  mindful  of 
the  increasing  interest  that  the  community  as  a  whole  has  demon- 
strated in  seeing  to  it  that  high  quality  health  services  are  provided 
and  that  full  value  is  received  for  the  health  dollar.  Reflecting  this 
community  interest,  many  State  and  local  hospital  planning  groups, 
private  health  cost  prepayment  organizations,  and  others  have  called 
attention  to  the  effects  of  inadequate  planning  of  facilities,  excess 
capacity,  inefficient  operation,  and  unneeded  services,  any  of  which, 
whenever  they  occur,  can  result  in  an  increase  in  health  costs  far 
beyond  that  attributable  to  medical  and  scientific  achievements. 
The  work  of  these  groups  shows  that  there  is  real  promise  for  an 
improvement  in  the  quality  of  care  and  at  the  same  time  improvement 
in  the  efficiency  with  which  the  services  are  provided. 

The  Council  believes  this  matter  to  be  of  such  widespread  con- 
cern that  it  recommends  the  creation  of  a  commission,  its  members 
to  be  appointed  by  the  President,  composed  of  experts  in  the  fields 
of  health  care  and  hospital  planning,  of  representatives  of  groups 
and  agencies  purchasing  health  care  on  a  large  scale,  and  of  the 
general  public,  for  the  purpose  of  enhancing  the  effectiveness  of  our 
hospitals  throughout  the  country  in  the  provision  of  high-quality 
health  care.  The  recommendations  of  such  a  commission  would  be 
of  benefit  primarily  to  the  population  as  a  whole  but  would,  of  course, 
also  be  of  long-run  importance  to  the  hospital  insurance  program 
for  elderly  and  disabled  people. 

1.  Inpatient  Hospital  Benefits 

The  proposed  hospital  insurance  for  people  age  65  or  over  and 
the  disabled  should  cover  a  number  of  days  sufficient  to  meet 
the  cost  of  inpatient  hospital  services  for  the  full  stay  of  almost 
all  beneficiaries. 

The  Council  believes  that  the  number  of  days  for  which  inpa- 
tient hospital  benefits  are  paid  should  be  enough  to  cover  the  full 
hospital  stays  required  in  nearly  all  cases.    Sixty  days  of  coverage 
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for  each  spell  of  illness  would  accomplish  this  purpose.  Sixty  days 
would  cover  the  full  stay  of  all  but  about  3  to  5  percent  of  the  stays 
of  older  persons.  Moreover,  it  is  quite  possible  that  with  coverage 
in  extended-care  facilities,  such  as  we  recommend,  many  of  those 
who  would  otherwise  stay  in  acute  general  hospitals  for  over  60  days 
could  be  transferred  to  extended-care  facilities. 

The  Council  holds  the  view,  which  is  shared  by  many  experts 
on  hospital  insurance,  that  the  availability  of  hospital  coverage  for 
a  substantially  longer  period  may,  especially  among  the  aged,  result 
in  excessively  long  hospital  stays  and  therefore  unnecessary  cost  to 
the  program.  We  therefore  believe  that  it  is  desirable  to  place  a 
limit  on  the  number  of  covered  days  in  the  acute  general  hospital 
and,  at  the  same  time,  provide  for  extended  care  in  less  expensive 
facilities. 

The  Council  believes  that  the  proposed  hospital  insurance 
should  not  include  any  provision  under  which  beneficiaries  would 
choose  among  various  combinations  of  benefits  of  the  same  actuarial 
value  but  with  a  varying  number  of  days  and  higher  and  lower  de- 
ductibles. The  Council  sees  little  gain  in  such  a  choice  and,  on  the 
contrary,  believes  that  for  most  beneficiaries  the  need  to  make  a 
choice  would  be  confusing  and  upsetting  and  that  widespread  dis- 
satisfaction could  be  expected  among  the  large  number  who  would 
later  discover  that  they  would  have  been  better  off  with  a  different 
choice.  Any  attempt  to  meet  this  dissatisfaction  by  allowing  people 
to  change  options  would  significantly  increase  the  cost  of  the  program 
for  the  whole  group  of  contributors  by  giving  an  unfair  advantage 
to  those  who  could  anticipate  the  need  for  a  specific  type  of 
protection. 

2.  Outpatient  Hospital  Diagnostic  Services 

Payment  under  the  program  should  be  made  for  the  costs  of 
outpatient  hospital  diagnostic  services  furnished  beneficiaries. 

Recent  progress  in  science  and  medicine  has  resulted  in  the 
development  of  complex  services  and  equipment  for  the  more  accu- 
rate and  more  timely  diagnosis  of  disease.  Because  of  the  cost  of 
the  equipment  and  the  need  for  specialized  personnel  to  operate  it, 
the  hospital  has  increasingly  become  a  diagnostic  center  which  is 
used  when  expensive  and  complex  tests  are  required.  Providing 
for  the  payment  of  the  cost  of  expensive  outpatient  hospital  diag- 
nostic services  should  help  to  encourage  early  diagnosis  of  disease 
by  removing  financial  barriers  to  the  use  of  such  services.  Payment 
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for  outpatient  hospital  diagnostic  services  would  also  help  to  sup- 
port the  efficient  provision  of  care  by  eliminating  a  financial  incentive 
for  hospital  admissions  to  obtain  diagnostic  services. 

3.  Deductibles 

Hospitalized  beneficiaries  should  pay  a  deductible  equal  to  the 
cost  of  one-half  day  of  care — $20  at  the  program's  beginning. 
In  the  case  of  beneficiaries  who  are  provided  outpatient  diag- 
nostic services,  this  deductible  amount  should  be  applied  for 
each  30-day  period  during  which  diagnostic  services  are  provided. 

The  Council  believes  that  beneficiaries  who  are  hospitalized 
should  be  required  to  pay  a  small  amount  toward  the  cost  of  their 
hospital  stay.  Such  a  deductible  amount  might  help  to  reduce  un- 
necessary hospital  admissions.  On  the  other  hand,  we  would  not 
favor  a  deductible  amount  of  substantial  size  since  such  a  deductible 
might  well  deter  many  beneficiaries  from  seeking  needed  care.  In 
the  Council's  judgment  a  deductible  amount  which  is  equal  to  about 
a  half,  or  even  three-fourths,  of  the  national  average  cost  per  patient 
day  of  hospital  care  would  not  be  so  large  as  to  represent  a  signifi- 
cant impediment  to  needed  care.  Such  a  deductible  amount — $20 
to  start — would,  moreover,  make  it  possible  to  provide,  within  the 
funds  available  to  the  proposed  program,  more  extensive  protection 
against  catastrophic  health  costs  than  would  otherwise  be  possible. 

Provision  for  a  similar  deductible  amount  in  the  outpatient 
diagnostic  benefit  would  limit  coverage  to  diagnostic  procedures 
with  a  significant  financial  impact.  It  should  also  have  the  effect  of 
excluding  from  the  coverage  of  the  program  the  type  of  routine 
laboratory  and  other  diagnostic  procedures  that  are  customarily  fur- 
nished in  or  through  the  physician's  office. 

4.  Services  in  Extended-Care  Facilities 

The  cost  of  post-hospitalization  extended-care  services  in  facili- 
ties which  provide  high-quality  rehabilitative  and  convalescent 
services  should  be  covered  so  as  to  pay  for  a  minimum  number  of 
days  after  hospitalization  in  all  cases,  with  additional  days  of 
extended-care  services  being  paid  for  if  the  patient  has  not  used 
all  of  his  inpatient  hospital  coverage. 

The  services  that  would  be  covered  would  be  those  furnished 
to  patients  in  extended-care  facilities  which  are  under  control  of  a 
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hospital  or  affiliated  with  a  hospital  and  which  are  designed  primarily 
to  render  convalescent  and  rehabilitative  services.  Care  in  such  a 
facility  will  frequently  represent,  particularly  among  the  aged,  the 
next  appropriate  step  after  the  intensive  care  furnished  in  a  hospital 
and  will  make  unnecessary  the  continued  occupancy  of  a  high-cost 
bed  normally  used  by  acutely  ill  patients. 

Services  of  this  kind  are  essential  in  the  over-all  treatment  of 
many  illnesses  following  their  acute  stage  and  prior  to  the  time  a 
person  can  return  to  his  home  or  transfer,  in  some  instances,  to  an 
essentially  custodial  institution.  And,  of  course,  extended-care 
coverage,  even  for  a  limited  duration,  will  also  be  o£  benefit  to  many 
older  patients  with  chronic  or  terminal  illness  who  can  be  transferred 
from  intensive  care  in  acute  general  hospitals. 

Since  the  proposed  program  is  designed  primarily  to  support 
efforts  to  cure  and  rehabilitate,  and  since  "nursing  home"  care,  in 
many  cases,  is  oriented  not  to  curing  or  rehabilitating  the  patient  but 
to  giving  him  custodial  care,  the  Council  does  not  propose  the  cover- 
age of  care  in  nursing  homes  generally. 

In  order  to  provide  an  incentive  for  transferring  a  patient  from 
a  hospital  to  an  extended-care  facility  at  an  early  point,  when  such 
transfer  is  medically  desirable,  the  Council  believes  that  coverage 
should  be  provided  for  2  additional  days  of  extended  care,  if  needed, 
for  each  day  the  patient's  hospital  stay  is  less  than  60  days.  A 
minimum  of  30  days  or  so  might  be  covered  in  all  cases. 

The  Council  recognizes  that  hospital-affiliated  facilities  which 
provide  post-acute  convalescent  and  rehabilitative  care  do  not  exist 
in  many  communities  and  that  the  services  therefore  may  not  be  avail- 
able immediately  to  many  of  the  beneficiaries  who  might  need  them. 
The  Council  believes,  however,  that  the  coverage  under  the  proposed 
program  will  encourage  the  development  of  such  facilities  and  that, 
with  the  help  of  other  programs  designed  to  assist  directly  with  con- 
struction, such  extended-care  services  can  be  made  generally  avail- 
able within  a  reasonable  time. 

5.  Organized  Home  Nursing  Services 

Insurance  coverage  should  be  provided  for  organized  home 
nursing  services. 

As  a  fourth  element  in  the  protection  it  proposes,  the  Council 
recommends  the  coverage  of  organized  home  nursing  services — that 
is,  services  provided  on  a  visiting  basis  in  the  patient's  own  home. 
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Coverage  of  medically  supervised  home  nursing  services  provided 
through  qualified  nonprofit  or  public  agencies  would  encourage  the 
establishment  of  organized  home  care  programs.  Experience  has 
shown  that  such  visiting  programs  can  bring  high-quality  care  to  the 
patient  in  his  own  home,  thus  avoiding  the  need  for  hospitalization 
altogether  in  some  cases  or  facilitating  the  discharge  of  patients  not 
only  from  hospitals  but  from  extended-care  facilities.  The  Council 
believes  that  a  substantial  number  of  professional  visits  a  year — in 
the  range  of  two  to  three  hundred — should  be  covered  in  order  to 
make  organized  home  nursing  services  a  real  alternative  to 
institutionalization. 

Organized  home  care  services  sometimes  include  the  services  of 
hospital  interns  and  residents-in-training.  We  believe  that  payment 
should  be  made  for  their  services  when  furnished  but  only  if  the 
services  provided  are  part  of  a  professionally  approved  training 
program  for  such  individuals. 

6.  Payments  on  the  Basis  of  Reasonable  Cost 

The  extent  of  hospital  insurance  and  related  protection  should 
be  specified  in  terms  of  the  services  covered  rather  than  in  terms 
of  fixed  dollars,  and  covered  services  should  be  paid  for  on  the 
basis  of  the  full  reasonable  cost  of  the  services. 

The  Council  recommends  that  protection  should  be  in  the  form 
of  service  benefits,  with  payments  for  covered  services  made  di- 
rectly to  the  institution  or  organization  furnishing  the  services  rather 
than  payments  of  fixed  dollar  amounts  to  the  beneficiary  receiving 
the  services.  Service  benefits  would  provide  more  secure  and  reli- 
able protection  for  the  patient  and  enable  the  program  to  promptly 
adjust  payment  to  hospitals  in  accordance  with  changes  in  hospital 
costs  resulting  from  the  acquisition  of  new  equipment,  the  adoption 
of  new  health  practices,  and  the  general  improvement  of  services. 
The  inpatient  hospital  benefits  should  cover  all  hospital  services  and 
supplies  ordinarily  furnished  by  the  hospital  for  necessary  care  and 
treatment  of  its  patients,  except  that  accommodations  more  expensive 
than  semi-private  accommodations  would  be  paid  for  only  if  medi- 
cally necessary.    Luxury  items  would  not  be  included. 

The  hospital  or  other  provider  of  service  should  be  reimbursed 
for  the  reasonable  cost  of  services  provided.  Payment  on  a  rea- 
sonable cost  basis  would  be  in  line  with  the  recommendations  of 
many  expert  groups,  including  the  American  Hospital  Association. 
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The  established  practices  of  most  Blue  Cross  plans  are  generally  in 
line  with  this  recommendation. 

It  is  likely  that  no  single  formula  for  estimating  the  cost  of  ser- 
vices will  prove  best  under  all  circumstances,  and  provision  should  be 
made  to  permit  variations  in  hospital  practices  and  services  to  be 
taken  into  account. 

7.  Hospital  Staff  Review  of  Utilization 

Hospitals  should  be  required,  as  a  condition  of  participation,  to 
establish  professional  staff  committees  to  review  the  services 
utilized. 

Procedures  for  medical  staff  review  of  hospital  admissions, 
length  of  stays,  the  medical  necessity  for  services  provided,  and  the 
efficient  use  of  services  and  facilities  are  coming  into  use  in  many 
hospitals,  and  the  experience  with  some  of  these  procedures  has 
been  promising.  Procedures  for  the  recertification  of  the  continued 
need  for  service  by  the  attending  physician  have  also  been  adopted 
in  some  hospitals. 

The  Council  believes  that  all  participating  hospitals  should  be 
required  to  have  staff  committees  to  review  the  utilization  of  services 
and  that  consideration  should  be  given  to  certification  procedures. 
The  structure  and  responsibilities  of  the  staff  committee  should  be 
left  to  the  discretion  of  the  hospital  and  its  medical  staff.  However, 
such  committees  should  be  required  at  least  to  conduct  sample  re- 
views of  hospital  admissions  among  the  beneficiaries  of  the  program 
and  to  review  long-stay  cases.  The  professional  judgments  ob- 
tained through  the  use  of  such  a  staff  committee  would  provide  a 
safeguard  against  the  improper  use  of  services. 

8.  Administration 

The  proposed  hospital  insurance  provisions  should  be  admin' 
istered  by  the  same  Federal  agencies  which  administer  the  social 
security  program  but  in  carrying  out  this  responsibility  the  Fed- 
eral Government  should  use  private  and  State  agencies  to  the 
extent  that  these  agencies  can  contribute  to  efficient  and  effective 
operation. 

The  Council  recommends  that  the  Federal  Government  have 
over-all  responsibility  for  the  operation  of  the  proposed  hospital  in- 
surance program  but  that  it  use  both  qualified  private  organizations 
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and  State  agencies  for  the  performance  of  certain  functions  where 
such  use  would  contribute  to  the  efficiency  of  administration. 

Many  of  the  functions  necessary  to  the  administration  of  the 
proposed  hospital  insurance  provisions  would  require  little,  if  any, 
additional  effort  since  they  are  now  being  successfully  performed 
under  the  social  security  program  and  would  simultaneously  serve 
the  purposes  of  the  hospital  insurance  provisions  and  the  existing 
cash  benefit  provisions.  These  functions  include  the  collection  of 
contributions;  the  maintenance  of  earnings  records;  the  establish- 
ment of  age,  disability,  and  the  status  of  dependents ;  the  determina- 
tion of  whether  insured  status  requirements  for  eligibility  are  met ; 
and  the  maintenance  of  current  records  of  eligibles  under  the 
program. 

The  Council  recommends,  however,  that  the  authority  given  to 
the  Federal  administrator  should  be  flexible  enough  to  permit  him 
to  determine  whether  or  not  to  use  the  help  of  private  and  State  agen- 
cies, and  to  what  extent.  Included  among  the  functions  which 
might  be  carried  out  by  private  agencies  are  those  related  to  arrang- 
ing for  hospitals  and  other  providers  of  health  services  to  participate 
in  the  program  and  handling  the  payment  of  hospital  bills  covering 
costs  insured  by  the  program.  State  agencies  which  license  health 
facilities  could  be  used,  for  example,  to  assure  that  health  facilities 
desiring  to  participate  in  the  program  meet  the  requirements  for 
participation.  The  Government  might  find  that  functions  such  as 
these  could  be  carried  out  better,  or  at  less  cost,  if  instead  of  per- 
forming them  directly  it  arranged  to  have  them  performed  by  private 
and  public  agencies  with  experience  in  similar  functions. 

9.  The  Basis  of  Eligibility  for  Benefits 

Hospital  insurance  benefits  should  be  provided  for  aged  and  dis- 
abled beneficiaries  of  the  social  security  program,  and  special 
provision  should  be  made  for  the  next  few  years  for  those  who 
have  not  met  the  requirements  of  eligibility  under  the  program. 

In  the  long  run  all  people  age  65  or  over  and  all  people  with 
long-term  total  disabilities  who  have  worked  long  enough  to  become 
entitled  to  monthly  social  security  cash  benefits  will  have  paid 
hospital  insurance  contributions  as  well  as  contributions  for  cash 
benefits  and  will  be  entitled  to  both  types  of  protection  on  the  basis 
of  the  insured  status  provisions  of  present  law. 
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The  Council  believes  that  the  hospital  insurance  benefits  should 
also  be  available  to  people  who  are  age  65  or  over,  or  who  will  be- 
come 65  in  the  next  few  years,  whether  or  not  they  have  made  sig- 
nificant contributions  toward  hospital  insurance  and  whether  or  not 
they  are  entitled  to  social  security  cash  benefits.  Such  persons  have 
not  had  the  opportunity  to  gain  protection  by  contributing  to  the 
hospital  insurance  program  but  their  need  for  such  protection  is 
equally  great. 

People  who  attain  age  65  after  a  specified  date  should  be  required 
to  have  a  gradually  increasing  number  of  earnings  credits  under  so- 
cial security,  and  the  number  required  for  eligibility  for  hospital  in- 
surance should  ultimately  be  the  same  as  that  required  for  social 
security  cash  benefits.20  The  cost  of  the  protection  provided  under 
this  provision  should  be  met  from  general  revenues,  as  explained 
below  in  the  recommendation  on  financing. 

After  consideration  of  all  possible  alternatives,  the  introduction 
of  hospital  insurance  by  making  it  part  of  the  ongoing  social  in- 
surance system  seems  to  be  highly  desirable  in  social,  economic  and 
administrative  terms. 

10.  Financing 

The  proposed  hospital  insurance  program  should  be  financed 
by  a  special  earmarked  contribution  of  0.4  percent  of  covered 
earnings  from  employees  and  from  employers,  and  0.5  percent 
from  the  self-employed,  with  an  0.15  percent  contribution  from 
Federal  general  revenues  to  cover  the  cost  of  benefits  for  those 
already  retired  or  disabled. 

The  contributions  for  hospital  insurance  should  be  an  ear- 
marked percentage  of  covered  earnings,  established  as  a  new  tax, 
separate  from  the  taxes  in  the  Federal  Insurance  Contributions  Act 

20  For  example,  the  provision  might  be  as  follows :  Uninsured  people 
who  reach  age  65  in  1966  or  before  would  need  no  quarters  of  coverage; 
those  who  reach  age  65  in  1967  would  be  deemed  to  be  insured  for  hospital 
insurance  if  they  had  at  least  6  quarters  of  coverage  (earned  at  any  time). 
For  people  who  reach  age  65  in  each  of  the  succeeding  years,  the  number  of 
quarters  of  coverage  needed  to  be  insured  for  hospital  insurance  protection 
would  increase  by  3  each  year.  The  provision  would  not  apply  to  peo- 
ple who  reach  age  65  in  1971  (or  later),  since,  under  the  Council's  recom- 
mendation, in  that  year  the  number  of  quarters  that  would  be  required  under 
the  special  provision  would  be  the  same  as  the  number  required  for  regular 
insured  status. 
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that  support  the  present  social  security  cash  benefits.  The  proceeds 
of  this  new  tax  would  be  kept  separate  from  the  taxes  which  finance 
the  present  social  security  program.  These  proceeds  would  be  de- 
posited in  a  newly  created  hospital  insurance  trust  fund  separate 
from  the  old-age  and  survivors  insurance  trust  fund  and  the  dis- 
ability insurance  trust  fund.  However,  the  employment  and  earn- 
ings coverage  and  the  maximum  on  covered  earnings  to  which  the 
new  tax  would  apply  should  be  the  same  as  those  to  which  the  present 
social  security  taxes  apply  so  that  the  recordkeeping  tasks  of  em- 
ployers and  the  Government  would  be  largely  unaffected  by  the  es- 
tablishment of  a  separate  contribution  for  hospital  insurance. 

Hospital  insurance  financing  separate  from  that  of  old-age,  sur- 
vivors, and  disability  insurance  should  allay  any  concern  that  the 
hospital  insurance  program  might  in  any  way  impinge  upon  the 
financial  soundness  of  the  OASDI  trust  funds.  Furthermore,  identi- 
fying the  contribution  as  a  hospital  insurance  contribution  will  tend 
to  increase  the  contributor's  sense  of  financial  responsibility  for  the 
benefits  provided. 

Several  members  of  the  Council,  however,  while  believing  in 
the  value  of  a  separate  trust  fund,  are  of  the  opinion  that  it  is  not 
necessary  to  have  a  new  and  separate  tax  either  to  allay  possible 
concern  about  the  financial  soundness  of  the  social  security  program, 
to  maintain  the  identity  of  the  hospital  insurance  financing,  or,  in 
general,  to  accomplish  the  objectives  of  the  proposal. 

The  contribution  rates  should  be  0.4  percent  of  covered  earnings 
each  for  employees  and  employers  and  0.5  percent  for  the  self- 
employed.21  It  is  assumed  that  these  contributions  for  hospital  in- 
surance would  go  into  effect  at  least  6  months  earlier  than  the  first 
hospital  insurance  benefits  were  paid.  For  example,  if  the  plan 
were  enacted  in  1965,  the  contributions  might  go  into  effect  in 
January  1966  and  benefits  might  first  be  paid  in  July  1966. 

In  addition  to  the  earmarked  contributions  there  would  be  a 
contribution  from  Federal  general  revenues  to  meet  the  cost  of  hos- 
pital insurance  benefits  for  those  already  retired  or  disabled.  The 

21  For  the  same  reasons  that  the  Council  has  recommended  that  the  con- 
tribution rate  paid  by  the  self-employed  toward  old-age,  survivors,  and  dis- 
ability insurance  be  set  in  the  long  run  at  no  more  than  1  percent  of  earnings 
higher  than  the  employee  rate,  the  Council  recommends  that  the  rate  paid  by 
the  self-employed  for  hospital  insurance  be  a  comparable  0.1  percent  above 
the  rate  paid  by  employees  (see  page  24.) 
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Government  contribution  would  be  justified  in  terms  of  the  health 
and  welfare  of  the  Nation's  aged  and  disabled  and  the  reduction  in 
general  revenue  costs  that  will  follow  as  social  insurance  reduces 
the  need  for  public  assistance.  It  is  proposed  that  the  cost  to  the 
Government  be  met  by  annual  and  automatic  appropriations  over  a 
50-year  period.  The  Government's  cost  on  this  basis  is  estimated 
to  be  0.15  percent  of  covered  payrolls. 

The  recommended  contribution  rates  are  designed  to  be  suffi- 
cient to  cover  the  estimated  costs  of  the  proposed  benefits  both  in  the 
short  run  and  over  the  long  run.  Because  sound  financing  depends 
on  the  validity  of  the  cost  estimates  used  and  this  in  turn  depends 
on  the  validity  of  the  assumptions  which  underlie  the  estimates,  the 
Council  believes  it  to  be  in  order  for  this  report  to  contain  a  statement 
of  the  assumptions  it  has  directed  be  used  in  making  the  cost 
estimates. 

As  in  the  case  of  estimates  of  the  cost  of  cash  benefits  under  the 
social  security  program,  assumptions  underlying  hospital  insurance 
cost  estimates  can  vary  widely  and  still  be  reasonable.  For  hospital 
insurance  the  range  over  which  cost  assumptions  may  vary  and  still 
be  reasonable  is  somewhat  greater  than  for  the  cash  benefits.  For 
this  reason,  we  have  taken  great  care  to  assure  that  the  assumptions 
used  in  estimating  the  costs  err,  if  at  all,  on  the  conservative  side. 

Clearly,  the  cost  of  the  proposed  program,  expressed  in  dollars, 
will  be  an  increasing  cost.  One  important  factor  which  will  tend  to 
increase  the  cost  of  the  program  over  time  will  be  the  rising  cost  per 
day  of  hospitalization.  Another  factor  tending  to  increase  costs  will 
be  the  growing  number  of  people  who  are  eligible  for  hospital  insur- 
ance. A  third  factor  is  the  increasing  average  age  of  those  who  will 
be  protected. 

Since  the  income  to  the  system  will  come  from  a  percentage  of 
covered  earnings,  and  since  over  the  years  it  can  be  expected  that 
more  and  more  people  will  be  employed  and  that  earnings  levels  will 
rise,  the  income  of  the  system  will  also  increase.  To  take  into  ac- 
count both  rising  costs  and  rising  income,  the  analysis  of  financing 
is  done  in  terms  of  costs  as  a  percent  of  covered  (taxable)  earnings. 
Thus,  the  Council's  assumptions  concerning  future  hospital  costs  are 
stated  in  terms  of  the  expected  future  relationship  between  rising 
hospital  costs  and  rising  earnings — of  how  increases  in  hospital 
costs  will  compare  with  increases  in  covered  earnings  (and  therefore 
with  increases  in  contribution  income). 
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Earnings  reflect  the  increasing  productivity  of  labor.  There- 
fore, on  the  average  and  over  time,  the  general  level  of  earnings  will 
increase  much  faster  than  the  general  price  level.  But  in  recent  years 
the  reverse  has  been  true  in  the  case  of  hospital  prices;  they  have 
been  increasing  substantially  faster  than  the  general  level  of  earn- 
ings. Obviously,  however,  hospital  costs  cannot  continue  indefinitely 
to  rise  faster  than  earnings;  if  they  did,  ultimately  no  one  could 
afford  hospital  care.  Nevertheless,  the  financing  of  the  hospital  in- 
surance program  must  make  allowance  for  the  strong  likelihood  that 
hospital  costs  will,  for  a  time,  continue  to  increase  faster  than  earn- 
ings. A  reasonable  assumption  would  be  that  the  differential  be- 
tween the  rate  of  increase  in  hospital  costs  and  the  rate  of  increase 
in  earnings  will  get  smaller  and  that  eventually  hospital  prices  will 
increase  at  a  somewhat  lower  rate  than  earnings  even  though  at  a 
much  higher  rate  than  other  prices. 

Specifically,  our  assumption  for  the  relatively  short  run  is  that 
hospital  costs  will  rise  faster  than  earnings  for  10  years  after  the  pro- 
gram begins  operation,  but  not  quite  as  fast  thereafter.  The  Coun- 
cil has  assumed  that  until  1970  the  differential  between  hospital 
costs  and  earnings  will  continue  to  be  the  same  as  the  average  over 
the  last  10  years  (2.7  percent)  22  and  that  in  the  following  5  years 
the  differential  will  average  half  as  much.23 

The  Council  does  not  presume  to  have  any  firm  basis  for  know- 
ing just  how  much  hospital  prices  or  other  prices  will  rise  in  the 
distant  future.  However,  because  of  the  comparatively  large  compo- 

22  Although  figures  for  the  10  years  average  2.7  percent,  the  2  most 
recent  years  for  which  data  are  available  (1962-1963)  show  a  differential 
between  hospital  cost  increases  and  earnings  increases  of  only  a  little  over 
2  percent  for  each  of  these  years.  Nevertheless  we  have  used  the  10-year 
average  in  order  to  make  sure  that  the  cost  projections  will  be  conservative. 
Also  relevant  is  the  fact  that  a  substantial  proportion  of  the  increases  in 
hospital  costs  that  have  occurred  over  the  last  10  years  is  attributable  to  a 
catching  up  in  wages  and  a  reduction  in  the  hours  of  work  of  hospital 
employees,  who  as  a  group  have  been  considerably  underpaid.  The 
catching-up  process  will,  naturally,  complete  its  course  in  time. 

23  By  way  of  comparison,  it  may  be  noted  that  the  major  organization 
representing  the  commercial  health  insurance  industry  assumed  smaller  rises 
in  hospital  costs  for  this  period  in  its  estimates  on  the  costs  of  the  King- 
Anderson  bill.  Specifically,  it  estimated  that  hospital  costs  will  rise  2 
percent  per  year  more  rapidly  than  earnings  from  1963  through  1968  and 
1  percent  more  rapidly  than  earnings  from  1969  through  1978.  (Pages  587 
and  588  of  the  record  of  hearings  on  H.R.  11865  before  the  Committee  on 
Finance,  United  States  Senate,  August  1964 — appendix  to  testimony  on  behalf 
of  the  Health  Insurance  Association  of  America.) 
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nent  of  labor  costs  which  will  always  be  present  in  health  services  and 
because  of  the  cost  of  increasing  quality  of  care,  the  Council  has 
assumed  that  hospital  costs  will  probably  rise  indefinitely  consid- 
erably faster  than  other  prices.  Therefore,  the  Council's  assump- 
tion on  the  relation  of  hospital  costs  to  earnings  is  that  after  the 
first  10  years  of  the  program's  operation  (during  which  hospital 
costs  are  assumed  to  rise  faster  than  earnings),  hospital  costs  will 
rise  slightly  less  than  earnings  but  substantially  more  than  other 
prices.  (See  pages  102—104,  Appendix  B,  for  further  discussion  of 
the  specific  assumptions.) 

The  conservative  nature  of  this  assumption  is  made  plain  when 
one  considers  the  future  price  levels  it  implies.  The  over-all  effect 
of  the  assumed  price  rises,  if  the  past  relationship  between  earnings 
and  the  general  price  level  continues,  is  that  in  the  next  75  years  hos- 
pital prices  will  have  risen  710  percent  while  other  prices  will  have 
risen  by  about  110  percent. 

Another  factor  that  affects  the  financing  of  the  system  is  the 
limitation  placed  on  the  maximum  amount  of  annual  earnings  subject 
to  contributions  (the  contribution  base)  and  its  relationship  to  in- 
creases in  earnings  levels.  As  has  been  noted,  income  to  the  system 
tends  to  rise  as  earnings  rise.  However,  if  over  the  long  run  the 
maximum  on  earnings  which  are  taxed  were  fixed — that  is,  if  the 
maximum  did  not  rise  as  earnings  rise — there  would  be  an  increas- 
ingly inhibiting  effect  on  contribution  income.  More  and  more  people 
would  be  paying  contributions  on  the  maximum  earnings  covered, 
and  increases  in  their  earnings  would  not  be  subject  to  the 
contribution  rate. 

The  Council's  assumption  is  that  the  contribution  base  will  not  re- 
main fixed.  In  the  short  run  the  Council  recommends  an  increase 
in  the  base  in  1966  and  1968,  primarily  to  take  account  of 
the  past  rise  in  earnings  levels.  For  the  longer  run,  one  of  the  as- 
sumptions made  in  preparing  cost  estimates  for  hospital  insurance 
is  that  periodically  there  will  be  increases  in  the  contribution  base 
if  earnings  rise.  These  increases  are  assumed  because  the  base, 
which  under  the  cash-benefit  provisions  is  also  the  maximum  amount 
of  earnings  creditable  for  benefits,  must  be  kept  generally  in  line 
with  changes  in  earnings  levels  if  cash  social  security  benefits  are  to 
continue  to  have  a  reasonable  relationship  to  the  earnings  they  are 
intended  to  replace  and  if  social  security  contributions  are  to  vary 
with  earnings. 
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The  great  bulk  of  the  income  from  contribution  base  increases 
would  of  course  be  used  to  raise  cash  benefits  to  keep  them  in 
line  with  higher  earnings  levels.  For  example,  if  hospital  insurance 
contributions  are  about  one-tenth  of  contributions  under  the  old-age, 
survivors,  and  disability  insurance  program  (as  the  Council  recom- 
mends) a  little  over  90  percent  of  the  income  from  any  future  in- 
crease in  the  contribution  base  would  go  toward  old-age,  survivors, 
and  disability  insurance  and  a  little  less  than  10  percent  toward  hos- 
pital insurance. 

The  Council's  assumption  is,  then,  that  legislative  action  will 
be  taken  from  time  to  time  to  adjust  the  contribution  base  in  line  with 
rising  earnings.  However,  the  Council  recognizes  that  over  the  short 
run  the  increases  which  it  expects  in  the  contribution  base,  beyond 
those  adopted  concurrently  with  hospital  insurance,  may  not  occur  as 
anticipated.  The  Council  recommends,  therefore,  that  the  contribu- 
tion rates  for  hospital  insurance  be  designed  to  provide  sufficient  in- 
come to  cover  benefit  expenditures  even  if,  for  a  number  of  years,  no 
further  increase  in  the  base  is  enacted.  The  contribution  rates  pro- 
posed by  the  Council  are  so  designed. 

In  summary,  the  principles  which  the  Council  has  followed  in 
making  its  recommendation  for  the  contribution  rates  necessary  to 
support  the  proposed  hospital  insurance  program  are  as  follows: 
The  Council  recommends  that  the  income  to  the  hospital  insurance 
program  be  large  enough  each  year  to  cover  benefit  outgo  with  a 
prudent  allowance  for  increases  in  hospital  costs  as  well  as  for  the 
possibility  that  the  contribution  base  increases  may  lag  behind  rising 
earnings. 

A  contribution  rate  of  0.4  percent  each  for  employee  and  em- 
ployer (0.5  percent  for  the  self-employed)  together  with  the  0.15 
percent  from  the  Government  would  be  sufficient  not  only  to  meet 
benefit  costs  but  also  to  build  up  substantial  amounts  in  the  hospital 
insurance  trust  fund.  The  new  trust  fund  would  have  a  sizeable 
balance  from  the  start,  since  contributions  toward  the  program  would 
be  collected  6  months  or  so  before  benefits  would  be  paid. 

The  recommended  maximum  amount  of  annual  earnings  tax- 
able would  be  $6,000  in  1966  rising  to  $7,200  in  1968,  a  recom- 
mendation discussed  in  Part  I.  While,  as  indicated  above,  it  is 
contemplated  that  this  maximum  would  rise  in  the  future,  the  recom- 
mended contribution  schedule  would  yield  income  in  excess  of  outgo 
for  at  least  the  next  10  years  even  if  the  base  is  not  increased  after 
1968. 
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The  following  table  summarizes  the  cost  effect  of  the  four  types 
of  benefits  proposed  to  be  covered : 

ACTUARIAL  BALANCE  UNDER  PROPOSED  PLAN  OF 
HOSPITAL  INSURANCE 

(Costs   expressed    as    percentage   of   taxable    payroll    according  to 


intermediate-cost  estimates) 

Item  Level-Cost 
Level-Cost  Effect  of  Changes: 

Hospital  benefits,  60-day  maximum,  %-day  deductible.  ...  +.84 

Extended  care  services,  30-day  maximum  1   +.02 

Outpatient  diagnostic  services,  deductible  of  %-day  hospital 

cost   +.01 

Home  nursing  services,  240-visit  maximum   +.03 

Level -Cost  of  Proposed  Program   .90 

Level-Equivalent  of  Contribution  Schedule  2   .90 

Actuarial  Balance   .00 

1  With  additional  days  if  all  of  hospital  benefits  are  not  used. 


2  The  0.15  percent  of  payroll  from  general  revenues  for  50  years  is  equivalent  to 
a  level  rate  of  0.10  percent  of  payroll. 

Conclusion:  The  Council  finds  that  health  costs  represent  the 
greatest  remaining  threat  to  the  economic  security  of  our  aged  and 
severely  disabled  citizens.  The  social  insurance  approach,  the 
Council  believes,  is  singularly  fitted  to  serve  in  dealing  with  this 
threat.  What  is  needed  is  an  arrangement  under  which  working 
people,  together  with  their  employers,  can  contribute  from  earnings 
during  their  working  years  and  have  insurance  protection  against 
health  costs  in  later  years,  without  further  contribution,  when  their 
health  costs  will  be  high  and  their  incomes  low.  Only  social  insur- 
ance, as  typified  by  the  social  security  program,  can  assure  that  such 
an  arrangement  will  apply  to  practically  everyone  who  works  for  a 
living. 

The  Council  has  developed  and  presented  in  this  report  a  plan 
under  which  the  major  part  of  the  costs  incident  to  hospitalization 
and  related  care  in  old  age  or  during  periods  of  total  disability  will 
be  paid  for  through  the  contributory  social  security  program.  The 
plan  will  pay  for  these  costs  in  a  way  which  is  in  keeping  with  the 
high  standards  of  American  health  care.  The  plan  will  be  respon- 
sive to  changing  methods  and  improvements  that  are  likely  to  occur 
in  health  care  in  this  country.  The  plan  will  accommodate  the 
individual's  freedom  of  choice  of  health  care  facilities  and  will  in 
no  way  interfere  with  the  private  practice  of  medicine  or  with  the 
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independence  of  our  voluntary  hospital  system.  The  Council  has 
included  recommendations  which,  if  adopted,  would  assure  that  the 
proposed  plan  of  hospital  insurance  for  older  people  and  totally 
disabled  people  will  be  soundly  financed  through  its  own  contribution 
schedule  and  trust  fund. 

While  neither  private  insurance  nor  public  assistance,  alone  or 
together,  can  meet  the  pressing  need  for  hospital  protection  on  the 
part  of  the  aged  and  disabled,  the  recommended  plan  contemplates 
an  important  role  for  both.  The  hospital  protection  proposed  to  be 
provided  under  the  social  security  program  will  serve  as  a  foundation 
on  which  individuals  can  build  private  health  insurance,  just  as  old- 
age,  survivors,  and  disability  insurance  under  social  security  is 
serving  as  a  base  on  which  people  build  additional  protection  through 
private  means.  With  social  security  providing  basic  protection 
against  hospital  and  related  costs,  public  assistance  will  assume  the 
role  best  suited  for  it — that  of  a  program  intended  to  help  the  mem- 
bers of  the  relatively  small  group  whose  special  needs  and  circum- 
stances are  such  that  they  are  unable  to  meet  their  health  costs 
through  social  security  or  through  private  insurance  or  other 
resources. 

The  Council  is  confident  that  the  principles  of  social  insurance 
underlying  its  recommended  plan  for  hospital  insurance  for  the 
aged  and  the  totally  disabled  can  be  applied  successfully  as  they 
have  been  applied  to  social  security  cash  benefits.  Today's  social 
security  program  assures  that  the  vast  majority  of  older  people  and 
totally  disabled  people  will  receive  a  regular  monthly  income  to  help 
them  meet  the  costs  of  day-to-day  living.  The  proposed  provisions 
for  hospital  insurance  will  round  out  this  security  by  removing  the 
greatest  remaining  obstacle  to  the  financial  independence  of  these 
groups.  With  such  provisions  in  effect,  millions  of  our  older  citizens 
will  be  able  to  look  forward  to  their  years  of  retirement  without  the 
dread  of  overwhelming  costs  arising  from  serious  illness. 


52 


PART  III 


Improvements  in  the  Cash-Benefit 
Provisions 

In  general  the  Council  believes  that  the  present  program  is 
functioning  well  and  that  its  basic  structure  is  satisfactory.  The 
most  important  improvements  in  the  cash-benefit  provisions,  and 
particularly  in  the  benefit  amounts,  that  the  Council  is  recommend- 
ing are  designed  to  take  into  account  recent  wage  and  price  changes. 
The  effectiveness  of  the  social  security  benefits  has  been  diminishing 
because  the  benefits  for  the  last  6  years  have  not  even  kept  pace  with 
rising  prices  and  because  the  maximum  amount  of  annual  earnings 
that  is  taxable  and  creditable  toward  benefits  has  not  been  raised  as 
the  general  level  of  wages  has  gone  up. 

The  Council  has  also  found  that  although  the  program  is  very 
broad  in  its  coverage — about  nine-tenths  of  the  people  who  at  any 
one  time  are  in  gainful  employment  in  the  United  States  are 
covered — there  are  some  areas  where  its  coverage  should  be  further 
extended,  and  that  while  benefit  payments  are  now  provided  in  most 
cases  in  which  support  is  lost  when  the  worker  retires  in  old  age, 
becomes  disabled,  or  dies,  there  are  a  few  remaining  gaps  that  should 
be  filled. 

The  improvements  recommended  by  the  Council  require  addi- 
tional financing ;  the  cost  of  those  improvements  and  the  recommenda- 
tions for  providing  the  needed  additional  financing  are  discussed  at 
the  conclusion  of  this  section. 

Before  the  recommendations  of  the  Council  are  set  forth  in 
detail,  it  may  be  helpful  to  summarize  briefly  the  major  provisions 
of  the  present  program. 

Monthly  benefits  are  payable  under  the  program  to  retired  in- 
sured workers  at  age  65,  and  reduced-rate  benefits  may  be  paid  to 
them  as  early  as  age  62.  Benefits  may  also  be  paid  to  the  following 
dependents:  A  wife  or  dependent  husband  age  65  or  over  (or  age  62 
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with  a  reduction  in  the  benefits) ;  children  under  age  18  or  disabled 
before  age  18;  and  a  wife  of  any  age  caring  for  a  child  entitled  to 
benefits.  Monthly  benefits  are  payable  to  insured  workers  who  have 
very  severe  and  long-continued  disabilities  and  to  the  dependents  of 
such  workers.  Upon  the  death  of  an  insured  worker,  monthly  bene- 
fits are  payable  to  a  surviving  widow  or  dependent  widower  age  62 
or  over;  children  under  age  18  or  disabled  before  age  18;  a  mother 
who  has  such  a  child  in  her  care;  and  dependent  parents  age  62  or 
over.    A  lump-sum  death  payment  is  also  made. 

Benefit  amounts  under  the  program  are  related  to  the  average 
earnings  of  the  insured  worker  in  covered  employment;  currently, 
however,  only  the  first  $4,800  of  the  worker's  earnings  in  a  year  is 
included  in  calculating  the  average.  The  minimum  benefit  payable 
to  a  worker  who  goes  on  the  benefit  rolls  at  age  65  or  later  is  $40  a 
month  and  the  maximum  is  $127  a  month.  A  man  and  wife  both 
going  on  the  rolls  at  65  or  later  receive  half  again  as  much.  Maxi- 
mum benefits  to  a  family  based  on  a  worker's  earnings  range  up  to 
$254  a  month. 

Almost  everyone  who  works  is  covered  by  social  security.  The 
only  major  groups  excluded  from  coverage  are  self-employed  physi- 
cians, Federal  employees  under  the  civil  service  retirement  system, 
self-employed  persons  with  annual  net  earnings  of  less  than  $400, 
and  farm  and  household  workers  with  irregular  employment.  Em- 
ployees of  State  and  local  governments  and  of  nonprofit  organiza- 
tions may  obtain  coverage  on  a  voluntary  group  basis  and  almost 
80  percent  have  done  so.  Railroad  employees,  through  a  coordina- 
tion of  the  railroad  retirement  and  social  security  programs,  are  in 
effect  covered  by  social  security. 

The  program,  then,  furnishes  basic  retirement,  disability,  and 
survivor  protection  to  practically  all  of  the  American  people.  The 
Council  believes  enactment  of  the  recommendations  discussed  in  the 
pages  that  follow  will  enable  the  program  to  do  so  more  effectively. 

Social  Security  Benefit  Amounts 

The  social  security  program  today  is  the  major  reliance  of 
most  of  our  people  for  income  security  in  old  age.  As  indicated 
in  Part  II,  about  one-half  of  the  older  social  security  beneficiaries 
have  less  than  $12.50  a  month  in  continuing  retirement  income  other 
than  their  social  security  benefits,  and  for  all  but  about  one-fifth  of 
the  beneficiaries,  benefits  are  the  major  source  of  continuing  retire- 
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ment  income.24  With  social  security  benefits  the  source  of  almost 
all  of  the  regular  retirement  income  received  by  so  many  of  the  older 
people  in  the  country  and  the  main  reliance  of  so  many  more,  it  is 
essential  that  the  benefit  structure  be  examined  from  time  to  time 
to  make  sure  that  benefits  are  reasonably  adequate. 

Benefits  for  a  retired  worker  (men  and  women)  alone  average 
only  $74  a  month;  for  an  aged  couple,  $130.  Two-thirds  of  the 
couples  on  the  benefit  rolls  are  getting  less  than  $158  a  month. 
Even  for  people  now  coming  on  the  benefit  rolls  at  or  after  age  65, 
the  old-age  benefits  for  men  alone  average  $103  a  month;  for  couples, 
$159.    The  Council  believes  that  these  amounts  are  too  low. 

In  considering  how  best,  within  the  limitations  imposed  by  the 
necessities  of  financing,  to  improve  benefits  for  both  present  bene- 
ficiaries and  for  those  who  become  beneficiaries  in  the  future  the 
Council  examined  the  several  factors  that  determine  benefit  size — 
the  contribution  and  benefit  base,  the  provisions  for  translating  the 
record  of  credited  annual  earnings  into  the  "average  monthly  earn- 
ings" on  which  the  benefit  is  based,  the  special  provisions  for  reduced 
benefits  for  those  who  retire  early,  and  the  structure  of  the  formula 
for  deriving  the  monthly  benefit  from  the  average  monthly  earnings. 
As  a  result  of  its  examination,  the  Council  is  recommending  changes 
in  three  of  the  four  factors  and  an  intensive  study  of  possible  changes 
in  the  fourth. 

The  recommendation  of  the  Council  for  increasing  the  contribu- 
tion and  benefit  base  is  outlined  in  Part  I  of  this  report  (on  page  22) 
because  of  its  implications  for  the  financing  of  the  program.  Rais- 
ing the  base  in  line  with  rising  earnings  has  equally  important  im- 
plications for  the  benefit  structure  of  the  program.  Social  security 
is  important  to  average  and  above-average  earners  as  well  as  to  low- 
paid  people.  Over  the  years,  the  erosion  of  the  base  has  meant  that 
the  protection  for  the  higher  earner  has  significantly  deteriorated. 
For  example,  a  man  who  was  earning  $3,000  in  1940  had  all  of  his 
earnings  counted  and,  looking  forward  to  retirement  in  1965,  could 
expect  to  get  a  benefit  that  would  equal  21  percent  of  these  earnings; 
in  1965  a  man  who  was  earning  $3,000  in  1940,  if  his  earnings  rose 
in  proportion  to  the  rise  in  earnings  generally,  will  be  earning  about 
$13,000,  and  under  the  $4,800  base  now  in  effect  would  get  a  bene- 
fit that  would  equal  only  11  percent  of  his  earnings  today.  Today 
about  two-thirds  of  the  regularly  employed  men  have  earnings  above 
the  maximum  which  can  be  counted  for  benefit  purposes.  The  Coun- 
cil believes  that  improvement  of  the  benefits  payable  at  earnings 


See  footnotes  16  and  17,  page  32. 
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levels  above  $4,800  for  people  retiring  in  the  future  through  increas- 
ing the  base  is  necessary  in  order  to  preserve  the  wage-related  charac- 
ter of  the  program  and  to  make  it  more  effective  for  the  average  and 
above-average  earner. 

The  other  recommendations  of  the  Council  for  improving  the 
benefit  structure  are  discussed  in  detail  in  the  following  pages. 

1.  The  Period  for  Computing  Benefits  for  Men 

The  period  for  computing  benefits  (and  insured  status)  for  men 
should  be  based,  as  is  now  the  case  for  women,  on  the  period  up 
to  the  year  of  attainment  of  age  62,  instead  of  age  65  as  under 
present  law,  with  the  result  that  3  additional  years  of  low  earnings 
would  be  dropped  from  the  computation  of  retirement  benefits 
for  men. 

The  Council  recommends  that  the  period  used  for  computing 
benefits  for  men  in  retirement  cases  should  be  shortened  by  3  years, 
making  it  the  same  as  for  women.  While  retirement  benefits  are 
payable  to  men  and  women  at  age  62,  and  while  the  reduction  rates 
applicable  where  benefits  are  taken  before  age  65  are  the  same  for 
men  as  for  women,  the  average  monthly  earnings  for  men  are  com- 
puted over  a  period  equivalent  to  the  number  of  years  (less  5  years) 
up  to  attainment  of  age  65,  whereas  for  women  they  are  determined 
over  a  period  equivalent  to  the  years  (less  5  years)  up  to  age  62. 
If  a  man  does  not  work  after  age  62  his  average  monthly  earnings 
and  the  resulting  benefits  generally  will  be  reduced,  but  a  woman's 
failure  to  work  past  age  62  generally  has  little  or  no  adverse  effect 
on  her  benefits.25 

25  The  following  example  illustrates  the  effect  on  benefit  amounts  of 
shortening  by  3  years  the  period  over  which  a  man's  average  monthly  earn- 
ings are  figured :  A  man  who  earned  $3,000  in  each  vear,  1951  through  1958, 
became  unable  to  continue  at  his  regular  work  in  1959  and  his  earnings  de- 
creased to  $1,500  a  year  in  1959  through  1964.  He  reached  age  62  in  1965, 
had  no  earnings  in  that  year,  and  took  his  reduced  old-age  benefit.  Under 
present  law,  only  5  years,  including  the  3  years  from  age  62  to  65  in  which  he 
had  no  earnings,  could  be  omitted  in  figuring  his  average  monthly  earnings, 
with  the  result  that  he  would  get  a  benefit  of  $68.80  at  age  62  (his  average 
monthly  earnings  of  $208  would  yield  an  unreduced  benefit  of  $86) .  Under 
the  recommendation  an  additional  3  years  would  be  dropped  from  the  compu- 
tation and  his  benefit  would  be  $73.60  (based  on  average  monthly  earnings 
of  $236  and  an  unreduced  benefit  amount  of  $92). 

With  the  general  benefit  increase  recommended  by  the  Council  the  man 
would  get  a  benefit  of  $87.20  (based  on  an  unreduced  benefit  of  $109)  with 
the  shorter  computation  period,  while  under  the  benefit  increase  alone  and 
with  the  present  age  65  closing  point  he  would  get  a  reduced  benefit  of  $82.40. 
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The  Council  is  concerned  about  the  low  benefits  payable  to  men 
who  have  been  coming  on  the  benefit  rolls  before  age  65,  especially 
those  whose  retirement  has  been  involuntary.  Almost  one-half  of 
the  men  awarded  old-age  benefits  in  the  fiscal  year  1964  get  reduced 
benefits  because  they  came  on  the  rolls  before  age  65,  and  their 
benefits  are,  on  the  average,  much  lower  than  the  benefit  amounts 
payable  to  men  who  come  on  the  rolls  at  age  65  or  after — for  fiscal 
year  1964  awards,  $75  for  men  who  came  on  before  65  as  compared 
to  $103  for  men  who  came  on  at  or  after  65. 

The  reduced  benefits  which  are  now  paid  to  men  and  their  wives 
who  start  to  get  old-age  benefits  before  age  65  are  below  what  they 
can  be  expected  to  live  on.  As  a  result  it  may  be  anticipated  that 
many  will  sooner  or  later  have  to  apply  for  assistance;  and  the  role 
of  public  assistance  in  providing  income  for  people  who  can  no 
longer  work — a  role  which  has  diminished  over  the  years  as  the 
social  security  program  has  grown — can  be  expected  to  expand. 
The  proposal  to  end  the  computation  period  for  men  at  62  instead 
of  65  will  alleviate  this  situation. 

The  Council  is  not  certain,  however,  that  this  change  will  im- 
prove benefits  enough  for  people  who  are  forced  into  early  retire- 
ment. It  may  be  necessary  later  to  consider  providing  for  a  smaller- 
than-actuarial  reduction  in  benefits  for  people  who  come  on  the  rolls 
before  age  65.  Provision  for  a  smaller  reduction,  though,  would  be 
relatively  expensive  and  could  have  adverse  effects  on  private  pension 
plans.  It  might  also  have  effects  on  retirement  policies  and  on  the 
general  patterns  of  work  and  retirement  in  the  later  years  of  life. 

Because  of  the  importance  of  such  a  change,  the  Council  does 
not  want  to  make  any  recommendation  on  the  basis  of  the  present 
limited  experience  with  the  age-62  actuarial-reduction  provision  for 
men.  The  provision  permitting  men  to  get  benefits  at  62  was  en- 
acted in  1961,  and  available  data,  much  of  which  relates  only  to  the 
year  1962,  may  not  be  representative  of  the  ongoing  situation.  The 
Council  recommends  that  the  Social  Security  Administration  con- 
tinue to  collect  information  about  the  people  who  come  on  the  benefit 
rolls  before  age  65.  The  information  should  include  data  relative 
to  both  their  past  work  experience  and  their  current  financial  situa- 
tion, and  should  provide  answers  to  such  questions  as  the  following: 
how  many  have  been  regular  full-time  workers  over  the  greater  part 
of  their  lives,  and  how  many  have  been  only  intermittently  or  casu- 
ally employed;  how  many  have  been  the  primary  earners  in  their 
families,  and  how  many  have  been  secondary  earners;  how  many  are 
unskilled  workers,  how  many  have  skills  that  have  become  obsolete 
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because  of  technological  or  economic  change,  and  how  many  have 
skills  that  are  still  useful  and  in  demand;  and  how  many  are  retiring 
voluntarily,  how  many  are  being  forced  to  retire,  and  how  many  have 
already  been  out  of  employment  for  some  time. 

Shortening  by  3  years  the  period  for  computing  benefits  for 
men  will,  of  course,  benefit  men  who  retire  at  or  after  age  65  as  well 
as  those  who  retire  before  age  65 ;  it  will  also  result  in  the  payment 
of  higher  benefits  in  some  cases  to  the  dependents  of  retired  men 
and  to  the  survivors  of  men  who  die  after  reaching  age  62.  The 
proposal  will  also  make  payable  more  quickly,  as  far  as  men  are 
concerned,  the  higher  benefits  that  will  become  possible  with  the  in- 
creased contribution  and  benefit  base  that  is  being  recommended  by 
the  Council.  The  reason  why  this  happens  is  that  with  a  computa- 
tion period  shorter  by  3  years  than  it  would  be  under  present  law, 
fewer  years  prior  to  the  effective  date  of  the  new  base  would  have  to 
be  included  in  the  computation  and  the  average  monthly  earnings 
would  consequently  be  higher.26 

2.  A  General  Increase  in  Benefits 

A  general  increase  in  benefit  amounts,  accomplished  by  a  change 
in  the  way  the  benefit  formula  is  constructed,  should  be  provided 
to  take  into  account  increases  in  wages  and  prices  since  the  last 
general  benefit  increase  in  1958,  and  the  maximum  on  monthly 
family  benefits  should  be  related  to  earnings  throughout  the 
benefit  range. 

The  Council  recommends  a  general  benefit  increase  which  will 
average  about  15  percent  but  which  will  be  accomplished,  not  by 
increasing  each  benefit  by  15  percent,  but  rather  by  a  change  in  the 
way  the  benefit  formula  is  constructed.    About  half  of  the  15  per- 

26  For  example,  take  the  case  of  a  man  who  has  always  earned  at  or  above 
the  maximum  taxable  level  and  who  attains  age  65  and  retires  on  January  1, 
1971.  Assuming  that  the  Council's  recommendations  with  respect  to  the 
contribution  and  benefit  base  and  the  benefit  formula  were  enacted,  but  the 
years  up  to  65  had  to  be  used  in  computing  the  average  monthly  earnings, 
this  man's  average  would  be  figured  over  his  highest  15  years  of  earnings 
after  1950  and  thus  would  be  based  on  3  years  of  earnings  at  $4,200,  7  years 
at  $4,800,  2  years  at  $6,000,  and  3  years  at  $7,200.  His  average  monthly 
earnings  would  be  $443  and  his  benefit  would  be  $153.  If,  on  the  other 
hand,  the  recommendation  for  dropping  out  3  more  years  in  such  cases  is 
adopted,  the  3  years  in  which  his  earnings  were  $4,200  would  be  dropped 
from  the  computation,  his  average  monthly  earnings  would  be  $466  and  his 
monthly  benefit  would  be  $158. 
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cent  will  go  to  restoring  the  purchasing  power  of  the  benefits,  taking 
account  of  increases  in  prices  since  1958,  the  time  of  the  last  general 
benefit  increase.  The  remainder  will  be  used  to  adjust  in  part  to 
the  increase  in  earnings  that  has  taken  place  and  so  improve  the  real 
value  of  the  benefits. 

The  Council  believes  that  while  the  increase  to  make  up  for  the 
increase  in  the  cost  of  living,  amounting  to  about  7  percent,  should 
be  applicable  at  all  benefit  levels,  the  improvement  in  the  real  value 
of  the  benefits  should  not  be  uniformly  applicable  at  all  levels. 

Instead  of  the  large  increase  in  the  percentage  factor  applicable 
to  the  lower  part  of  the  average  monthly  earnings  that  would 
arise  from  such  a  uniform  application,  the  Council  proposes 
to  increase  the  amount  of  average  monthly  earnings  to  which  the 
heavier  weighting  applies.2'  The  purpose  of  having  a  weighted 
formula  is  to  give  recognition  to  the  fact  that  the  lower-paid  worker 
and  his  family  have  less  margin  for  reduction  of  their  income  and 
are  less  likely  to  have  other  resources  than  higher-paid  workers; 
and  the  level  of  earnings  that  marks  what  can  be  considered  a  lower- 
paid  worker  goes  up  as  earnings  go  up  generally.  In  recognition 
of  this  fact,  the  amount  of  average  monthly  earnings  to  which  the 
higher  percentage  applies  was  increased  from  the  original  level  of 
$50,  set  in  1939,  to  $100  in  1950  and  to  $110  in  1954.  In  view 
of  the  increase  in  wages  that  has  occurred  since  1954,  when  the 
amount  was  last  changed,  the  Council  believes  that  in  effect  the 
definition  of  what  constitutes  a  low-paid  worker  should  be  changed 
again  by  an  increase  in  the  level  of  earnings  to  which  the  higher 
percentage  is  applied,  and  the  Council  recommends  an  increase 
from$110to$155.28 

27  In  order  to  provide  a  larger  benefit  relative  to  earnings  for  lower-paid 
people  than  for  higher-paid  people,  social  security  benefit  amounts  have 
always  been  based  on  a  formula  that  is  weighted  to  pay  a  relatively  larger 
percentage  of  average  earnings  up  to  a  certain  amount  and  a  smaller  percent- 
age of  earnings  above  that  amount.  The  formula  underlying  the  benefit 
table  now  in  the  law  is  58.85  percent  of  the  first  $110  of  average  monthly 
earnings  and  21.4  percent  of  the  remainder. 

28  The  result  of  the  Council's  recommendation  for  a  change  in  the  level 
of  earnings  to  which  the  higher  percentage  is  applied  is  that  benefit  amounts 
payable  at  average  monthly  earnings  above  $155  (and  up  to  the  present 
maximum  average  monthly  earnings  of  $400)  will  be  increased  by  a  flat 
amount  of  about  $17  (see  table  on  page  61).  Above  the  present  maximum 
average  monthly  earnings  of  $400,  of  course,  the  increase  in  the  contribution 
and  benefit  base  will  gradually  produce  benefits,  for  those  who  pay  on  the 
higher  base  and  retire  in  the  future,  that  will  be  considerably  more  than  $17 
above  the  present  maximum  benefit  of  $127. 
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The  reason  for  not  applying  more  than  a  7-percent  cost-of-living 
increase  at  the  lower  levels  of  average  monthly  earnings  is  that  the 
increase  at  average  monthly  earnings  below,  say,  $100  would  go 
mostly  to  people  who  have  not  worked  regularly  under  the  program, 
and  whose  benefits  are  already  almost  as  large  for  a  couple  as  the 
earnings  on  which  the  benefits  are  based. 

Although  no  substantial  increase  should  be  made  in  the  per- 
centage factor  applying  to  the  lower  part  of  the  average  monthly 
earnings,  since  this  would  tend  to  increase  benefits  for  people  who 
work  under  the  program  only  part  time,  such  as  people  who  spend 
most  of  their  lives  as  Federal  workers,  as  housewives,  or  in  noncov- 
ered  State  and  local  government  employment,  the  Council  does  favor 
improving  the  situation  for  the  low-paid  worker  who  is  regularly 
covered.  The  Council  believes  that  if  the  social  security  program 
is  to  do  an  adequate  job  as  the  basic  system  providing  retirement 
income,  one  goal  must  be  that  such  a  low-paid  worker  will  get  benefits 
high  enough  so  that  he  will  not  have  to  turn  to  public  assistance  to 
meet  regular  living  expenses.  Low-paid  workers  are  not  likely  to 
have  significant  savings  or  private  pensions;  and  in  the  absence  of 
adequate  social  security  benefits,  most  of  them  will  have  to  turn  to 
assistance  to  supplement  their  benefit  income.  In  the  opinion  of 
the  Council  supplementation  of  benefits  by  assistance  on  a  large  scale 
to  meet  regular  recurring  expenses  is  undesirable.  The  goal  should 
be  to  have  social  security  benefits  meet  regular,  ordinary  living 
expenses  and  to  have  assistance  serve  as  a  backstop  to  meet  special 
and  unusual  needs.  The  Council  believes  therefore  that  the  level 
of  benefits  should  be  such  that  a  regular  full-time  worker  at  low 
earnings  levels  will  ordinarily  not  have  to  apply  for  assistance. 

Under  present  law,  if  a  worker  has  average  monthly  earnings 
of  $200  a  month  (the  equivalent  of  full-time  earnings  at  the  Federal 
minimum  wage)  he  and  his  wife  will  get  a  retirement  benefit  of 
$126  starting  at  age  65.  Forty-one  of  the  fifty  States  have  old-age 
assistance  standards  for  a  couple  that  are  higher  than  $126  a  month 
(not  counting  any  allowance  made  for  medical  care) ,  and  the  median 
standard  for  a  couple  is  $147  a  month.  With  the  benefit  increase 
that  the  Council  is  recommending,  a  worker  earning  $200  a  month 
and  his  wife  would  get  total  monthly  social  security  benefits  of 
$151.50,  an  amount  that  would  be  more  than  or  within  a  few  dollars 
of  the  assistance  standards  of  30  of  the  50  States.  Workers  who 
earn  more  than  minimum  wages  would  of  course  get  higher  benefits. 

The  following  tables  illustrate  benefit  amounts  that  would  be 
payable  under  the  Council's  recommendations  for  changing  the 


60 


method  of  computing  the  benefits.  The  effect  of  the  Council's  rec- 
ommendation for  increasing  the  contribution  and  benefit  base  is  also 
shown  in  the  tables. 

Benefit  Amounts  Payable  to  a  Retired  Worker 

Who  Comes  on  the  Benefit  Rolls  at  age  65  or  Over 

Under  Present  Law  and  under  the  Council's  Recommendations 

Percent  Replacement  of 
Primary  Insurance  Amounts    Average  Monthly  Earnings 


Average  Monthly  Earnings 

Present  Law 

Proposal 

Present  Law 

Proposal 

$67 1  

$40 

$43 

59.7 

64.2 

100  

59 

63 

59.0 

63.0 

110  2  

65 

70 

59.1 

63.6 

124  3  

68 

73 

54.8 

58.9 

155  4  

74 

91 

47.7 

58.7 

200  

84 

101 

42.0 

50.5 

300  

105 

122 

35.0 

40.7 

400  5  

5  127 

144 

31.8 

36.0 

500  

5  127 

165 

25.4 

33.0 

600  6  

5  127 

6 186 

21.2 

31.0 

Benefits  Payable  to  a  Married  Couple 

Coming  on  the  Benefit  Rolls  at  Age  65  or  Over 

Under  Present  Law  and  under  the  Council's  Recommendations 

Percent  Replacement  of 
Benefit  Amount  Average  Monthly  Earnings 


Average  Monthly  Earnings 

Present  Law 

Proposal 

Present  Law 

Proposal 

$67  1  '  

$60.00 

$64.  50 

89.6 

96.3 

100  

88.  50 

94.  50 

88.5 

94.5 

no2  

97.  50 

105.  00 

88.6 

95.5 

124  3  

102.00 

109.  50 

82.3 

88.3 

155  4  

111.  00 

136.  50 

71.6 

88. 1 

200                   J.  .  . . . . . 

126.  00 

151.  50 

63.0 

75.8 

300........  

157.  50 

183.00 

52.5 

61.0 

400  5  

5 190.  50 

216.  00 

47.6 

54.0 

500  

5  190.  50 

247.  50 

38.  1 

49.5 

600  6  

5  190.  50 

6  279.  00 

31.8 

46.5 

1  The  highest  amount  of  average  monthly  earnings  on  which  the  minimum  benefit 
of  $40  is  payable  under  present  law. 

2  The  highest  amount  of  average  monthly  earnings  to  which  the  higher  percentage 
in  the  benefit  formula  in  present  law  is  applied. 

3  The  smallest  amount  of  average  monthly  earnings  to  which  the  recommended 
formula  applies;  at  all  lower  average  monthly  earnings  levels  the  7-percent  increase 
is  larger. 

4  The  highest  amount  of  average  monthly  earnings  to  which  the  higher  percentage 
in  the  formula  would  be  applied  under  the  Council's  recommendation. 

9  The  maximum  under  present,  law. 

e  The  maximum  under  the  $7,200  contribution  and  benefit  base  which  the  Coun- 
cil recommends  go  into  effeet  in  1968. 
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The  Council  recommends  also  that  the  method  of  determining 
family  maximum  benefits  be  changed.  At  present,  over  a  wide  range 
of  average  monthly  earnings  at  the  higher  levels,  the  maximum  fam- 
ily benefit  is  a  flat  dollar  amount  unrelated  to  the  average  monthly 
earnings  on  which  the  individual  benefits  are  based.29  Under  the 
Council's  recommendation  the  family  maximum  would  no  longer 
have  a  flat  dollar  limit  but  would  be  determined  by  a  weighted 
formula  under  which  the  family  maximum  at  the  higher  earnings 
levels,  as  well  as  at  the  lower  levels,  would  be  related  to  previous 
average  monthly  earnings.30  Such  an  approach  would  get  away 
from  a  fixed  dollar  limit  yet  would  continue  to  avoid  the  payment  of 
excessively  large  family  benefits  at  the  higher  earnings  levels. 

This  new  approach  was  embodied  in  the  omnibus  social  security 
bill  that  passed  both  the  Senate  and  the  House  of  Representatives  in 
1964,  but  did  not  become  law  because  the  Conference  Committee  was 
unable  to  agree  on  other  provisions  in  the  bill. 

29  Specifically,  the  maximum  family  benefit  under  present  law  is  $254 
(twice  the  maximum  benefit  payable  to  a  retired  worker)  or  80  percent  of  the 
average  monthly  earnings  (but  it  is  not  permitted  to  reduce  the  family  benefits 
to  less  than  iy2  times  the  worker's  primary  insurance  amount.  The  $254 
limit  applies  at  all  levels  of  average  monthly  earnings  above  $314. 

30  Specifically,  the  family  maximum  would  be  80  percent  of  the  average 
monthly  earnings  up  to  the  point  at  which  the  average  monthly  earnings 
amount  is  two-thirds  of  the  maximum  possible  average  monthly  earnings 
under  the  contribution  and  benefit  base  specified  in  the  law.  The  family 
maximum  at  earnings  levels  above  this  breaking  point  would  be  increased 
by  40  percent  of  the  amount  of  the  average  monthly  earnings  over  the  break- 
ing point.  For  example,  if  the  contribution  and  benefit  base  were  $6,000  the 
family  maximum  would  be  80  percent  of  the!  average  monthly  earnings  at 
earnings  levels  up  to  $333;  ait  earnings  levels  between  $333  and  $500  it 
would  be  80  percent  of  the  first  $333  plus  40  percent  of  any  additional 
average  monthly  earnings,  so  that  at  the  $500  level  the  maximum  would  be 
$333,  or  two-thirds  of  the  average  monthly  earnings  to  which  it  applies. 
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The  following  table  illustrates  family  maximum  benefit  amounts 
that  would  be  payable  under  the  Council's  recommendations: 

Maximum  Family  Benefits  Payable  under  Present  Law  and  under  the 
Council's  Recommendations 


Average  Monthly  Earnings  Family  Maximum 


Present  Law 

Proposal 

$67  1  

  $60. 00 

$64.  50 

100  

  88. 50 

94.  50 

110  2  

  97. 50 

105.  00 

124  3  

  102. 00 

109.  50 

155  4  

  124. 00 

136.  50 

200  

  161. 60 

161.  60 

300  

  240. 00 

240.  00 

400  5  

  8  254.  00 

320.  00 

500  

  5  254.  00 

360.  00 

600  6  

  5  254.  00 

6  400.  00 

1  The  highest  amount  of  average  monthly  earnings  on  which  the  minimum 
benefit  of  $40  is  payable  under  present  law. 

2  The  highest  amount  of  average  monthly  earnings  to  which  the  higher  percentage 
in  the  benefit  formula  in  present  law  is  applied. 

3  The  smallest  amount  of  average  monthly  earnings  to  which  the  recommended 
formula  applies;  at  all  lower  average  monthly  earnings  levels  the  7-percent  increase  is 
larger. 

*  The  highest  amount  of  average  monthly  earnings  to  which  the  higher  percentage 
in  the  formula  would  be  applied  under  the  Council's  recommendation. 
5  The  maximum  under  present  law. 

8  The  maximum  under  the  $7,200  contribution  and  benefit  base  which  the  Coun- 
cil recommends  go  into  effect  in  1968. 

3.  The  Maximum  Lump-Sum  Death  Payment 

The  maximum  lump-sum  death  payment  should  not  be  set  in 
terms  of  an  absolute  dollar  limit  but  rather  should  be  the  same 
as  the  highest  family  maximum  monthly  benefit. 

Under  present  law  the  lump-sum  death  payment  is  equal  to  3 
times  the  primary  insurance  amount  of  the  deceased  worker  but  it 
may  not  exceed  $255.  The  $255  limit  on  the  maximum  lump-sum 
death  payment  was  established  by  the  Congress  in  1952  and  it  has 
not  been  changed  since  that  time.  This  limit,  which  applies  at  all 
levels  of  primary  insurance  amounts  above  $85  (average  monthly 
earnings  levels  above  $207),  is  becoming  increasingly  outdated  be- 
cause it  is  unrelated  to  earnings  levels  or  benefit  amounts  and  has 
not  been  increased  as  earnings  levels  have  risen  or  as  monthly  benefit 
levels  have  been  increased. 
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Since  1952  the  Consumer  Price  Index  has  risen  by  more  than  16 
percent.  More  significantly,  over  the  same  period  the  average  cost 
of  an  adult's  funeral  has  gone  up  at  least  30  percent;  and  medical 
costs,  much  of  which  in  the  case  of  the  last  illness  is  likely  to  have 
to  be  met  from  the  estate,  or  by  the  survivors,  have  increased  almost 
50  percent. 

The  Council  believes  that  the  lump  sum  should  not  be  subject  to 
a  dollar  limit  that  is  allowed  to  remain  stationary  when  other  pro- 
visions of  the  law  are  changed,  but  rather  that  the  dollar  limit  should 
be  adjusted  with  other  provisions  of  the  law  as  earnings  levels  rise. 
The  Council  recommends  specifically  that  the  provision  governing 
the  amount  of  the  maximum  lump  sum  be  changed  from  the  present 
one  prescribing  an  absolute  dollar  limit  of  $255  to  a  provision  that 
the  maximum  lump  sum  shall  be  equal  to  the  highest  family  maxi- 
mum monthly  benefit.  Lump-sum  death  payments  up  to  the  new 
maximum  would  continue  to  be  equal  to  3  times  the  primary  insur- 
ance amount.  And  the  maximum  lump  sum  would  increase  when- 
ever the  maximum  family  benefit  is  increased  so  that  it  would  not 
remain  stationary  in  the  future  as  it  has  over  the  past  12  years. 

Dependents'  and  Survivors'  Benefits 

Since  the  decision  in  1939  to  provide  family  protection — that 
is,  to  protect  those  who  normally  depend  on  the  worker  for  support 
as  well  as  the  worker  himself — Congress  has  provided  benefits  in 
most  situations  where  it  is  necessary  and  appropriate  to  replace  the 
support  lost  by  a  dependent  or  survivor  as  a  result  of  the  retirement, 
disability,  or  death  of  the  worker.  The  Council  has  concluded, 
however,  that  there  are  a  few  additional  dependency  situations  for 
which  protection  should  be  provided. 

4.  Children  Over  Age  18  Attending  School 

Benefits  should  be  payable  to  a  child  until  he  reaches  age  22,  pro- 
vided the  child  is  attending  school  between  ages  18  and  22. 

Benefits  under  the  social  security  program  should  be  paid  to  a 
child  as  long  as  it  is  reasonable  to  assume  that  he  is  dependent  on  his 
family.  Under  the  present  law,  child's  insurance  benefits  (except 
for  a  disabled  child)  are  payable  only  until  age  18,  presumably  on 
the  theory  (not  an  unreasonable  one  at  the  time  that  benefits  were 
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first  provided  for  children  by  the  1939  amendments)  that  by  age  18 
a  child  can  be  expected  to  support  himself.31  With  the  growing  im- 
portance of  education  in  modern  life  it  is  becoming  increasingly 
clear  that  this  is  not  a  reasonable  expectation.  Today  at  least  some 
education  beyond  high  school  is  rapidly  becoming  part  of  our  gen- 
eral level  of  living  and  will  increasingly  be  necessary  because  of 
rapid  technological  advancement  and  the  growth  in  the  number  of 
professional,  technical,  and  other  jobs  requiring  higher  levels  of 
education.  As  a  consequence  the  period  of  dependency  of  children 
has  been  lengthening. 

There  is  precedent  in  other  Federal  programs  for  paying  bene- 
fits to  children  after  they  reach  the  age  of  18  while  they  are  in  school. 
The  civil  service  retirement  program  generally  pays  benefits  up  to 
the  end  of  the  academic  year  in  which  the  student  reaches  age  21. 
Under  three  veterans'  programs — the  dependency  and  indemnity 
compensation  program,  the  non-service-connected  death  pension  pro- 
gram, and  the  war  orphans  education  assistance  program — a  child 
may  get  benefits  after  he  reaches  age  18  while  he  is  attending  school. 
Under  an  amendment  enacted  in  1964  to  the  program  of  aid  to 
families  with  dependent  children  the  Federal  matching  share  in  as- 
sistance payments  may  be  continued  up  to  age  21  where  a  child  is 
attending  a  high  school  or  a  vocational  school. 

The  Council  does  not  recommend  that  mother's  benefits  be  made 
payable  to  a  mother  where  the  only  child  getting  benefits  is  age  18 
or  over  and  is  getting  benefits  on  the  basis  of  being  a  student.  Bene- 
fits are  paid  to  a  wife  or  widow  under  age  62  who  has  a  child  in  her 
care  if  she  does  not  have  earnings  from  work  above  specified  limits, 
in  recognition  of  her  need  to  stay  at  home  to  care  for  the  child. 
Where  the  only  child  is  age  18  or  over  there  is  not  the  same  reason 
to  pay  mother's  benefits,  since  there  is  no  need  for  the  mother  to  stay 
home  to  care  for  the  child. 

An  amendment  similar  to  that  recommended  by  the  Council, 
to  continue  social  security  benefits  after  a  child  reaches  age  18  when 
the  child  is  still  in  school,  was  passed  by  both  houses  of  Congress  in 
1964  but  failed  to  become  law  because  the  Conference  Committee 
was  unable  to  agree  on  other  provisions  in  the  omnibus  bill. 

31  Under  the  1939  provision,  benefits  could  not  be  paid  to  a  child  over 
16  for  any  month  in  which  he  was  not  regularly  attending  school  unless 
school  attendance  was  not  feasible;  the  school  attendance  requirement  was 
repealed  in  1946. 
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5.  Disabled  Widows 


The  disabled  widow  of  an  insured  worker,  if  she  became  disabled 
before  her  husband's  death  or  before  her  youngest  child  became 
18,  or  within  a  limited  period  after  either  of  these  events,  should 
be  entitled  to  widow's  benefits  regardless  of  her  age. 

The  Council  believes  that  the  disabled  widow,  like  the  widow 
who  is  aged  62  or  over  or  the  widow  who  has  a  child  of  the  deceased 
worker  in  her  care,  needs  benefits  when  her  husband  dies-.  The 
Council  therefore  recommends  that  benefits  be  paid  to  the  widow  so 
disabled  that  she  cannot  work — provided,  however,  that  she  was  dis- 
abled at  the  time  of  her  husband's  death  or  before  her  youngest  child 
reached  age  18,  or  within  a  limited  period  after  either  of  these  events. 

The  widows  who  would  be  protected  are  those  who,  when  their 
husbands  die,  suffer  a  loss  of  support  and  who,  because  they  are  dis- 
abled themselves,  have  no  opportunity  to  work  and  thus  to  substitute 
their  own  earnings  for  that  loss  of  support.  On  the  other  hand,  the 
Council  does  not  believe  it  would  be  in  keeping  with  the  purpose  of 
the  program  to  pay  widow's  benefits  on  account  of  disability  to  a 
woman  whose  disability  occurred  after  she  could  have  reasonably 
been  expected  to  have  worked  long  enough  to  earn  disability  insur- 
ance benefits  in  her  own  right.  For  example,  it  would  not  seem  of 
high  priority  to  pay  widow's  benefits  to  a  widow  who  was,  say,  30 
years  old  and  childless  when  her  husband  died  and  who  did  not  be- 
come disabled  until  many  years  later.  Such  a  widow  would  most 
likely  have  gone  to  work  and  earned  disability  protection  in  her  own 
right,  and,  if  she  had  not  worked  after  she  was  widowed,  it  would 
seem  unreasonable  to  pay  her  a  benefit  on  the  grounds  that  a  physical 
or  mental  impairment  that  developed  later  in  life  was  preventing  her 
from  working. 

A  theoretical  case  can  also  be  made,  perhaps,  for  providing 
benefits  for  other  disabled  dependents  (almost  all  of  them  would  be 
disabled  wives  who  are  under  age  62)  of  retired  or  disabled  workers. 
However,  it  cannot  be  assumed  that  younger  wives  of  older  retired 
men  and  wives  of  disabled  men  look  to  employment  for  support 
to  anywhere  near  the  extent  that  widows  do.  Thus  extending  the 
group  of  disabled  dependents  to  include  wives  would  result  in  the 
payment  of  benefits  in  many  cases  where  the  couple  had  not  experi- 
enced any  loss  of  earned  income  as  a  result  of  the  disability  of  the 
wife.  Considering  this  fact,  the  Council  believes  that  additional 
information  is  needed  to  determine  whether  it  would  be  desirable  to 
pay  benefits  to  disabled  wives  as  well  as  widows. 
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6.  Definition  of  Child 


A  child  should  be  paid  benefits  based  on  his  father's  earnings 
without  regard  to  whether  he  has  the  status  of  a  child  under  State 
inheritance  laws  if  the  father  was  supporting  the  child  or  had  a 
legal  obligation  to  do  so. 

Under  present  law,  whether  a  child  meets  the  definition  of  a 
child  for  the  purpose  of  getting  child's  insurance  benefits  based  on 
his  father's  earnings  depends  on  the  laws  applied  in  determining  the 
devolution  of  intestate  personal  property  in  the  State  in  which  the 
worker  is  domiciled.  The  States  differ  considerably  in  the  require- 
ments that  must  be  met  in  order  for  a  child  born  out  of  wedlock  to 
have  inheritance  rights.  In  some  States  a  child  whose  parents  never 
married  can  inherit  property  just  as  if  they  had  married;  in  others 
such  a  child  can  inherit  property  as  the  child  of  the  man  only  if  he 
was  acknowledged  or  decreed  to  be  the  man's  child  in  accordance 
with  requirements  specified  in  the  State  law;  and  in  several  States  a 
child  whose  parents  never  married  cannot  inherit  his  father's  intes- 
tate property  under  any  circumstances.  As  a  result,  in  some  cases 
social  security  benefits  must  be  denied  even  where  a  child  is  living 
with  his  mother  and  father  in  a  normal  family  relationship  and 
where  neither  the  child  nor  his  friends  and  neighbors  have  any  reason 
to  think  that  the  parents  were  never  married. 

The  social  security  program  is  national  in  scope,  covering  the 
worker  without  regard  to  the  State  in  which  he  resides,  and  the  pro- 
gram is  intended  to  pay  benefits  as  a  partial  replacement  of  lost 
support  to  those  relatives  of  the  worker  who  normally  look  to  him  for 
support.  The  Council  believes  that  in  such  a  program  whether  a 
child  gets  benefits  on  the  earnings  record  of  a  person  who  has  been 
determined  to  be  his  father  and  who  has  an  obligation  to  support  him 
should  not  depend  on  whether  he  can  inherit  that  person's  intestate 
personal  property  under  the  laws  of  the  State  in  which  the  person 
happens  to  live. 

There  is  precedent  in  the  veterans'  laws  for  paying  benefits  to 
children  who  do  not  meet  the  definition  of  "child"  under  State  law. 
Under  the  veterans'  program  the  child  of  a  veteran  may  get  benefits 
regardless  of  State  law  if  the  veteran  had  acknowledged  the  child  in 
writing,  or  had  been  ordered  by  a  court  to  contribute  to  the  child's 
support,  or  before  his  death  had  been  judicially  decreed  to  be  the 
child's  father,  or  is  shown  by  other  satisfactory  evidence  to  be  the 
child's  father.  The  Council  believes  that  a  similar  provision  should 
be  included  in  the  social  security  program. 
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Disability  Benefits 

Disability  insurance  is  the  newest  part  of  the  social  security 
program,  having  been  established  by  amendments  enacted  in  1954 
and  1956.  Since  then,  this  part  of  the  program  has  been  improved 
by  providing  benefits  for  the  dependents  of  disabled  workers  and  by 
extending  disability  protection — as  the  original  provisions  did  not — 
to  workers  at  all  ages.  As  a  result  it  has  played  a  growing  role  in 
meeting  the  needs  of  the  disabled.  The  Council  believes  that  this 
development  should  continue  as  experience  with  the  program  grows, 
and  recommends  that  two  improvements  be  made  at  this  time. 

The  Council  recognizes  that  there  is  ground  for  considering  still 
other  changes  in  the  program,  since  there  are  many  totally  disabled 
people  who  face  the  prospect  of  having  their  resources  depleted 
during  periods  when  they  are  not  eligible  to  receive  benefits  under 
either  private  plans  or  the  social  security  system.  The  Council  is 
aware  that  such  consideration  will  be  enhanced  by  several  studies  now 
in  progress  or  being  planned  by  the  Social  Security  Administration 
which  will  produce  additional  information  on,  for  example,  the 
characteristics  of  applicants  who  are  denied  social  security  dis- 
ability benefits,  the  income  and  other  financial  resources  of  severely 
disabled  people,  and  the  extent  to  which  social  security  disability 
beneficiaries  are  dependent  upon  public  assistance.  The  Council 
believes  that  these  studies  may  point  up  the  need  for  further  consid- 
eration of  proposals  to  eliminate  gaps  in  the  protection  now  afforded 
totally  disabled  people. 

7.  Young  Disabled  Workers 

Young  workers  who  become  disabled  should  have  their  eligibility 
for  benefits  determined  on  the  basis  of  a  test  of  substantial  and 
recent  employment  that  is  appropriate  for  such  workers. 

Under  present  law,  in  order  to  be  eligible  for  disability  bene- 
fits, a  worker  must  meet  a  requirement  of  5  years  of  work  in  the  10- 
year  period  before  he  became  totally  disabled.  This  requirement 
assures  that  the  benefits  will  be  paid  only  to  people  who  have  both 
substantial  and  relatively  recent  employment.  However,  the  effect 
of  the  5-years-of-work  requirement  on  a  worker  disabled  while 
young  is  to  make  it  difficult,  or  even  impossible,  for  him  to  get  disa- 
bility benefits.  For  example,  the  worker  who  becomes  totally  dis- 
abled at  age  25  and  who  started  to  work  at  age  21  has  a  total  of  only 
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4  years  of  covered  work  and  therefore  cannot  meet  the  requirement. 

The  restriction  of  disability  insurance  protection  to  workers  who 
have  had  substantial  and  recent  employment  can  be  achieved  for 
younger  workers  by  an  alternative  provision  under  which  a  worker 
disabled  before  age  31  would  be  eligible  for  benefits  if  he  had  been 
in  covered  work  for  at  least  one-half  of  the  period  between  age  21 
(the  age  from  which  fully  insured  status  is  figured  under  present 
law)  and  the  point  in  time  at  which  he  became  disabled,  or,  in  the 
case  of  those  becoming  disabled  before  age  24,  for  at  least  one-half 
of  the  3  years  preceding  disablement.32 

This  provision  would  be  somewhat  similar  to  a  provision  now 
in  the  law  under  which  the  survivors  of  a  worker  who  died  while 
young  can  qualify  for  benefits  even  though  he  had  only  a  short 
period  of  covered  work. 

8.  Rehabilitation  of  Disability  Beneficiaries 

The  social  security  program  should  pay  the  costs  of  rehabilita- 
tion for  disability  beneficiaries  likely  to  be  returned  to  gainful 
work  through  such  help,  with  the  rehabilitation  services  being 
provided  through  State  vocational  rehabilitation  agencies. 

Disability  insurance  beneficiaries  show  less  potential  for  re- 
habilitation than  people  who,  though  disabled,  do  not  meet  the  strict 
definition  of  disability  in  the  social  security  law.  Because  the  bene- 
ficiaries have  less  potential,  rehabilitation  services  for  them  may  be 
given  a  relatively  low  priority  by  the  State  vocational  rehabilitation 
agencies,  and  because  of  limitations  on  funds  and  therefore  on  the 
extent  of  services  that  can  be  offered  by  the  agencies,  some  benefi- 
ciaries who  could  profit  from  rehabilitation  services  do  not  get  them. 

The  Council  believes  that  those  disability  beneficiaries  who  can 
reasonably  be  expected  to  be  returned  to  gainful  employment  through 
rehabilitation  services  should  get  such  services.  Increasing  the  num- 
ber of  disabled  workers  who  are  rehabilitated  would  benefit  not  only 
the  people  involved  but  also  society  in  general.   For  the  rehabilitated 

32  Under  this  proposal,  a  worker  who  becomes  disabled  before  attaining 
age  24  would  have  to  have  been  in  covered  work  years  in  the  3-year 
period  before  he  became  disabled;  a  worker  who  became  disabled  after  age 
24  and  before  age  31  would  have  to  have  been  in  covered  work  half  the 
time  after  age  21  and  before  becoming  disabled;  and  a  worker  who  becomes 
disabled  after  age  31  would,  just  as  under  present  law,  have  to  have  been 
in  covered  work  for  5  out  of  the  10  years  before  he  became  disabled. 
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10.  Retirement  Test 


The  provision  in  the  law  that  prevents  the  payment  of  benefits 
to  a  person  with  substantial  earnings  from  current  work — the 
retirement  test — is  essential  in  a  program  designed  to  replace  lost 
work  income  and  should  be  retained. 

The  purpose  of  social  security  benefits  is  to  furnish  a  partial 
replacement  of  earnings  which  are  lost  to  a  family  because  of  death, 
disability,  or  retirement  in  old  age.  In  line  with  this  purpose  the 
law  provides  that,  generally  speaking,  the  benefits  for  which  a 
worker,  his  dependents,  and  his  survivors  are  otherwise  eligible  are 
to  be  withheld  if  they  earn  substantial  amounts. 

If  benefits  were  paid  without  a  test  of  retirement,  the  cost  of 
the  program  would  be  substantially  increased  and  the  combined 
additional  contributions  which  would  have  to  be  paid  by  employers 
and  employees  to  support  the  provision  would  amount  to  nearly  1 
percent  of  covered  earnings.  In  1964  about  $2  billion  in  additional 
benefits  would  have  been  paid,  and  most  of  this  money  would  have 
gone  to  those  who  are  working  full-time  and  generally  earning  as 
much  as  they  ever  did.  The  great  majority  of  the  older  people  who 
are  eligible  for  benefits — those  who  are  unable  to  work,  those  who 
can  do  some  work  but  cannot  earn  more  than  $1,200  a  year,  and 
those  who  are  aged  72  and  over  and  therefore  no  longer  subject  to 
the  test — would  not  be  helped  by  elimination  of  the  test.  Indeed 
they  might  be  hurt;  the  increased  cost  might  well  stand  in  the  way 
of  improvements  which  would  be  of  help  to  them.  Thus  if  the  con- 
cept of  partially  replacing  work  income  lost  through  retirement 
were  dropped  and  a  straight  annuity  concept  adopted,  the  costs 
would  be  incurred  mostly  to  pay  benefits  to  those  fortunate  older 
people  with  regular  jobs  at  the  expense  of  all  the  rest. 

The  test  of  retirement  is  essential  to  implement  the  purpose 
of  the  program — insurance  against  the  loss  of  earned  income.  It 
is  not  to  be  confused  with  a  test  of  individual  need  or  income.  The 
Council  believes  it  is  of  the  greatest  importance  that  benefits  continue 
to  be  paid  without  regard  to  the  nonwork  income  or  assets  of  the 
beneficiary.  Only  by  paying  benefits  without  regard  to  nonwork 
income  can  the  program  continue  to  sustain  the  motivation  of  the 
individual  to  save  on  his  own  and  to  buy  private  insurance.  Only 
in  this  way  can  the  partnership  of  social  security  with  private  pen- 
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sion  plans  be  continued.  Moreover,  it  is  the  absence  of  any  test  of 
need  or  income  that,  together  with  the  concept  of  earned  right,  gives 
the  program  its  distinctive  character  as  a  program  of  self-support 
and  self-reliance. 

The  Council  has  not  only  considered  the  desirability  of  retain- 
ing the  test  of  retirement,  but  has  evaluated  various  alternative  ways 
of  liberalizing  the  test.  The  Council  recognizes  that  the  present 
test  does  discourage  some  people  who  are  retired  from  their  regular 
jobs  from  earning  as  much  as  they  could,  or  would  like  to,  in  part- 
time  or  irregular  employment.  Because  only  $1  in  benefits  is  with- 
held for  each  $2  of  earnings  between  $1,200  and  $1,700,  additional 
earnings  always  mean  more  total  income  from  benefits  and  earnings 
up  to  that  point,  but  above  $1,700,  a  person  loses  $1  in  tax-exempt 
benefits  for  each  $1  of  taxable  earnings.  Because  his  earnings  are 
reduced  by  the  amount  of  income  tax  he  must  pay,  while  the  benefits 
he  foregoes  would  not  have  been  taxable,  he  may  be  worse  off  finan- 
cially as  he  earns  more.  Even  those  who,  because  of  extra  exemp- 
tions or  extraordinary  medical  expenses,  for  example,  do  not  have 
any  income  tax  liability  may  be  worse  off  financially  because  they 
must  pay  the  social  security  tax  on  their  earnings  and  because  of 
expenses  connected  with  working. 

If  the  limit  on  the  span  of  earnings  to  which  the  $l-for-$2  ad- 
justment applies  were  raised,  people  would  not  be  faced  with  a 
financial  deterrent  to  earning  somewhat  more  than  $1,700  a  year, 
and  there  would  be  relatively  little  increase  in  the  cost  of  the  program. 

On  the  other  hand,  if  the  limit  were  extended  very  far  and  at 
the  same  time  the  benefit  formula  were  liberalized  and  the  benefit 
and  contribution  base  raised  as  the  Council  recommends,  people 
would  be  able  to  earn  quite  high  amounts  and  still  get  some  benefits. 
For  example,  if  the  present  $1,700  figure  were  extended  as  far  as 
$3,000  (and  if  the  benefit  increases  recommended  by  the  Council 
were  adopted)  a  person  getting  benefits  for  himself  and  his  wife 
based  on  average  earnings  of  $6,000  a  year  would  be  able  to  earn 
$5,000  and  still  get  some  benefits.  And  such  a  substantial  liberali- 
zation of  the  test  would  increase  substantially  the  number  of  people 
who  could  keep  on  working  at  their  regular  jobs  and  get  benefits. 

On  balance,  while  the  Council  does  not  recommend  any  change 
in  the  retirement  test,  it  believes  that  if  nevertheless  a  change  were 
to  be  made  it  would  be  best  to  go  a  limited  way  in  the  direction  of 
extending  the  $l-for-$2  band. 
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Extending  the  Coverage  of  the  Program 


Practically  all  working  people  are  now  covered  by  social  se- 
curity. At  any  given  time  the  employment  of  nearly  9  out  of  10 
people  in  the  paid  labor  force  is  covered.  Of  the  employment  which 
is  not  covered,  about  one-half  is  that  of  governmental  employees — 
Federal,  State  and  local — almost  all  of  whom  are  covered  under 
governmental  staff  retirement  systems.  Almost  two-fifths  of  the  em- 
ployment not  covered  is  that  of  people  who  work  irregularly — part- 
time  household  and  farm  work  performed  by  people  (in  many  cases 
housewives,  school  children,  or  retired  persons)  who  do  not  meet 
the  relatively  low  earnings  tests  required  for  coverage  in  these  em- 
ployment areas,  or  self-employment  by  people  who  earn  less  than 
S400  in  a  particular  year.  The  other  major  exclusion  is  self- 
employment  in  the  practice  of  medicine.  Approximately  170.000 
doctors  have  their  self-employment  earnings  in  the  practice  of  medi- 
cine excluded  from  coverage.  In  addition,  a  very  substantial  part 
of  the  work  income  of  one  group  of  covered  workers,  those  who  cus- 
tomarily receive  tips  in  the  course  of  their  employment,  is  not  subject 
to  tax  nor  creditable  toward  benefits,  and  as  a  consequence,  the  social 
security  protection  of  these  workers  is  inadequate. 

The  changes  in  the  coverage  provisions  of  the  program  which 
the  Council  recommends  would  extend  coverage  to  the  self-employ- 
ment earnings  of  physicians,  provide  social  security  protection  for 
Federal  employees  when  they  are  not  eligible  for  civil  service  retire- 
ment benefits,  facilitate  the  coverage  of  additional  State  and  local 
government  employees,  and  provide  social  security  credit  for  tips. 

To  the  extent  feasible,  everyone  who  works  should  be  covered 
by  the  social  security  program.  Every  occupational  group  contains 
substantial  numbers  of  people  who  at  one  time  or  another  will  need 
the  protection  of  the  program  and  it  is  impossible  to  foresee,  over 
the  course  of  a  lifetime,  who  will  and  who  will  not  have  this  need. 
Moreover,  all  Americans  have  an  obligation  to  participate,  since  an 
effective  social  security  program  helps  to  reduce  public  assistance 
costs,  and  reduced  public  assistance  costs  mean  lower  general  taxes. 
There  is  an  element  of  unfairness  in  a  situation  where  practically  all 
contribute  to  social  security  while  a  few  profit  from  the  tax  savings 
but  are  excused  from  contributing  to  the  program. 

It  is  essential  that  the  coverage  of  the  program  remain  on  a  com- 
pulsory basis.  If  coverage  were  voluntary,  the  program  could  not 
effectively  carry  out  its  purpose  of  providing  basic  protection  for 
all.    The  improvident  would  not  be  inclined  to  elect  coverage. 
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Many  workers  who  have  great  need  for  protection  and  limited  oppor- 
tunity to  acquire  it  through  private  means — low-income  workers, 
workers  with  large  families  and  workers  in  poor  health — would 
choose  not  to  pay  social  security  contributions  because  of  pressing 
day-to-day  needs.  Moreover,  permitting  individual  voluntary  cov- 
erage would  increase  program  costs  and  give  those  allowed  such 
coverage  an  unfair  advantage  over  workers  who  are  covered  on  a 
compulsory  basis. 

Social  security  was  designed  to  operate  under  a  benefit  struc- 
ture which  would  protect  all  Americans  and  their  families  regardless 
of  the  worker's  age,  the  size  of  his  family,  or  any  other  factor  which 
might  make  the  value  of  the  protection  high  in  relation  to  the  worker's 
own  contributions.  Because  social  security  is  financed  in  part  by 
employer  contributions,  it  can  provide  in  virtually  all  cases  pro- 
tection worth  more  than  the  employee  contributions  and  still  take 
care  of  the  higher-cost  risks,  such  as  older  workers  and  workers  with 
large  families  (where  the  protection  provided  may  be  much  more 
valuable  than  the  contributions).  This  type  of  benefit  structure, 
which  is  highly  desirable  from  the  standpoint  of  enabling  the  pro- 
gram to  accomplish  its  goals,  is  practical  only  under  compulsory 
coverage.  Only  through  compulsory  coverage  can  there  be  assur- 
ance that  those  covered  will  include  not  only  the  high-cost  risks  but 
also  the  lower-cost  risks.  And  only  in  a  system  that  provides  for 
compulsory  coverage  of  employees  is  it  reasonable  to  require  em- 
ployer contributions  to  help  finance  the  benefits.  If  employees 
could  choose  to  be  covered  or  not  to  be  covered  by  social  security, 
employers  would  have  good  grounds  for  resisting  any  requirement 
that  they  pay  contributions  on  the  earnings  of  those  employees  who 
elected  not  to  participate.  It  would  not  be  practical,  on  the  other 
hand,  to  require  an  employer  to  contribute  with  respect  to  only  those 
of  his  employees  who  elected  coverage.  Aside  from  the  constitutional 
question  of  whether  a  tax  can  be  imposed  on  one  party  as  a  result 
of  a  voluntary  choice  of  another,  such  a  provision  would  create  an 
undesirable  economic  incentive  to  employ  workers  who  chose  not  to 
be  covered. 

The  only  provision  now  in  the  program  for  individual  election 
of  coverage  is  that  applying  to  ministers,  and  the  general  objections 
to  voluntary  coverage  have  been  borne  out  in  the  experience  with 
this  provision.  Coverage  has  been  elected  by  a  large  proportion  of 
those  ministers  who  are  approaching  retirement  age — ministers  who 
can  confidently  expect  a  large  return  for  their  social  security  con- 
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tributions.  On  the  other  hand,  the  proportion  of  younger  ministers 
who  have  elected  coverage  is  not  nearly  as  large.  Thus  the  net  effect 
on  the  trust  funds  is  unfavorable  in  comparison  with  the  cost  of  the 
general  compulsory  coverage  of  the  program.36  The  Council 
strongly  recommends  against  adoption  of  any  changes  that  would 
make  social  security  coverage  voluntary  for  additional  groups. 

The  Council  is  not  recommending  any  changes  in  the  minimum 
earnings  required  for  coverage  of  work  in  household  and  farm  em- 
ployment and  self-employment.  There  are  difficult  administrative 
problems  in  such  changes  and,  although  in  general  the  results  would 
be  desirable,  there  are  also  some  drawbacks.  A  large  proportion 
of  the  people  who  would  be  brought  into  coverage  by  a  lowering  of 
the  minimum  earnings  requirements  would  be  short-term  or  casual 
workers,  such  as  housewives  and  school  children  working  as  local 
seasonal  labor  in  agriculture,  who  ordinarily  are  not  in  the  labor 
force  and  are  already  protected  as  dependents  of  covered  workers. 
The  Council  recognizes  that  as  earnings  levels  rise  there  is  an  auto- 
matic increase  of  the  coverage  of  people  engaged  in  the  kinds  of 
work  which  are  subject  to  the  minimum-earnings  requirements,  and 
considers  the  additional  coverage  which  will  gradually  arise  in  the 
future  from  this  process  desirable. 


36  There  have  been  repeated  extensions  of  the  time  limit  specified  in  the 
law  for  ministers  to  elect  coverage,  thus  increasing  the  original  advantage 
ministers  were  given  and  the  unfavorable  effect  on  the  trust  funds,  since  a 
minister  who  first  did  not  choose  to  be  covered  may  later — if  he  marries  and 
has  a  family,  for  example — decide  that  coverage  would  be  to  his  advantage, 
while  one  who  has  no  dependents  may  continue  to  stay  outside  of  the  program. 

The  Council  is  not  now  recommending  any  change  in  the  coverage  pro- 
visions for  ministers.  While  the  Council  believes  there  are  better  methods 
of  covering  ministers,  the  improvements  it  has  considered  tend  to  be  offset 
by  the  problems  created  by  a  drastic  change  from  a  method  which  has 
been  known  and  used  over  a  number  of  years.  The  Council  recommends 
that  the  Social  Security  Administration  explore  further  whether  it  would  be 
feasible  to  change  to  a  plan  under  which  ministers  employed  by  churches 
or  other  nonprofit  organizations  would  be  covered  as  employees,  and  to 
develop  methods  of  minimizing  the  transitional  problems.  The  Council 
believes  that  any  coverage  of  ministers  on  this  basis  should  be  at  the  option 
of  the  nonprofit  employer,  and  that  the  church  or  other  employer  should  be 
able  to  provide  social  security  coverage  for  lay  employees  and  not  for  min- 
isters if  it  chose  t6  do  so.  If  a  church  decides  to  cover  its  ministers,  its 
current  minister  (or  ministers)  could  choose  to  continue  to  be  excluded 
from  coverage,  but  any  minister  employed  in  the  future  would  be  covered. 
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11.  Doctors  of  Medicine 


Self-employed  doctors  of  medicine  should  be  covered  on  the 
same  basis  as  other  self-employed  people  now  covered,  and  in- 
terns should  be  covered  on  the  same  basis  as  other  employees 
working  for  the  same  employer. 

Self-employed  physicians,  numbering  about  170,000,  are  the 
only  professional  group  whose  self-employment  income  is  not  cov- 
ered under  social  security.  The  Council  sees  no  reason  why  this 
discriminatory  treatment  should  be  continued.  There  are  no  tech- 
nical or  administrative  barriers  to  the  coverage  of  doctors.  Nor  is 
there  any  question  that  many  doctors  have  a  need  for  coverage  as 
great  as  that  of  other  professional  self-employed  people.  A  pro- 
vision for  covering  self-employed  doctors  was  approved  by  the 
House  of  Representatives  in  1964. 

Apparently  physicians  have  been  excluded  up  to  now  because 
spokesmen  for  the  profession  have  indicated  opposition  to  coverage. 
The  Council  believes  that  the  wishes  of  a  particular  group  are  not  a 
sufficient  basis  for  the  continued  exclusion  of  the  group.  Social 
security  is  not  only  a  mechanism  in  which  a  person  participates  be- 
cause of  the  benefits  he  as  an  individual  expects  to  receive.  It  is  an 
institution  through  which  all  Americans  together  promote  economic 
security  by  financing,  from  the  contributions  of  all,  a  continuing 
income  to  families  whose  earnings  are  cut  off  by  the  old  age,  death, 
or  disablement  of  the  worker.  Physicians,  like  all  other  Americans, 
benefit  in  general  tax  savings  and  in  other  ways  from  the  prevention 
of  dependency  through  social  security.  Like  other  Americans,  they 
should  share  in  its  support.  In  fact,  failure  to  cover  the  self- 
employment  income  of  physicians  has  the  effect  that  many  of  them 
have  an  unfair  advantage  under  the  program,  since  it  is  possible  for 
them  to  acquire  insured  status  through  working  for  a  time  in  covered 
employment,  and  then,  because  those  who  do  so  have  low  average 
monthly  earnings  under  the  program,  they  get  the  advantage  of  the 
weighted  benefit  formula  that  is  intended  for  low-income  people. 
Thus  many  of  those  who  do  qualify  get  a  very  large  return  in  relation 
to  the  contributions  they  pay,  in  comparison  with  self-employed 
people  who  spend  all  of  their  working  lifetimes  in  covered  work. 

The  present  exclusion  from  social  security  coverage  of  interns 
employed  by  hospitals  is  closely  related  to  the  exclusion  of  self- 
employed  physicians.  The  Council  believes  that  when  self- 
employed  physicians  are  covered,  coverage  should  be  extended  to 


77 


interns  on  the  same  basis  as  that  on  which  coverage  is  now  made 
available  to  other  employees  of  hospitals. 

12.  Tips 

Social  security  contributions  should  be  paid  on  tips  an  em- 
ployee receives  from  a  customer  of  his  employer,  and  tips  should 
be  counted  toward  benefits. 

More  than  a  million  employees  now  covered  under  the  social 
security  program  have  an  important  part  of  their  income  from  work 
excluded  from  coverage  because  it  is  received  in  the  form  of  tips.37 
The  Social  Security  Administration  has  estimated  that  the  amount 
of  tips  received  by  employees  who  regularly  receive  tips  is  more  than 
$1  billion  a  year.  Tip  income  is  estimated  to  represent,  on  the  av- 
erage, more  than  one-third  of  the  work  income  of  regularly  tipped 
employees;  in  many  cases,  of  course,  tips  represent  a  much  larger 
part,  or  even  all,  of  the  employee's  income.  For  example,  a  waiter 
in  a  large  city  may  get  only  $35  a  week  in  wages  and  may  average 
another  $55  a  week  in  tips. 

Under  present  law,  with  only  his  wages  counted  toward  bene- 
fits, the  waiter  who  gets  $35  a  week  in  wages  and  $55  a  week  in  tips 
would  receive  a  monthly  retirement  benefit,  beginning  at  age  65,  of 
$74.  If  his  tips  were  also  covered,  his  benefit  amount  would  be 
$125.  Because  their  tips  are  not  counted  toward  benefits,  tipped 
employees  are  not  adequately  protected  under  the  social  security 
program.  Moreover,  since  tipped  workers  pay  income  tax  on  earn- 
ings they  get  in  the  form  of  tips,  it  seems  particularly  unfair  to 
them  that  these  earnings  are  not  counted  for  social  security  purposes. 
This  situation  should  be  corrected. 

Since  tips  received  by  an  employee  from  a  customer  of  bis  em- 
ployer are  given  for  services  performed  in  an  employment  relation- 
ship, they  should,  to  the  extent  possible,  be  credited  to  the  employee's 
social  security  account  in  the  same  way  that  his  wages  are  credited. 
This  would  mean  that  both  the  employee  and  the  employer  would 
pay  their  share  of  the  social  security  taxes  on  tips,  and  the  employer 
would  report  the  tips  along  with  the  wages  he  pays  the  employee. 

37  Tips  an  employee  receives  directly  from  someone  other  than  his  em- 
ployer are  covered  for  social  security  purposes  only  if  the  employer  requires 
an  accounting  of  the  tips.  Very  few  tips  are  covered  on  this  basis.  Tips 
received  by  self-employed  persons  are  covered  in  the  same  way  as  other 
types  of  self-employment  income. 
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The  Council  recognizes  that  there  are  difficulties  in  requiring 
the  employer  to  report  and  pay  taxes  on  his  employees'  tips,  since 
the  amount  of  tips  that  would  have  to  be  reported  may  not  be  readily 
determinable  by  the  employer.  The  Council  believes,  however, 
that  most  of  the  difficulties  for  employers  can  be  overcome  if  they 
are  not  held  responsible  for  reporting  and  paying  taxes  on  tips  that 
the  employee  was  required  to  report  but  did  not.  A  plan  for  cov- 
ering tips  on  this  basis  was  approved  by  the  House  of  Representatives 
in  1964. 

The  Council  is  aware  that  some  employers  have  argued  that 
they  should  not  be  required  to  pay  social  security  taxes  on  their  em- 
ployees' tips  because  they  cannot  count  tips  in  determining  whether 
they  meet  the  requirements  of  minimum  wage  laws.  The  Council 
has  been  informed,  however,  that  of  the  States  in  which  tipping  oc- 
cupations are  covered  by  operative  minimum  wage  laws,  only  14 
make  no  allowance  for  tips.  It  does  not  seem  reasonable  to  argue 
that  the  fact  that  tips  are  not  counted  toward  the  minimum  wage  in 
14  States  should  preclude  Federal  action  to  count  tips  under  the 
basic  social  security  system.  As  a  practical  matter,  Federal  leg- 
islation requiring  employees  to  report  their  tips  to  their  employers 
for  social  security  credit  would  help  to  remove  a  major  obstacle  to 
counting  tips  toward  the  minimum  wage. 

13.  Federal  Employees 

Social  security  credit  should  be  provided  for  the  Federal  em- 
ployment of  workers  whose  Federal  service  was  covered  under 
the  civil  service  retirement  system  but  who  are  not  protected 
under  .that  system  at  the  time  they  retire,  become  disabled,  or 
die. 

Unlike  almost  all  private  pension  plans  and  a  high  proportion 
of  State  and  local  retirement  systems,  the  Federal  civil  service  re- 
tirement system  is  not  supplementary  to  the  social  security  program. 
Thus  when  a  person  leaves  Federal  employment,  his  years  of  previ- 
ous Federal  service  do  not  count  toward  social  security  benefits. 
Moreover,  protection  under  the  civil  service  retirement  system  does 
not  start  until  after  5  years  of  Federal  employment.  As  a  result, 
although  the  civil  service  retirement  system  provides  good  protec- 
tion for  people  who  stay  in  Federal  employment,  Federal  workers 
who  leave,  or  those  who  die  or  become  disabled  before  having 
worked  for  the  Government  for  5  years,  may  have  inadequate  pro- 
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tection  or  none  at  all  under  either  civil  service  retirement  or  social 
security. 

A  practicable  and  relatively  inexpensive  way  of  filling  the 
most  serious  gaps  that  result  from  this  situation  is  to  provide  for 
social  security  credit  for  the  Federal  employment  of  those  workers 
who  are  not  protected  under  the  civil  service  system  at  the  time  they 
retire,  become  disabled,  or  die.  As  part  of  the  financing  arrange- 
ment, the  civil  service  retirement  system  would  withhold,  from  the 
returns  of  contributions  that  are  made  from  the  civil  service  retire- 
ment system  to  separating  employees,  amounts  equal  to  the  social 
security  employee  contributions  which  would  have  been  payable  if 
their  Federal  work  had  been  covered  under  social  security.  These 
withholdings  would  be  transferred  to  the  social  security  fund  and 
additional  financial  adjustments  made  between  the  two  systems  to 
take  account  of  the  transfers  of  credit. 

The  plan  includes  the  following  principal  elements,  all  of  which 
the  Council  considers  essential  to  its  effective  operation: 

1.  Credit  would  be  transferred  to  social  security  for  the  Fed- 

eral service  of  individuals  who  die,  become  disabled,  or 
separate  from  work  covered  under  the  civil  service  re- 
tirement system  after  less  than  5  years  of  Federal  service. 
(At  present,  the  only  provision  made  where  a  person  with 
less  than  5  years  of  service  dies  or  terminates  his  employ- 
ment is  for  a  refund  of  employee  contributions.) 

2.  Credit  would  be  transferred  to  social  security  for  the  Fed- 

eral service  of  people  who  separate  after  5  or  more  years 
of  Federal  work  and  obtain  refunds  of  their  contribu- 
tions to  the  civil  service  retirement  system.  (The  civil 
service  retirement  system  does  not  provide  any  protec- 
tion for  people  who  separate  from  the  civil  service  and 
take  refunds.) 

3.  Former  civil  service  employees  who  have  not  taken  refunds 

of  their  civil  service  contributions  and  who  die  or  who 
become  disabled  before  age  62  could  have  credit  for  their 
Federal  service  transferred  to  social  security.  (Former 
employees  do  not  have  disability  or  survivorship  protec- 
tion under  the  civil  service  retirement  system  after 
separation.) 

This  transfer-of-credit  approach  would  forego  certain  advan- 
tages which  would  be  achieved  by  a  straight  extension  of  social 
security  coverage.    For  example,  an  extension  of  social  security 
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coverage  would  provide  superior  protection  for  workers  who  become 
disabled  or  die  relatively  early  in  their  careers.  However,  the 
transfer-of-credit  approach  the  Council  is  suggesting  would  be  con- 
siderably less  costly  for  the  Federal  Government  than  a  straight 
extension  of  social  security  coverage.  Equally  important,  whereas 
an  extension  of  social  security  coverage  would  require  substantial 
modification  of  the  civil  service  retirement  system  to  take  account 
of  social  security  benefits  and  contributions,  no  modifications  would 
be  required  to  carry  out  the  Council's  recommendation  except  for 
the  financing  of  the  transfer  of  credits. 

14.  State  and  Local  Government  Employees 

The  coverage  of  additional  State  and  local  government  employees 
should  be  facilitated  by  making  available  to  all  States  the  option 
of  covering  only  those  present  members  of  State  and  local  govern- 
ment retirement  system  groups  who  wish  to  be  covered,  with 
coverage  of  all  new  members  of  the  group  being  compulsory. 
Also,  policemen  and  firemen  in  all  States  should  be  provided 
the  same  opportunity  for  coverage  as  other  State  and  local  gov- 
ernment employees. 

The  provisions  of  present  law  which  make  social  security  cov- 
erage available  to  employees  of  States  and  their  political  subdivisions 
under  voluntary  agreements  between  the  States  and  the  Federal 
Government  have  proved  generally  effective  in  an  area  of  employ- 
ment where,  by  reason  of  constitutional  barriers  against  Federal 
taxation  of  the  States,  compulsory  coverage  has  not  seemed  feasible. 
About  7  out  of  10  full-time  State  and  local  government  employees 
are  now  covered  under  social  security,  and  about  three-fourths  of 
those  covered  have  supplemental  protection  under  a  staff  retirement 
system. 

Although  the  present  approach  to  coverage  of  State  and  local 
government  employment  has  been  effective,  the  Council  believes 
that  improvements  can  and  should  be  made  within  the  existing  frame- 
work. Over  the  years  a  number  of  special  provisions,  each  apply- 
ing only  to  a  State  or  States  named  specifically  in  the  law,  have  been 
enacted.  Special  provisions  not  only  complicate  administration  but 
result  in  inequalities  of  treatment  as  between  different  groups  in 
similar  employment  situations — inequalities  which  are  inappropri- 
ate in  a  national  social  insurance  system.  In  the  main,  these  in- 
equalities arise  under  provisions  which  permit  a  number  of  States 
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named  in  the  Federal  law  much  greater  latitude  in  bringing 
retirement-system  members  under  social  security  than  is  permitted 
other  States. 

In  all  but  18  States,  which  are  named  in  the  law,  coverage  is 
available  only  by  means  of  a  referendum  among  members  of  any 
retirement-system  group  for  which  social  security  coverage  is  con- 
templated; if  a  majority  of  the  members  vote  for  social  security 
coverage,  all  members  of  the  group  are  covered.  The  18  States 
named  in  the  law  are  permitted  to  use  either  the  referendum  pro- 
cedure or  an  alternative  known  as  the  "divided-retirement-system" 
provision.  Under  this  alternative,  the  18  States  may  extend  social 
security  coverage  to  only  those  current  members  of  a  retirement- 
system  group  who  desire  such  coverage,  with  coverage  being 
required  for  all  employees  who  later  become  members  of  the 
retirement-system  group.  The  requirement  that  all  future  members 
of  the  group  must  be  covered  under  social  security  protects  the 
social  security  trust  funds  against  continuing  adverse  selection. 

Making  the  divided-retirement-system  procedure  generally 
available  would  make  it  possible  for  a  State  to  provide  in  an  orderly 
way  for  the  protection  of  future  members  of  retirement- system 
groups  on  a  coordinated  basis. 

Under  another  provision  all  but  19  States  (named  in  the  law) 
are  prohibited  from  providing  social  security  coverage  for 
retirement-system  groups  made  up  of  policemen  and  firemen.  The 
Council  sees  little  justification  for  the  prohibition.  There  are  strong 
reasons  why  policemen  and  firemen  should  be  covered  under  staff 
retirement  systems  in  addition  to  social  security  because  the  benefits 
of  staff  retirement  systems  can  be  tailored  to  meet  their  special  needs. 
However,  their  arduous  and  dangerous  duties  make  the  survivor 
and  disability  protection  of  social  security  particularly  valuable  to 
policemen  and  firemen.  Their  own  systems  are  often  seriously  defi- 
cient in  providing  survivor  protection,  and  their  over-all  disability 
and  retirement  protection,  like  that  of  other  State  and  local  govern- 
ment employees,  could  be  improved  considerably  if  they  were 
covered  under  both  the  basic  social  security  program  and  a  supple- 
mentary staff-retirement  system. 

Some  organizations  of  policemen  and  firemen  that  have  op- 
posed social  security  coverage  for  their  members  have  expressed 
fear  that  their  State  or  local  government  systems  would  be  curtailed, 
or  perhaps  abandoned,  if  social  security  coverage  were  obtained. 
The  Council  is  impressed,  though,  by  the  fact  that  the  extension  of 
social  security  protection  to  millions  of  State  and  local  government 
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workers  who  are  under  staff-retirement  plans  has  given  rise  to  no 
instances,  to  the  knowledge  of  the  Council,  where  there  has  been  a 
reduction  in  over-all  protection. 

The  Council  supports  the  policy  declaration  of  the  Congress 
contained  in  the  present  social  security  law,  which  states  that  there 
should  be  no  impairment  of  the  protection  of  members  of  a  State 
or  local  government  retirement  system  by  reason  of  the  extension 
of  social  security  coverage  to  employment  covered  by  the  system. 
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Meeting  the  Cost  of  the  Changes  Recommended 

The  increase  in  the  contribution  and  benefit  base  and  the  ex- 
tensions of  coverage  recommended  by  the  Council  will  decrease  the 
cost  of  the  program  relative  to  taxable  payroll.  On  the  other  hand, 
the  benefit  liberalizations  recommended  by  the  Council  will  increase 
the  cost  of  the  program  relative  to  taxable  payroll.38  On  balance,  the 
changes  recommended  by  the  Council  would  require  a  somewhat 
higher  ultimate  contribution  rate  than  does  present  law.  The  fol- 
lowing table  summarizes  the  cost  effects  of  the  Council's  recom- 
mendations and  the  actuarial  status  of  the  program  under  those 
changes,  exclusive  of  hospital  insurance.  These  matters  are  dis- 
cussed in  detail  in  Appendix  B,  "Actuarial  Cost  Estimates  for  the 
Council's  Recommendations." 

ACTUARIAL  BALANCE  UNDER  THE  COUNCIL'S  PROPOSALS 
TO  MODIFY  THE  CASH-BENEFIT  PROVISIONS 

(Costs  expressed  as  a  percentage  of  taxable  payroll  according  to  intermediate-cost 

estimate) 

Page  of 


Council's 

Report 

OA  SI 

DI 

Total 

Level-Cost  of  the  Benefits  of  the  Present 

Program  

8.46 

0.63 

9.09 

Level-Cost  Effect  of  Changes: 

$6,000-7,200  Contribution  and  Bene- 

fit Base  

22 

.55 

-.04 

-.59 

Revised  Basis  for  the  Self-Employed 

Contribution  Rate  

24 

+  . 

13 

+  .01 

+  .14 

Extensions  of  Coverage  

74 

05 

-.05 

Age-62  Computation  Point  for  Men . . . 

56 

+  . 

10 

+  .10 

Benefits  for  Disabled  Widows  

66 

+  . 

05 

+  .05 

Child's  Benefits  to  Age  22  if  in  School . . 

64 

+  . 

09 

+  .01 

+  .10 

Liberalized  Definition  of  "Child"  for 

67 

+  . 

01 

+  .01 

Special  Disability  Insured  Status  at 

Ages  30  and  Under  

68 

+  .02 

+  .02 

Rehabilitation   of  Disability  Benefi- 

69 

Increase  in  the  Maximum  Lump-Sum 

Death  Payment  

63 

+  . 

02 

+  .02 

Revised  Benefit  Formula  

58 

+  1. 

15 

+  .09 

+  1.  24 

Level-Cost  of  Proposed  Program  

9.41 

.  72 

10.  13 

Level- Equivalent  of  Contribution  Schedule . 

9. 

42 

.  75 

10.  17 

+  . 

01 

+  .03 

+  .04 

38  The  supplementary  views  of  one  member  on  this  subject  appear  in 
Appendix  A. 
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The  recommended  schedule  outlined  below  would  finance  the 
Council's  recommendations  discussed  in  Part  III  and  would  carry 
out  the  financing  principles  discussed  in  Part  I.  Under  the  pro- 
posed schedule,  the  rates,  beginning  in  1966,  would  increase  at 
5-year  intervals  until  the  full  rates  scheduled  are  reached  in  1976. 
The  1971  rate  of  4.7  percent  would  be  about  sufficient  under  the  low- 
cost  estimates  to  cover  the  cost  of  the  improved  cash-benefit  program 
for  the  next  75  years.  Whether  the  final  scheduled  rate  of  5.3  per- 
cent should  actually  be  put  into  effect  in  1976  as  scheduled  should 
depend  on  conditions  existing  at  that  time  and  on  expected  condi- 
tions over  the  ensuing  15  to  20  years.  Contribution  rates  for  hospital 
insurance  are  discussed  separately,  on  p.  45  in  Part  II. 

Contribution  Rates 


Employee  and  Employer,  Each  Self -Employed 
Period  Present  Law  1    Recommended  2    Present  Law  1  Recommended 


1965 

3.625 

3.  625 

5.4 

5.4 

1966-67 

4. 125 

4.3 

6.2 

5.8 

1968-70 

4.625 

4.3 

6.9 

5.8 

1971-75 

4.625 

4.  7 

6.9 

6.0 

1976  and  after 

4.625 

5.3 

6.9 

6.3 

1  Applicable  to  annual  earnings  up  to  $4,800. 

2  Would  apply  to  annual  earnings  of  $4,800  in  1965,  $6,000  in  1966  and  1967  and 
$7,200  in  1968  and  thereafter. 
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Other  Findings 


In  accordance  with  its  mandate  to  study  and  report  its  findings 
with  respect  to  all  aspects  of  the  program  the  Council  has  considered 
a  number  of  matters  which  are  worthy  of  comment  but  which  do  not, 
at  least  at  this  time,  call  for  recommendations  for  changes  in  law 
or  policy. 

Simplification  of  the  law 

The  Council  believes  that  it  is  important  that  complexities  in 
the  social  security  law  be  avoided  to  the  extent  that  this  is  possible. 
Therefore,  the  Council  recommends  that  a  complete  re-examination 
of  the  Act  be  conducted  by  the  technical  experts  of  the  Social  Se- 
curity Administration  and  the  Congress,  and  that  considerable  weight 
be  given  to  simplification  of  the  law  even  where  this  involves  de- 
liberalization  for  rare  and  special  cases.  The  Council  has  been 
informed  that  much  work  looking  toward  an  eventual  simplification 
and  recodification  of  the  law  has  already  been  carried  on  in  the  So- 
cial Security  Administration,  and  the  Council  urges  that  this  work 
be  pressed  to  a  successful  conclusion. 

Public  information  activities 

The  Council  strongly  endorses  the  Social  Security  Adminis- 
tration's program  of  wide  public  dissemination  of  information  about 
social  security.  In  its  formal  statement  of  operating  objectives  and 
in  its  day-to-day  administration  of  the  social  security  program,  the 
Social  Security  Administration  recognizes  the  importance  of  an  ef- 
fective public  information  system.  People  need  to  be  informed  so 
they  can  act  to  secure  their  rights  under  the  law  and  discharge 
their  obligations  under  the  law.  They  need  to  know  ahead  of  time 
what  rights  they  have.  Security  is  not  only  a  matter  of  getting 
benefits  when  they  are  due  but  of  being  conscious  ahead  of  time  that 
the  protection  is  there.  The  responsibility  of  safeguarding  the 
rights  of  every  individual  covered  by  the  program  and  of  providing 
the  full  measure  of  service  to  which  he  is  entitled  can  be  discharged 
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more  economically,  as  well  as  more  effectively,  with  the  help  of  a 
good  public  information  program. 

Confidentiality  of  records 

The  Council  has  been  made  aware  of  the  interest  of  some  groups 
in  changing  the  social  security  law,  or  in  getting  a  broader  applica- 
tion of  the  authority  of  the  Commissioner  to  disclose  information 
under  present  law,  so  that  information  from  the  records  of  the  Social 
Security  Administration  would  be  available  for  a  wide  variety  of 
purposes  not  related  to  the  social  security  program.  The  Council 
believes  that  maintenance  of  the  existing  restrictions  on  the  use  of 
the  personal  and  private  information  that  has  been  furnished  to  the 
Social  Security  Administration  with  the  understanding  that  it  will 
be  used  only  for  administering  the  social  security  program  is  essen- 
tial to  protect  the  right  to  privacy  of  employers  and  all  those  covered 
under  the  program.  Moreover,  if  all  persons  could  not  count  on 
the  information  being  kept  confidential,  some  would  have  an  incen- 
tive to  obtain  social  security  numbers  under  assumed  names  or 
would  submit  other  incorrect  data.  The  Social  Security  Adminis- 
tration must  depend  on  public  cooperation  for  the  effective  admin- 
istration of  the  program.  Inaccurate  or  incomplete  information 
would  threaten  the  integrity  of  the  records  and  result  in  serious  prob- 
lems of  administration,  including  the  payment  of  incorrect  benefits 
and  the  incurring  of  increased  costs. 

The  Council  endorses  the  restrictions  on  disclosure  of  confiden- 
tial information  prescribed  by  the  social  security  law  and  the  limited 
exceptions  permitted  under  Regulation  No.  1  of  the  Social  Security 
Administration,  including  the  special  restrictions  on  disclosure  of 
medical  information  obtained  in  connection  with  claims  based  on 
disability.  While  the  Council  recognizes  that  many  of  the  pur- 
poses for  which  information  is  requested  are  worthwhile,  it  is  con- 
vinced that  the  Social  Security  Administration  should  nevertheless 
maintain  the  strict  confidentiality  of  the  social  security  records. 

Social  security  benefits  and  workmen's  compensation 

In  some  cases,  disability  benefits  or  survivors'  benefits  may  be 
paid  by  both  the  social  security  program  and  a  State  workmen's 
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compensation  program,  each  program's  payment  being  made  with- 
out regard  to  the  payment  being  made  under  the  other  program.  The 
Council  recognizes  that  in  these  dual  entitlement  cases  the  combined 
benefits  of  the  two  programs  may  occasionally  be  excessive  when 
measured  against  previous  earnings.  At  present  the  volume  of  these 
situations  is  not  large  but  the  number  of  cases  where  combined  pay- 
ments may  be  excessive  in  relation  to  previous  earnings  can  be 
expected  to  increase  somewhat  in  the  future.  Moreover,  the  issue  is 
not  entirely  a  matter  of  volume ;  it  would  be  desirable  to  prevent  any 
excessive  payments  resulting  from  dual  entitlement  to  whatever 
extent  they  may  occur. 

For  these  reasons  the  Council  has  examined  various  possible 
ways  of  meeting  the  overlap  problem  through  Federal  action.  None 
has  seemed  satisfactory  to  the  great  majority  of  the  Council  mem- 
bers. Effective  administration  of  a  reduction  of  social  security 
benefits  where  workmen's  compensation  is  payable  would  be  very 
difficult  to  achieve,  and  the  withholding  of  a  contributory 
benefit  because  of  payment  by  another  system  would  be  hard 
to  defend.  The  majority  of  the  Council  believe  that  if  any 
adjustment  is  made  it  should  be  made  by  the  workmen's  compensa- 
tion system  in  those  cases  where  the  State  considers  the  combined 
benefit  amount  to  be  too  high. 

The  Council  understands  that  a  cooperative  study  of  dual  en- 
titlement cases  is  now  being  considered  by  the  Social  Security  Ad- 
ministration and  State  workmen's  compensation  agencies.  Such  a 
study,  the  Council  believes,  would  provide  worthwhile  additional  in- 
formation about  the  overlap  and  its  effects  and  might  suggest  new 
and  better  ways  of  dealing  with  the  problem. 

Administration  of  the  social  security  program 

The  effectiveness  of  any  law  depends,  in  large  part,  on  how 
good  a  job  is  done  by  those  responsible  for  carrying  it  out;  a  law  is 
only  as  good  as  its  administration. 

From  our  own  observations  and  from  the  evaluations  of  others, 
we  believe  that  the  huge  task  of  administering  the  social  security  pro- 
gram, a  task  which  involves  the  rights  of  many  millions  of  people 
and  the  payment  of  billions  of  dollars  a  year,  is  being  handled  effec- 
tively and  efficiently. 
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Administrative  costs  have  been  kept  down  to  only  2.2  percent 
of  benefit  payments,  partly  as  a  consequence  of  the  use  of  the  latest 
in  methods  and  machinery.  This  low  administrative  cost,  however, 
has  not  been  achieved  by  sacrificing  high-quality  service  to  the  pub- 
lic. Employees  at  all  levels  have  combined  efficient  performance 
of  duties  with  responsiveness  to  the  public  and  a  friendly  and  sym- 
pathetic concern  for  the  aged,  the  disabled,  and  the  widows  and 
orphans  who  are  the  program's  beneficiaries. 

We  should  like  to  register  our  belief  that  accomplishment  of 
the  purposes  of  the  social  security  program  requires  that  this 
high  quality  of  administration — nonpartisan  and  professional — be 
continued. 
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Conclusion 


The  Council  believes  that  the  adoption  of  the  recommendations 
made  in  this  report  will  increase  markedly  the  effectiveness  of  social 
insurance  as  a  method  for  providing  security  to  the  American  family 
when  income  is  cut  off  in  old  age  or  by  total  disability  or  death. 
Moreover,  adoption  of  these  recommendations  will  make  sure  that 
the  existing  social  security  program  will  continue  on  a  financially 
sound  basis  and  that  the  proposed  extension  of  the  social  insurance 
principle  to  cover  hospital  insurance  for  the  aged  and  the  perma- 
nently and  totally  disabled  will  be  soundly  financed. 

The  Council  has  no  thought  that  the  changes  herein  recom- 
mended will  be  the  final  step  in  the  development  of  the  American 
social  security  program.  In  the  opinion  of  the  Council,  the  proposed 
changes  would  do  no  more  than  make  improvements  that  are  clearly 
indicated  by  experience  with  the  social  security  program  up  to  the 
present  time.  Consequently,  the  Council  urges  that  every  5  years 
or  so  Advisory  Councils  be  formed  to  review  the  substantive  provi- 
sions of  the  program  as  well  as  its  financing. 

The  Council  believes  that  social  insurance  is  an  institution  that 
is  basic  and  vital  to  the  economic  security  of  almost  every  American 
family,  and  that  because  of  its  great  importance  it  must  be  con- 
stantly re-examined  and  brought  up  to  date.  The  fulfillment  of  the 
promise  of  social  security  for  the  American  worker  and  his  family 
which  was  implicit  in  the  original  Social  Security  Act  will  depend 
on  continuing  wisdom  and  alertness  to  make  sure  that  our  use  of 
the  social  insurance  mechanism  to  combat  insecurity  among  our 
people  is  adapted  to  changing  needs  and  conditions  inherent  in  our 
dynamic  society. 
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Appendix  A 


Statement  of  Reinhard  A.  Hohaus  on  Part  II,  "Hospital  Insurancf 
for  Older  People  and  the  Disabled" 

The  issues  posed  by  this  section  of  the  Report  are  quite  complex 
and  far  reaching  in  their  impact.  Extensive  experience  and  studies 
in  both  private  and  social  insurance  lead  me  to  take  exception  to  the 
basic  recommendation  made  in  Part  II.  In  short,  I  believe  the 
analysis  and  the  proposals  contained  in  this  part  of  the  Report 
should  be  regarded  as  primarily  a  useful  means  of  fostering  dis- 
cussion as  to  what  might  be  the  most  appropriate  ultimate  moves. 
My  reasons  for  these  reservations  are  summarized  briefly  below. 

This  proposal  to  provide  social  insurance  to  pay  for  hospital 
care  and  certain  related  medical  services  for  older  people  and  the 
disabled  differs  profoundly  from  our  system  of  paying  cash  benefits 
to  beneficiaries  under  social  security.  I  believe  the  proposal  and 
its  implications  should  be  examined  and  evaluated  more  thoroughly 
before  any  final  conclusions  are  reached. 

The  Report  recognizes  quite  correctly  that  more  is  involved 
here  than  inpatient  care  in  hospitals.  It  also  acknowledges  that 
some  flexibility  is  needed  in  providing  medical  care  benefits;  this 
need  is  reflected  by  its  proposals  for  benefits  that  would  help  pay 
the  cost  of  certain  outpatient  services  and  of  home  nursing  care. 
There  are  many  uncertainties,  however,  as  to  what  collateral  effects 
the  covered  services  would  have  on  other  medical  services. 

We  are  not  dealing  with  matters  that  are  fixed  or  stable,  but 
rather  with  conditions  that  have  been  changing  rapidly  and  will 
continue  to  change.  We  know  that  the  availability  of  voluntary 
insurance  and  prepayment  plans  has  already  had  marked  effect  on 
the  utilization  of  hospital  facilities.  With  this  have  come  very  serious 
financial  questions.  While  the  matter  of  cost  is  exceedingly  im- 
portant, we  also  need  to  know  much  more  clearly  where  any  initial 
move  is  likely  to  lead,  so  we  can  better  judge  whether  the  direction 
indicated  is  a  desirable  path  to  take. 

I  have  long  been  a  strong  supporter  of  the  principles  that  have 
been  incorporated  in  our  social  security  program.   I  am  also  strongly 


inclined  toward  principles  which  advocate  harmonizing  voluntary 
efforts  with  Governmental  measures,  such  as  the  Report  endorses. 
Unquestionably,  further  evidence  must  be  developed  as  to  whether 
or  not  this  kind  of  partnership  can  be  accomplished  effectively  by 
the  procedure  proposed  in  the  Report. 

In  the  formulation  of  the  proposals  contained  in  the  Report,  not 
enough  recognition  has  been  given  to  the  rapid  growth  and  present 
scope  of  voluntary  insurance  for  older  people.  Instead  of  supple- 
menting existing  plans  which  have  won  wide  public  acceptance,  the 
proposal  might  lead  to  adverse  consequences.  Before  moving  into 
this  area  the  potential  economic  and  social  consequences  should  be 
weighed  at  greater  length  than  has  been  done.  In  like  manner,  the 
consequences  of  alternative  measures  must  also  be  considered  before 
final  conclusions  are  reached. 

Much  progress  has  been  made  in  better  identifying  the  issues 
for  objective  consideration  and  appraisal.  The  Report  contributes 
substantially  toward  that  end,  especially  in  its  recognition  that  hos- 
pital care  is  but  one,  though  an  important,  area  of  medical  care. 
It  also  recognizes  that  in  many  cases  care  may  be  required  far 
beyond  the  limited  period  of  hospital  care  suggested  in  the  proposal. 

Where  the  range  of  need  among  the  aged  is  so  great,  it  is  espe- 
cially important  to  make  certain  that  any  aid  provided  through 
Government  is  utilized  most  effectively  and  in  a  manner  that  truly 
advances  the  health  and  welfare  of  all  our  citizens. 

Further  comments  on  the  cost  of  the  proposal  on  hospital  insur- 
ance are  given  below. 


Statement  of  Reinhard  A.  Hohaus  on  the  cost  of  the  changes 
recommended  in  Parts  II  and  III 

The  Report  expresses  concern  about  the  impact  of  the  recom- 
mended financing  provisions  on  our  economy  and  the  taxpayers,  in 
both  the  short  run  and  in  the  long  run.  It  asks,  in  effect,  that  the 
necessary  taxes  be  such  that  they  can  be  borne  "by  the  employee, 
employer  and  the  self-employed  without  undue  burden  or  strain". 
One  of  the  major  findings  in  the  Report  is: 

"The  maximum  amount  of  annual  earnings  that  is  taxable 
and  creditable  toward  benefits  needs  to  be  substantially 
increased  in  order  to  maintain  the  wage-related  character 
of  the  benefits,  to  restore  a  broader  financial  base  for  the 
program  and  to  apportion  the  cost  of  the  system  among 
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low-paid  and  higher-paid  workers  in  the  most  desirable 
way. 

I  agree  with  that  recommendation. 

The  table  on  page  84  estimates  the  "level-cost  of  the  benefits 
of  the  present  program"  at  9.09  percent  of  taxable  payroll  under  a 
$4,800  earnings  base.  The  table  also  estimates  that  if  this  taxable 
base  is  increased  from  $4,800  to  the  $6,000-$7,200  base  recom- 
mended in  the  Report  and  if  the  present  benefit  formula  is  extended 
to  the  new  base,  the  level-cost  would  be  .59  percent  of  taxable  pay- 
roll lower.  Stated  another  way,  a  liberalization  costing  that  per- 
centage of  the  new  taxable  payroll  would  not  change  the  present 
level-cost  of  9.09  percent  of  taxable  payroll. 

However,  if  all  of  the  Council's  proposals  [Parts  II  and  III] 
are  enacted,  the  level-cost  will  increase  to  10.13  percent  of  taxable 
payroll  with  respect  to  the  recommendations  of  Part  III,  and  with 
the  level-cost  of  .90  percent  of  taxable  payroll  with  respect  to  the 
recommendations  of  Part  II  (see  page  51),  there  would  be  a  total 
level-cost  of  11.03  percent  of  taxable  payroll.  This  would  be  an 
increase  of  about  21  percent  above  the  level-cost  of  9.09  percent  of 
taxable  payroll  applicable  to  the  present  program. 

An  increase  of  this  magnitude,  in  addition  to  an  increase  in 
the  maximum  earnings  used  for  determining  taxable  payrolls,  war- 
rants serious  scrutiny  and  public  discussion.  The  cost  of  adopting 
all  of  the  recommendations  raises  important  questions  as  to  priority 
in  the  distribution  of  our  economic  resources. 
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Appendix  B 


Actuarial  Cost  Estimates  for  the  Council's  Recommendations 

(Prepared  by  Robert  J.  Myers,  Chief  Actuary,  Social  Security  Ad- 
ministration) 

This  appendix  first  discusses  various  matters  relating  to  the 
actuarial  cost  estimates  (such  as  the  underlying  assumptions  and 
methodology)  and  then  presents  the  results  of  these  estimates. 

A.  CONCEPT  OF  ACTUARIAL  BALANCE  OF  SYSTEM 

The  concept  of  actuarial  balance  as  it  applies  to  the  old-age, 
survivors,  and  disability  insurance  system  differs  considerably  from 
this  concept  as  it  applies  to  private  insurance  and  private  pension 
plans,  although  there  are  certain  points  of  similarity  with  the  latter. 
In  connection  with  individual  insurance,  the  insurance  company  or 
other  administering  institution,  in  order  to  be  in  actuarial  balance, 
must  have  sufficient  funds  on  hand  so  that  if  operations  are  termi- 
nated, it  will  be  in  a  position  to  pay  off  all  the  accrued  liabilities. 
This  requirement,  however,  is  not  necessary  for  a  national  com- 
pulsory social  insurance  system.  It  might  be  pointed  out  that  well- 
administered  private  pension  plans  have  sometimes  not  funded  all 
their  liability  for  prior  service  benefits. 

It  can  reasonably  be  presumed  that,  under  Government  aus- 
pices, such  a  social  insurance  system  will  continue  indefinitely  into 
the  future.  The  test  of  financial  soundness,  then,  is  not  a  question 
of  whether  there  are  sufficient  funds  on  hand  to  pay  off  all  accrued 
liabilities.  Rather,  the  test  is  whether  the  expected  future  income 
from  tax  contributions  and  from  interest  on  invested  assets  will  be 
sufficient  to  meet  anticipated  expenditures  for  benefits  and  admin- 
istrative costs.  Thus,  since  the  concept  of  "unfunded  accrued 
liability"  does  not  by  any  means  have  the  same  significance  for  a 
social  insurance  system  as  it  does  for  a  plan  established  under  private 
insurance  principles,  it  is  quite  proper  to  count  both  on  receiving  con- 
tributions from  new  entrants  to  the  system  in  the  future  and  on  pay- 
ing benefits  to  this  group.    These  additional  assets  and  liabilities 
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must  be  considered  in  order  to  determine  whether  the  system  is  in 
actuarial  balance. 

The  question  of  whether  the  old-age,  survivors,  and  disability 
insurance  program  is  in  actuarial  balance  depends  upon  whether  the 
estimated  future  income  from  contributions  and  from  interest  earn- 
ings on  the  accumulated  trust  fund  investments  will,  over  the  long 
run,  support  the  disbursements  for  benefits  and  administrative  ex- 
penses. Obviously,  future  experience  may  be  expected  to  vary  from 
the  actuarial  cost  estimates  made  now.  Nonetheless,  the  intent  that 
the  system  be  self-supporting  can  be  expressed  in  law  by  utilizing  a 
contribution  schedule  that,  according  to  the  intermediate-cost  esti- 
mate, results  in  the  system  being  in  balance  or  substantially  close 
thereto. 

The  congressional  committees  concerned  with  the  program  have 
expressed  the  belief  that  it  is  a  matter  for  concern  if  any  portion  of 
the  old-age,  survivors,  and  disability  insurance  system  shows  any 
significant  actuarial  insufficiency.  Traditionally,  the  view  has  been 
held  that  for  the  old-age  and  survivors  insurance  portion  of  the  pro- 
gram, if  such  actuarial  insufficiency  when  measured  over  perpetuity 
has  been  no  greater  than  0.25  percent  of  payroll,  it  is  at  the  point 
where  it  is  within  the  limits  of  permissible  variation.  The  corre- 
sponding point  for  the  disability  insurance  portion  of  the  system  is 
about  0.05  percent  of  payroll  (lower  because  of  the  relatively  smaller 
financial  magnitude  of  this  program).  Furthermore,  traditionally 
when  there  has  been  an  actuarial  insufficiency  exceeding  the  limits 
indicated,  any  subsequent  liberalizations  in  benefit  provisions  were 
fully  financed  by  appropriate  changes  in  the  tax  schedule  or  through 
raising  the  earnings  base,  and  at  the  same  time  the  actuarial  status 
of  the  program  was  improved. 

The  Council  has  recommended  that  long-range  costs  should  be 
measured  over  a  75-year  period,  rather  than  over  perpetuity,  and 
that  then  the  estimated  actuarial  status  of  both  trust  funds  should  be 
reasonably  close  to  an  exact  balance,  and  much  closer  than  has  been 
the  standard  in  the  past.  The  cost  estimates  have  been  made  on  this 
basis,  with  the  assumption  that,  if  the  estimates  show  an  exact  balance, 
at  the  end  of  the  75-year  period  the  balances  in  the  trust  funds  should 
approximate  1  year's  benefit  payments. 

B.  ACTUARIAL  STATUS  AFTER  ENACTMENT  OF  1961  ACT 

The  changes  made  by  the  1961  amendments  involved  an  in- 
creased cost  that  was  fully  met  by  the  changes  in  the  financing  pro- 
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visions  (namely,  an  increase  in  the  combined  employer-employee 
contribution  rate  of  one-fourth  of  1  percent,  a  corresponding  change 
in  the  rate  for  the  self-employed,  and  an  advance  in  the  year  when 
the  ultimate  rates  would  be  effective — from  1969  to  1968).  As  a 
result,  the  actuarial  balance  of  the  program  remained  unchanged 
from  what  it  was  before  this  legislation. 

Subsequent  to  1961,  the  cost  estimates  were  further  reexamined 
in  the  light  of  developing  experience.  The  earnings  assumption  was 
changed  to  reflect  the  1963  level,  and  the  interest-rate  assumption 
used  was  modified  upward  to  reflect  recent  experience.  At  the  same 
time,  the  retirement-rate  assumptions  were  increased  somewhat  to 
reflect  the  experience  in  respect  to  this  factor. 

The  further  developing  disability  experience  indicated  that  costs 
for  this  portion  of  the  program  were  significantly  higher  than  previ- 
ously estimated  (because  benefits  are  not  being  terminated  by  death 
or  recovery  as  rapidly  as  had  been  originally  assumed).  Accord- 
ingly, the  actuarial  balance  of  the  disability  insurance  program  was 
shown  to  be  in  an  unsatisfactory  position,  and  this  has  been  recog- 
nized by  the  Board  of  Trustees,  who  recommended  that  the  allocation 
to  this  trust  fund  should  be  increased  (while,  at  the  same  time,  cor- 
respondingly decreasing  the  allocation  to  the  old-age  and  survivors 
insurance  trust  fund,  which  under  present  law  is  estimated  to  be  in 
satisfactory  actuarial  balance  even  after  such  a  reallocation).  As 
indicated  in  the  main  part  of  this  report,  the  Council  concurs  with 
this  view.  The  portion  of  the  combined  employer-employee  con- 
tribution rate  that  is  assigned  to  the  disability  insurance  trust  fund 
under  the  recommendations  of  the  Advisory  Council  is  0.75  percent 
(see  footnote  1,  page  14),  while  for  the  self-employed  contribution 
rate  the  corresponding  figure  is  0.475  percent  (based  on  0.1  percent 
above  half  of  the  combined  employer-employee  allocation,  which  is 
consistent  with  the  Council's  principles  on  the  self-employed  rate 
basis,  as  is  also  followed  in  connection  with  the  hospital  insurance 
proposal). 

C.  BASIC  ASSUMPTIONS  FOR  COST  ESTIMATES 

(1)  General  Basis  for  Long-Range  Cost  Estimates 

Benefit  disbursements  under  old-age  and  survivors  insurance 
may  be  expected  to  increase  continuously  for  at  least  the  next  50  to 
70  years  because  of  such  factors  as  the  aging  of  the  population 
of  the  country  and  the  slow  but  steady  growth  of  the  benefit  roll. 
Similar  factors  are  inherent  in  any  retirement  program,  public  or 
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private,  that  has  been  in  operation  for  a  relatively  short  period. 
Estimates  of  the  future  cost  of  the  old-age,  survivors,  and  disability 
insurance  program  are  affected  by  many  elements  that  are  difficult 
to  determine.  Accordingly,  the  assumptions  used  in  the  actuarial 
cost  estimates  may  differ  widely  and  yet  be  reasonable. 

The  long-range  cost  estimates  (shown  for  1975  and  thereafter) 
are  presented  on  a  range  basis  so  as  to  indicate  the  plausible  varia- 
tion in  future  costs  depending  upon  the  actual  trends  developing 
for  the  various  cost  factors.  Both  the  low-  and  high-cost  estimates 
are  based  on  high  economic  assumptions,  intended  to  represent  close 
to  full  employment,  with  average  annual  earnings  at  about  the  level 
prevailing  in  1963.  In  addition  to  the  presentation  of  the  cost 
estimates  on  a  range  basis,  intermediate  estimates  developed  directly 
from  the  low-  and  high-cost  estimates  (by  averaging  their  com- 
ponents) are  shown  so  as  to  indicate  the  basis  for  the  financing 
provisions. 

The  cost  estimates  for  old-age  and  survivors  insurance  are 
extended  beyond  the  year  2000,  since  the  aged  population  itself 
cannot  mature  by  then.  The  reason  for  this  is  that  the  number  of 
births  in  the  1930's  was  very  low  as  compared  with  subsequent 
experience.  As  a  result,  there  will  be  a  dip  in  the  relative  propor- 
tion of  the  aged  from  1995  to  about  2010,  which  would  tend  to 
result  in  low  benefit  costs  for  the  old-age  and  survivors  insurance 
system  during  that  period.  Accordingly,  the  year  2000  is  by  no 
means  a  typical  ultimate  year  insofar  as  these  costs  are  concerned. 

The  cost  estimates  have  been  prepared  on  the  basis  of  the  same 
assumptions  and  methodology  as  those  contained  in  the  24th  Annual 
Report  of  the  Board  of  Trustees  of  the  Federal  Old-Age  and  Sur- 
vivors Insurance  Trust  Fund  and  the  Federal  Disability  Insurance 
Trust  Fund  (H.  Doc.  No.  236,  88th  Cong.).  These  estimates  and 
their  underlying  assumptions  are  given  in  more  detail  in  Actuarial 
Study  No.  58  of  the  Social  Security  Administration. 

The  underlying  assumptions  have  not  been  revised,  and  new 
detailed  cost  estimates  prepared,  because  preliminary  study  indicates 
that  the  changes  that  would  be  made  would  be  largely  counterbal- 
ancing from  a  cost  standpoint.  For  example,  lower  costs  would 
result  from  using  the  higher  earnings  level  of  1964,  but  higher 
costs  would  arise  from  considering  the  higher  retirement  rates  of 
the  last  few  years  and  other  factors.  Besides,  there  is  the  advantage 
of  consistency  and  comparability  in  using  the  same  cost  bases  for 
a  period  of  a  few  years,  when  no  significant  net  changes  in  the  results 
would  occur. 
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( 2 )  Measurement  of  Costs  in  Relation  to  Taxable  Payroll 

In  general,  the  costs  are  shown  as  percentages  of  covered  payroll. 
This  is  the  best  measure  of  the  financial  cost  of  the  program.  Dollar 
figures  taken  alone  are  misleading.  For  example,  a  higher  earnings 
level  will  increase  not  only  the  outgo  of  the  system  but  also,  and  to  a 
greater  extent,  its  income.  The  result  is  that  when  earnings  rise, 
benefit  costs  in  terms  of  dollars  will  also  rise,  but  the  cost  relative  to 
payroll  will  decrease. 

(3)  General  Basis  for  Short-Range  Cost  Estimates 

The  short-range  cost  estimates  (shown  for  the  individual  years 
1965—72)  are  not  presented  on  a  range  basis  since — assuming  a 
continuation  of  present  economic  conditions — it  is  believed  that  the 
demographic  factors  involved  can  be  reasonably  closely  forecast,  so 
that  only  a  single  estimate  is  necessary.  A  gradual  rise  in  the  earn- 
ings level  in  the  future,  paralleling  that  which  has  occurred  in  the 
past  few  years,  is  assumed.  As  a  result  of  this  assumption,  even 
though  then  all  provisions  of  the  system  including  the  earnings  base 
are  assumed  to  remain  unchanged  in  the  future  at  what  the  Council 
has  recommended,  contribution  income  is  somewhat  higher  than  if 
level  earnings  were  assumed,  while  benefit  outgo  under  the  cash- 
benefits  program  is  only  slightly  affected. 

Since  the  long-range  cost  assumptions  do  not  involve  an  increas- 
ing-earnings assumption,  the  short-range  and  long-range  cost  esti- 
mates do  not  "link  up"  as  between  the  1972  data  for  the  former  and 
the  1975  data  for  the  latter.  Thus,  for  the  cash-benefits  program 
the  balances  in  the  trust  funds  at  the  end  of  1972  according  to  the 
short-range  estimates  are  higher  than  what  the  long-range  estimates 
would  show  for  that  year.  On  the  other  hand,  for  the  hospital- 
benefits  program  the  balance  in  the  trust  fund  at  the  end  of  1972 
according  to  the  short-range  estimates  is  lower  than  what  the  long- 
range  estimates  show  for  that  year  (since  the  hospital  benefit  costs 
are  assumed  to  rise  as  earnings  increase — see  subsequent  discussion) . 

(4)  Level-Cost  Concept 

An  important  measure  of  long-range  cost  is  the  level-equiva- 
lent contribution  rate  required  to  support  the  system  over  a  long- 
range  future  period,  based  on  discounting  at  interest.  If  such  a 
level  rate  were  adopted  relatively  large  accumulations  in  the  trust 
funds  would  result,  and  in  consequence  there  would  be  sizable 
eventual  income  from  interest.  Even  though  such  a  method  of 
financing  is  not  followed,  this  concept  may  be  used  as  a  convenient 
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measure  of  long-range  costs,  which  permits  comparison  of  various 
possible  alternative  plans,  with  weight  being  given  to  both  early-year 
and  deferred  benefit  costs. 

(5)  Future  Earnings  Assumptions 

The  long-range  estimates  are  based  on  level-earnings  assump- 
tions at  the  level  prevailing  in  calendar  year  1963.  This,  however, 
does  not  mean  that  covered  payrolls  are  assumed  to  be  the  same  each 
year;  rather,  they  are  assumed  to  rise  steadily  as  the  population  at 
the  working  ages  is  estimated  to  increase.  If  in  the  future  the  earn- 
ings level  should  be  considerably  above  that  which  now  prevails,  and 
if  the  cash  benefits  are  adjusted  upward  so  that  the  annual  costs 
relative  to  payroll  will  remain  the  same  as  now  estimated  for  the 
present  system,  then  the  increased  dollar  outgo  resulting  will  offset 
the  increased  dollar  income.  This  is  an  important  reason  for  con- 
sidering costs  relative  to  payroll  rather  than  in  dollars. 

The  long-range  cost  estimates  have  not  taken  into  account  the 
possibility  of  a  rise  in  earnings  levels,  although  such  a  rise  has  char- 
acterized the  past  history  of  this  country.  If  such  an  assumption 
were  used  in  the  cost  estimates,  along  with  the  unlikely  assumption 
that  the  benefits,  nevertheless,  would  not  be  changed,  the  cost  rela- 
tive to  payroll  would,  of  course,  be  lower  for  the  cash  benefits,  but 
the  reverse  would  be  so  for  the  hospitalization  and  related  benefits 
(as  will  be  discussed  in  more  detail  later). 

It  is  important  to  note  that  the  possibility  that  a  rise  in  earnings 
levels  will  produce  lower  costs  of  the  cash-benefits  program  in  rela- 
tion to  payroll  is  a  very  important  safety  factor  in  the  financial  oper- 
ations of  this  system.  Its  financing  is  based  essentially  on  the 
intermediate-cost  estimate,  along  with  the  assumption  of  level  earn- 
ings; if  experience  follows  the  high-cost  assumptions,  and  earnings 
do  not  rise,  additional  financing  will  be  necessary.  However,  if  cov- 
ered earnings  increase  in  the  future  as  in  the  past,  the  resulting  re- 
duction in  the  cost  of  the  program  (expressed  as  a  percentage  of 
taxable  payroll)  will  more  than  offset  the  higher  cost  arising  under 
experience  following  the  high-cost  estimate.  If  the  latter  condition 
prevails,  the  reduction  in  the  relative  cost  of  the  program  coming 
from  rising  earnings  levels  can  be  used  to  maintain  the  actuarial 
balance  of  the  system,  and  any  remaining  savings  can  be  used  to  ad- 
just the  cash  benefits  upward  (to  a  lesser  degree  than  the  increase  in 
the  earnings  level).  The  possibility  of  future  increases  in  earnings 
levels  should  be  considered  only  as  a  safety  factor  and  not  as  a  justifi- 
cation for  adjusting  benefits  upward  in  anticipation  of  such  increases. 
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If  benefits  are  adjusted  currently  to  keep  pace  with  rising  earn- 
ings trends  as  they  occur,  the  year-by-year  costs  as  a  percentage  of 
payroll  would  be  unaffected.  If  benefits  are  increased  in  this  man- 
ner, the  level-cost  of  the  program  would  be  higher  than  now  esti- 
mated, since,  under  such  circumstances,  the  relative  importance  of 
the  interest  receipts  of  the  trust  funds  would  gradually  diminish  with 
the  passage  of  time.  If  earnings  and  benefit  levels  do  consistently 
rise,  thorough  consideration  will  need  to  be  given  to  the  financing 
basis  of  the  system  because  then  the  interest  receipts  of  the  trust 
funds  will  not  meet  as  large  a  proportion  of  the  benefit  costs  as  would 
be  anticipated  if  the  earnings  level  had  not  risen  ( under  the  present 
law,  for  example,  for  the  old-age  and  survivors  insurance  system, 
under  level-earnings  assumptions  this  proportion  would  average 
about  15  percent  over  the  long  range ) . 

(6)  Assumptions  for  Hospitalization  Benefits 

In  considering  the  hospitalization-benefit  costs  in  conjunction 
with  a  level-earnings  assumption  for  the  future,  it  is  sufficient  for 
the  purposes  of  long-range  cost  estimates  merely  to  analyze  possible 
future  trends  in  hospitalization  costs  relative  to  covered  earnings. 
Accordingly,  any  study  of  past  experience  of  hospitalization  costs 
should  be  made  on  this  relative  basis.  The  actual  experience  in 
recent  years  has  indicated,  in  general,  that  hospitalization  costs  have 
risen  more  rapidly  than  the  general  earnings  level,  with  the  differ- 
ential being  in  the  neighborhood  of  3  percent  per  year — 2.7  percent 
in  the  last  10  years. 

One  of  the  uncertainties  in  making  cost  estimates  for  hospitali- 
zation benefits,  then,  is  how  long  and  to  what  extent  this  tendency 
of  hospital  costs  to  rise  more  rapidly  than  the  general  earnings  level 
will  continue  in  the  future,  and  whether  or  not  it  may  in  the  long 
run  be  counterbalanced  by  a  trend  in  the  opposite  direction.  Some 
factors  to  consider  are  the  relatively  low  wages  of  hospital  employees 
(which  have  been  rapidly  "catching  up"  with  the  general  level  of 
wages  and  obviously  may  be  expected  to  "catch  up"  completely  at 
some  future  date,  rather  than  to  increase  indefinitely  at  a  more  rapid 
rate  than  wages  generally)  and  the  development  of  new  medical 
techniques  and  procedures,  with  resultant  increased  expense. 

In  connection  with  the  latter  factor,  there  are  possible  counter- 
balancing factors.  The  higher  costs  involved  for  more  refined  and 
extensive  treatments  may  be  offset  by  better  general  health  condi- 
tions, the  development  of  out-of-hospital  facilities,  shorter  durations 
of  hospitalization,  and  less  expense  for  subsequent  curative  treat- 


102 


ments  as  a  result  of  preventive  measures.  Also,  it  is  possible  that 
at  some  time  in  the  future,  the  productivity  of  hospital  personnel 
will  increase  significantly  as  the  result  of  changes  in  the  organiza- 
tion of  hospital  services  or  for  other  reasons,  so  that,  as  in  other 
fields  of  economic  activity,  their  wages  might  in  the  long  run  increase 
more  rapidly  than  hospitalization  prices. 

Perhaps  the  major  difficulty  in  making  and  in  presenting  these 
actuarial  cost  estimates  for  hospitalization  benefits  is  that — unlike 
the  situation  in  regard  to  cost  estimates  for  the  monthly  benefits, 
where  the  result  is  the  opposite — an  unfavorable  cost  result  is  shown 
when  total  earnings  levels  rise,  unless  the  provisions  of  the  system 
are  kept  up  to  date  (insofar  as  the  maximum  taxable  earnings  base 
and  the  dollar  amounts  of  any  deductibles  are  concerned).  The 
reason  for  this  is  that  there  is  the  fundamental  actuarial  assumption 
that  the  hospitalization  costs  will  rise  at  a  rate  over  the  long  run 
somewhat  approximating  the  rate  of  increase  of  the  level  of  total 
earnings,  whereas  the  contribution  income  would  rise  less  rapidly 
than  the  total  earnings  level  unless  the  earnings  base  is  kept  up  to 
date.  Under  these  conditions,  it  is  hypothesized  that  the  base  will  be 
kept  up  to  date  with  the  changes  in  the  general  level  of  earnings; 
contributions  depend  on  the  covered  earnings  level,  and  the  level  is 
dampened  if  the  earnings  base  is  not  raised  as  earnings  go  up.  It 
is  assumed  in  the  actuarial  cost  estimates  for  hospitalization  benefits 
either  that  earnings  levels  will  be  unchanged  in  the  future  or  that, 
if  wages  continue  to  rise  (as  they  have  done  in  the  past),  the  system 
will  be  kept  up  to  date  insofar  as  the  earnings  base  and  the  deduct- 
ibles are  concerned. 

One  important  reason  for  the  fact  that  recently  hospitalization 
costs  have  risen  faster  than  the  general  earnings  level  is  that  the 
wages  of  hospital  employees  have  risen  at  a  faster  rate  than  the  gen- 
eral earnings  level.  Personnel  costs  are  about  60  percent  of  all  hos- 
pital costs.  The  fact  that  the  wages  of  hospital  employees  have  been 
rising  at  a  faster  rate  than  all  earnings  reflects  a  "catching  up"  from  a 
situation  where  hospital  workers  were  significantly  underpaid  in  re- 
lation to  other  workers.  It  is  obvious  that  such  a  trend  cannot  con- 
tinue and  that  a  point  will  be  reached  after  which  wages  paid  to 
hospital  workers  will  rise,  on  the  average,  at  the  same  rate  as  the 
general  earnings  level.  Nor  can  other  elements  in  hospitalization 
costs  be  presumed  to  rise  indefinitely  at  a  faster  rate  than  the  gen- 
eral earnings  level. 

It  is  not  unlikely  that  the  price  of  hospital  services  will  for  a 
considerable  time  rise  faster  than  other  prices,  but  if  the  price  of 
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any  product  continues  to  rise  faster  than  earnings,  it  would  eventually 
be  priced  out  of  the  market.  Actually,  over  the  long  run,  hospitali- 
zation costs  to  the  consumer  are  likely  tu  show  conflicting  trends. 
On  the  one  hand,  improved  technology  is  leading  to  more  expensive 
hospital  services  and  to  the  need  for  additional  personnel.  On  the 
other  hand,  the  duration  of  hospital  stays  is  declining  as  a  result  of 
the  improvement  in  care. 

The  cost  assumptions  for  the  hospitalization  and  related  bene- 
fits have  been  made  on  what  is  believed  to  be  a  conservative  basis. 
Those  used  for  the  cost  estimates  in  this  report  are  based  on  the 
assumptions  underlying  the  estimates  that  the  Social  Security  Ad- 
ministration made  for  the  legislation  considered  in  1962—63  (see 
Actuarial  Study  No.  57  and  "Actuarial  Cost  Estimates  for  the  Old- 
Age,  Survivors,  and  Disability  Insurance  System  as  Modified  by 
H.R.  11865,  as  Passed  by  the  House  of  Representatives  and  as  Ac- 
cording to  the  Action  of  the  Senate"  issued  by  the  House  Ways  and 
Means  Committee),  but  with  additional  safety  margins  for  the  early- 
year  costs.  The  differential  of  hospitalization  costs  over  total  earn- 
ings rates  is  assumed  to  be  2.7  percent  per  year  for  the  first  5  years 
after  1965;  then  it  is  assumed  to  decrease  to  zero  over  the  next  5 
years,  and  then  after  a  further  5  years  wages  are  assumed  to  rise 
at  an  annual  rate  that  is  0.5  percent  greater  than  the  increase  in 
hospitalization  costs. 

The  net  effect  of  these  modified  assumptions,  for  purposes  of 
the  long-range  cost  estimates,  is  to  produce  level-costs  that  are  about 
10  percent  higher  than  those  resulting  from  the  assumptions  used  in 
Actuarial  Study  No.  57  and  that  are  about  the  same  as  those  result- 
ing from  the  assumptions  used  in  the  Ways  and  Means  Committee 
report.  For  short-range  purposes,  however,  the  modified  assump- 
tions produce  significantly  higher  estimates  than  either  of  the  other 
sets  of  assumptions. 

(7)  Interrelationship  With  Railroad  Retirement  System 

An  important  element  affecting  old-age,  survivors,  and  dis- 
ability insurance  costs  arose  through  amendments  made  to  the  Rail- 
road Retirement  Act  in  1951.  These  provide  for  a  combination 
of  railroad  retirement  compensation  and  old-age,  survivors,  and 
disability  insurance  covered  earnings  in  determining  benefits  for 
those  with  less  than  10  years  of  railroad  service  (and  also  for  all 
survivor  cases). 

Financial  interchange  provisions  are  established  so  that  the 
trust  funds  are  to  be  placed  in  the  same  financial  position  in  which 
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they  would  have  been  if  railroad  employment  had  always  been  cov- 
ered under  the  program.  It  is  estimated  that  over  the  long  range 
the  net  effect  of  these  provisions  will  be  a  relatively  small  loss  to 
the  old-age,  survivors,  and  disability  insurance  system  since  the 
reimbursements  from  the  railroad  retirement  system  will  be  some- 
what smaller  than  the  net  additional  benefits  paid  on  the  basis  of 
railroad  earnings. 

(8)  Reimbursement  for  Costs  of  Military  Service  Wage  Credits 

Another  important  element  affecting  the  financing  of  the  pro- 
gram arose  through  legislation  in  1956  that  provided  for  reimburse- 
ment from  general  revenues  for  past  and  future  expenditures  in 
respect  to  the  noncontributory  credits  that  had  been  granted  for 
persons  in  military  service  before  1957.  The  cost  estimates  con- 
tained here  reflect  the  effect  of  these  reimbursements  (which  are 
included  as  contributions),  based  on  the  assumption  that  the  re- 
quired appropriations  will  be  made  in  the  future,  as  the  Council  has 
strongly  recommended  should  be  done. 

D.  INTERMEDIATE-COST  ESTIMATES 

( 1 )  Purposes  of  Intermediate-Cost  Estimates 

The  long-range  intermediate-cost  estimates  are  developed  from 
the  low-  and  high-cost  estimates  by  averaging  them  (using  the  dollar 
estimates  and  developing  therefrom  the  corresponding  estimates 
relative  to  payroll) .  The  intermediate-cost  estimate  does  not  repre- 
sent the  most  probable  estimate,  since  it  is  impossible  to  develop  any 
such  figures.  Rather,  it  has  been  set  down  as  a  convenient  and 
readily  available  single  set  of  figures  to  use  for  comparative  purposes. 

The  Congress,  in  enacting  the  1950  act  and  subsequent  legis- 
lation, was  of  the  belief  that  the  old-age,  survivors,  and  disability 
insurance  program  should  be  on  a  completely  self-supporting  basis. 
Therefore,  a  single  estimate  is  necessary  in  the  development  of  a  tax 
schedule  intended  to  make  the  system  self-supporting.  Any  specific 
schedule  will  necessarily  be  somewhat  different  from  what  will 
actually  be  required  to  obtain  exact  balance  between  contributions 
and  benefits.  This  procedure,  however,  does  make  the  intention 
specific,  even  though  in  actual  practice  future  changes  in  the  tax 
schedule  might  be  necessary.  Likewise,  exact  self-support  cannot 
be  obtained  from  a  specific  set  of  integral  or  rounded  fractional  tax 
rates  increasing  in  orderly  intervals,  but  rather  this  principle  of  self- 
support  should  be  aimed  at  as  closely  as  possible. 
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(2)  Interest  Rate  Used  in  Cost  Estimates 

The  interest  rate  used  for  computing  the  level-costs  is  3^  per- 
cent for  the  intermediate-cost  estimate.  This  is  somewhat  above  the 
average  yield  of  the  investments  of  the  trust  funds  at  the  end  of 
1963  (about  3  percent),  but  is  below  the  rate  currently  being 
obtained  for  new  investments  (about  4^4  percent). 

(3)  Actuarial  Balance  of  System  as  Modified  by  Proposal 

Table  A  summarizes  the  actuarial  balance  of  the*  existing  old- 
age,  survivors,  and  disability  insurance  program  in  terms  of  per- 
centages of  taxable  payroll,  according  to  the  intermediate-cost  esti- 
mate, and  gives  corresponding  information  for  the  program  as  it 
would  be  changed  by  the  recommendations  of  the  Council  (and  also 
for  programs  that  are  intermediate  steps  between  the  present  program 
and  these  recommendations).  For  purposes  of  comparability,  the 
data  for  the  present  program  are  shown  on  both  the  basis  of  measur- 
ing costs  over  perpetuity  and  the  basis  of  measuring  costs  over  only  a 
75-year  period  (as  recommended  by  the  Council) .  The  data  for  the 
proposed  program,  as  shown  here  and  as  shown  elsewhere  in  this  re- 
port, are  on  the  75-year  cost  basis. 

Information  on  the  actuarial  balance  of  the  proposed  hospital 
insurance  program  is  contained  in  a  table  in  Part  II,  which  shows 
that  the  level-cost  of  the  benefits  for  all  beneficiaries  is  estimated  at 
.90  percent  of  taxable  payroll,  while  the  level-equivalent  of  the  con- 
tribution schedule  is  also  estimated  at  .90  percent  of  taxable  payroll. 
Included  in  the  foregoing  cost  figures  is  the  level-cost  of  the  benefits 
for  the  disability  insurance  beneficiaries,  which  is  estimated  at  .05 
percent  of  taxable  payroll.  It  should  be  noted  that  the  recommended 
0.15  percent  contribution  from  general  revenues  for  a  period  of  50 
years  has  an  estimated  level-cost  of  0.10  percent  of  taxable  payroll. 

(4)  Year-by-Year  Projections  of  Income  and  Outgo 

Table  B  shows  the  estimated  operations  of  the  old-age  and  sur- 
vivors insurance  trust  fund  in  various  future  years  according  to  the 
intermediate-cost  estimate,  as  well  as  giving  actual  data  for  the  past 
14  years.  Table  C  shows  corresponding  data  for  the  disability  in- 
surance trust  fund,  while  Table  D  relates  to  the  hospital  insurance 
trust  fund.  With  respect  to  the  latter  table,  it  should  be  observed 
that  the  benefit-disbursement  estimates  do  not  include  the  total  hos- 
pital insurance  benefit  payments  made  to  railroad  retirement  bene- 
ficiaries, but  rather  only  the  net  effect  of  the  financial-interchange 
provisions  for  these  benefits.    It  will  also  be  remembered  that  the 
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estimate  of  total  benefit  payments  includes  the  payments  with  re- 
spect to  persons  who  are  not  eligible  for  cash  benefits,  whereas  the 
estimates  relating  to  the  hospital  insurance  trust  fund  that  were  made 
for  the  King-Anderson  bill  and  the  Senate-approved  version  of  the 
legislation  considered  in  1964  did  not  include  such  payments  (since 
they  were  to  be  financed  currently  out  of  the  General  Treasury,  and 
not  through  direct  trust-fund  operations). 

It  is  interesting  to  note  that  for  each  of  the  three  trust  funds 
separately,  the  short-range  cost  estimates  indicate  that  the  balance 
in  the  trust  fund  at  the  end  of  each  year  increases  steadily  during 
1966-72  and  in  most  instances  quite  closely  approximates  one  year's 
benefit  payments. 

Tables  E  and  F  show  long-range  year-by-year  cost  projections 
for  the  old-age  and  survivors  insurance  trust  fund  and  for  the  dis- 
ability insurance  trust  fund,  respectively,  under  the  low-cost  and 
high-cost  estimates. 

Table  G  presents  the  actuarial  balance  of  the  old-age,  survivors, 
and  disability  insurance  program  as  it  would  be  changed  by  the  rec- 
ommendations of  the  Council,  in  terms  of  percentages  of  taxable 
payroll  according  to  the  low-cost  and  high-cost  estimates.  It  will  be 
noted  that  the  level-cost  of  the  benefits  of  the  old-age,  survivors,  and 
disability  insurance  program  according  to  the  low-cost  estimate 
is  8.9  percent  of  taxable  payroll,  which  approximates  the  9.4  percent 
combined  employer-employee  contribution  rate  that  is  recommended 
for  1971—75.  This  basis  is  in  accordance  with  one  of  the  financing 
principles  enunciated  by  both  this  Council  and  the  last  one  in  regard 
to  the  next-to-last  step  in  the  contribution  schedule  (to  be  reached  in 
the  next  few  years). 
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Table  A 


SUMMARY  OF  ACTUARIAL  BALANCES  OF  EXISTING  AND  PROPOSED 
OLD-AGE,  SURVIVORS,  AND  DISABILITY  INSURANCE  PROGRAM, 
IN  TERMS  OF  PERCENTAGES  OF  TAXABLE  PAYROLL,  INTER- 
MEDIATE-COST ESTIMATE 

[In  percent] 

Item  OAS  I       DI  Total 

Present  Program,  $4,800  Earnings  Base,  Perpetuity  Cost  Basis 

Level-Cost  of  Benefits   8.72       .64  9.36 

Level-Equivalent  of  Contribution  Schedule   8.  62       .50     9.  12 

Actuarial  Balance   — .10    — .14    — .24 

Present  Program,  $4,800  Earnings  Base,  75-Year  Cost  Basis 

Level-Cost  of  Benefits   8.46       .63     9.  09 

Level-Equivalent  of  Contribution  Schedule   8.  60       .50     9. 10 

Actuarial  Balance   +.14    — .13  +.01 

Present  Program,  $6,000-7,200  Earnings  Base  for  Contributions  Only 
and  $4,800  Earnings  Base  for  Benefit  Purposes,  75 -Year  Cost  Basis 

Level-Cost  of  Benefits   7.20       .54  7.74 

Level -Equivalent  of  Contribution  Schedule ...  8.  60  .50  9.  10 
Actuarial  Balance   +1.40    —.04  +1.36 

Present  Program,  $6,000-7,200  Earnings  Base  for  Both  Contributions 
and  Benefit  Purposes,  75-Year  Cost  Basis 

Level-Cost  of  Benefits   7.91       .59  8.50 

Level-Equivalent  of  Contribution  Schedule ...  8.  60  .50  9.  10 
Actuarial  Balance   +.69    —.09  +.60 

Proposed  Program,  $6,000-7,200  Earnings  Base,  75-Year  Cost  Basis 

Level-Cost  of  Benefits   9.41       .72  10.13 

Level-Equivalent  of  Contribution  Schedule   9.  42       .75    10.  17 

Actuarial  Balance   +.01    +.03  +.04 

Note:  The  level-costs  of  the  benefits  take  into  account  administrative  expenses, 
railroad  retirement  financial  interchange  provisions,  and  interest  on  the  trust  fund  exist- 
ing as  of  December  31,  1965.  The  taxable  payroll  is  reduced  to  take  into  account  the 
lower  contribution  rate  for  the  self-employed  as  compared  with  the  combined  employer- 
employee  rate. 
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Table  B 


PROGRESS  OF  OLD-AGE  AND  SURVIVORS  INSURANCE  TRUST  FUND 
UNDER  PROPOSED  PROGRAM,  INTERMEDIATE-COST  ESTIMATE  1 


[In  millions] 

KMlenaar  tear 

Contri- 
butions 

Benefit 
Payments 

Railroad 
Admin-  Retirement 
istrative  Financial 
Expenses  Interchange 2 

Interest 
on  fund  ' 

Balance  in 
Fund  at 
End  of 
lear  ° 

Actual  data 

1951 

$3  367 

3, 819 
3, 945 
5, 163 

11, 885 
2, 194 
3, 006 
3, 670 

$81 

88 

$417 

365 

$15  540 
17, 442 
18, 707 
20, 576 

1952 

1953 

88 

414 

1954. 

92 

-$21 

447 

1955  

5,713 

4, 968 

119 

-7 

454 

21, 663 

1956  

6, 172 

5,715 

132 

-5 

526 

22, 519 

1957  

6, 825 

7, 347 

4 162 

-2 

556 

22, 393 

1958  

7, 566 

8, 327 

4 194 

124 

552 

21,864 

1959  

8, 052 

9, 842 

184 

282 

532 

20, 141 

1960 .  .'  

10, 866 

10, 677 

203 

318 

516 

20, 324 

1961  

11,285 

11, 862 

239 

332 

548 

19, 725 

1962  

12, 059 

13, 356 

256 

361 

526 

18, 337 

1963  

14, 541 

14, 217 

281 

423 

521 

18, 480 

Estimated  data  (short-range  estimate) 


1964  $15,688  $14,902 

1965                  16, 014  15,  640 

1966                  20,170  19,380 

1967                 21,739  20,515 

1968..'.             23,389  21,451 

1969                  24,607  22,401 

1970                 25,390  23,377 

1971                  28,392  24,343 

1972                 29,634  25,332 

Footnotes  at  end  of  table. 


$300 

$403 

$565 

$19, 128 

324 

399 

593 

19,  372 

354 

411 

626 

20,  023 

356 

451 

679 

21,119 

363 

485 

756 

22, 965 

370 

486 

787 

25, 102 

377 

471 

887 

27,154 

384 

466 

1,030 

31, 383 

391 

442 

1,  225 

36, 077 
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Table  B — Continued 


PROGRESS  OF  OLD-AGE  AND  SURVIVORS  INSURANCE  TRUST  FUND 
UNDER  PROPOSED  PROGRAM,  INTERMEDIATE-COST  ESTIMATE  1 — 

continued 

[In  millions] 

Railroad  Balance  in 

Admin-     Retirement  Fund  at 

Contri-      Benefit       istrative      Financial  Interest     End  of 

Calendar  Year        buttons     Payments    Expenses   Interchange 1  on  Fund 1     Year  * 

Estimated  data  (long-range  estimate) 


1975                $28, 576  $27, 077  $402  $380  $1,  061  $34,  530 

1980                  34,962    31,594  444  120  1,844  59,188 

1990                   40,017   40,309  524  -  60  2,991  92,090 

2000                  46,418   45,002  576  -110  4,068  125,275 

2020                  56,041    62,189  744  -135  8,286  247,883 


1  An  interest  rate  of  3.5  percent  is  used  in  determining  the  level  costs,  but  in 
developing  the  progress  of  the  trust  fund  a  varying  rate  in  the  early  years  has  been 
used,  which  is  equivalent  to  such  fixed  rate. 

2  A  negative  figure  indicates  payment  to  the  trust  fund  from  the  railroad  retirement 
account,  and  a  positive  figure  indicates  the  reverse. 

3  Not  including  amounts  in  the  railroad  retirement  account  to  the  credit  of  the 
old-age  and  survivors  insurance  trust  fund.  In  millions  of  dollars,  these  amounted  to 
$377  for  1953,  $284  for  1954,  $163  for  1955,  $60  for  1956,  and  nothing  for  1957  and 
thereafter. 

*  These  figures  are  artificially  high  because  of  the  method  of  reimbursements 
between  this  trust  fund  and  the  disability  insurance  trust  fund  (and,  likewise,  the 
figure  for  1959  is  too  low). 

Note:  Contributions  include  reimbursement  for  additional  cost  of  noncontributory 
credit  for  military  service. 
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Table  C 


PROGRESS  OF  DISAHILITY  INSURANCE  TRUST  FUND  UNDER 
PROPOSED  PROGRAM,  INTERMEDIATE-COST  ESTIMATE  1 

[In  millions] 

Railroad  Balance  in 

Admin-     Retirement  Fund  at 

Contri-       Benefit       istrative      Financial     Interest      End  of 
Calendar  Year       buttons     Payments    Expenses  Interchange2  on  Fund  1  Year 

Actual  data 


1957   $702  $57  3  $3    $7  $649 

1958   966  249  3  12    25  1,379 

1959   891  457  50  -$22  40  1,825 

1960   1,010  568  36  -5  53  2,289 

1961   1,038  887  64  5  66  2,437 

1962   1,046  1,105  66  11  68  2,368 

1963   1,099  1,210  68  20  66  2,235 

Estimated  data  (short-range  estimate) 

1964   $1,153  $1,318  $80  $20  $64  $2,034 

1965   1,187  1,471  87  20  56  1,699 

1966   1,876  1,784  100  20  52  1,723 

1967    2,072  1,897  109  20  54  1,823 

1968   2,231  1,946  103  15  60  2,050 

1969    2,347  1,999  109  15  70  2,344 

1970    2,424  2,053  114  15  83  2,669 

1971   2,499  2,106  119  15  95  2,023 

1972   2,577  2,161  124  10  109  3,414 

Estimated  data  (long-range  estimate) 

1975   $2,475  $2,230  $106  -$4  $133  $4,210 

1980    2,672  2,446  109  -  8  182  5,678 

1990    3,058  2,752  110  -11  313  9,632 

2000   3,547  3,241  124  -11  537  16,310 


1  An  interest  rate  of  3.5  percent  is  used  in  determining  the  level  costs,  but  in 
developing  the  progress  of  the  trust  fund  a  varying  rate  in  the  early  years  has  been 
used,  which  is  equivalent  to  such  fixed  rate. 

2  A  negative  figure  indicates  payment  to  the  trust  fund  from  the  railroad  retirement 
account,  and  a  positive  figure  indicates  the  reverse. 

3  These  figures  are  artificially  low  because  of  the  method  of  reimbursements 
between  the  trust  fund  and  the  old-age  and  survivors  insurance  trust  fund  (and, 
likewise,  the  figure  for  1959  is  too  high). 

Note:  Contributions  include  reimbursement  for  additional  cost  of  noncontributory 
credit  for  military  service. 
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Table  D 


ESTIMATED    PROGRESS    OF    HOSPITAL    INSURANCE    TRUST  FUND 
UNDER  PROPOSED  PROGRAM,  INTERMEDIATE-COST  ESTIMATE  1 

[In  millions] 

Benefit  Pay- 
ments and 

Contributions  Contributions    Adminis-  Balance  in 

from  Worker         from  trative        Interest  on       Fund  at 

Calendar  Year      and  Employer   Government     Expenses  s         Fund 1      End  of  Year 

Estimated  data  (short-range  estimate) 


1966   $1,808  $339  $1,007  $29  $1,169 

1967                      2,219  430  2,204  47  1,661 

1968                      2,389  464  2,438  65  2,141 

1969                      2,513  489  2,683  81  2,541 

1970                      2,597  506  2,958  93  2,779 

1971                      2,676  520  3,201  98  2,872 

1972                       2,760  538  3,456  98  2,812 

Estimated  data  (long-range  estimate) 

1975   $2,634  $510  $3,031         $195  $6,132 

1980                      2,842  552  3,295  251  7,795 

1990                      3,254  632  3,835  381  11,677 

2000                      3,776  732  4,052  621  19,006 


1  An  interest  rate  of  3.5  percent  is  used  in  determining  the  level-costs,  but  in 
developing  the  progress  of  the  trust  fund  a  varying  rate  in  the  early  years  has  been 
used,  which  is  equivalent  to  such  fixed  rate. 

2  The  net  payment  to  (or  from)  the  railroad  retirement  system  is  included  here. 

Note:  Contributions  include  reimbursement  for  additional  cost  of  noncontributory 
credit  for  military  service. 
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Table  E 


ESTIMATED  PROGRESS  OF  OLD-AGE  AND  SURVIVORS  INSURANCE 
TRUST  FUND  UNDER  PROPOSED  PROGRAM,  LOW-COST  AND 
HIGH-COST  ESTIMATES 

[In  millions] 

Railroad  Balance  in 

Admin-     Retirement  Fund  at 

Contri-      Benefit       istrative      Financial     Interest      End  of 
Calendar  Year       buttons     Payments    Expenses  Interchange 1  on  Fund 2  Year 


Low -cost  estimate 

1975                $29,181  $26,493        $372  $350  $1,537  $46,526 

1980                   36,062    30,614         410  85  2,835  84,099 

1990                  42,679    38,320         483  -105  6,006  171,992 

2000                  50,887    42,137         530  -160  11,216  318,705 

High-cost  estimate 

1975                $27,971  $27,659        $431  $410      $678  $22,979 

1980                  33,863    32,576         478  155  1,029  35,421 

1990                  37,355    42,298         566  15        473  16,498 

2000                 41,947    47,866         621  -60       (3)  (3) 


1  A  negative  figure  indicates  payment  to  the  trust  fund  from  the  railroad  retirement 
account,  and  a  positive  figure  indicates  the  reverse. 

'  At  interest  rates  of  3.75  percent  for  the  low-cost  estimate  and  3.25  percent  for  the 
high-cost  estimate. 

*  Fund  exhausted  in  1993. 

Note:  Contributions  include  reimbursement  for  additional  cost  of  noncon  tributary 
credit  for  military  service. 
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Table  F 


ESTIMATED  PROGRESS  OF  DISABILITY  INSURANCE  TRUST  FUND 
UNDER  PROPOSED  PROGRAM,  LOW-COST  AND  HIGH-COST 
ESTIMATES 

[In  millions] 

Railroad  Balance  in 

Admin-     Retirement  Fund  at 

Contri-       Benefit       istrative      Financial     Interest      End  of 
Calendar  Year       buttons     Payments    Expenses  Interchange 1  on  Fund 1  Year 


Low-cost  estimate 

1975                  $2,527    $2,079         $97  -$8  $226  $6,638 

1980                   2,755     2,267           98  -12  348  10,047 

1990                    3,261     2,540           96  -16  723  20,567 

2000                   3,888     3,035         106  -16  1,369  38,556 

High-cost  estimate 

1975   $2,424    $2,381        $115    $56  $1,868 

1980                   2,589     2,625         121  — $4         43  1,511 

1990                   2,855     2,965         124  -6  (3)  (3) 

2000                   3,207     3,447         141  -6  (3)  (3) 


1  A  negative  figure  indicates  payment  to  the  trust  fund  from  the  railroad  retirement 
account,  and  a  positive  figure  indicates  the  reverse. 

2  At  interest  rates  of  3.75  percent  for  the  low-cost  estimate  and  3.25  percent  for 
the  high -cost  estimate. 

3  Fund  exhausted  in  1988. 

Note  :  Contributions  include  reimbursement  for  additional  cost  of  noncontributory 
credit  for  military  service. 
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Table  G 


ACTUARIAL  BALANCES  OF  PROPOSED  OLD-AGE,  SURVIVORS,  AND 
DISABILITY  INSURANCE  PROGRAM,  IN  TERMS  OF  PERCENTAGES 
OF  TAXABLE  PAYROLL,  LOW-COST  AND  HIGH-COST  ESTIMATES, 


75-YEAR  COST  BASIS 

[In  percent] 

Item  OAS  I  DI  Total 
Low -cost  estimate 

Level-Cost  of  Benefits   8.26  .64  8.90 

Level-Equivalent  of  Contribution  Schedule   9.  39  .75     10. 14 

Actuarial  Balance   1.13  .11  1.24 

High-cost  estimate 

Level-Cost  of  Benefits   10.94  .83  11.77 

Level-Equivalent  of  Contribution  Schedule   9.  44  .  75    10.  19 

Actuarial  Balance   —  1.  50  — .  08  —  1.  58 
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THE   SECRETARY  OF   HEALTH,  EDUCATION.  AND  WELFARE 

WAS  H  I  N  GTO  N 


January  3,  1969 


Dear  Mr.  Speaker: 

I  have  the  honor  to  transmit  to  you  a  report  of  the  "Advisory  Council 
on  Health  Insurance  for  the  Disabled."    The  Council  was  appointed  in 
1968  as  required  by  section  140  of  the  Social  Security  Amendments  of 
1967.    As  the  law  directs,  the  report  includes  the  Council's  findings 
and  recommendations  with  respect  to  the  unmet  needs  for  protection, 
the  cost  of  providing  such  protection,  and  methods  of  financing  such 
protection. 

In  summary,  the  Council  finds  that  a  high  proportion  of  severely 
disabled  people  are  unable  to  obtain  comprehensive  health  insurance 
protection  and  have  an  unmet  need  for  such  protection. 

Therefore,  the  Council  recommends  that  the  hospital  and  supplementary 
medical  insurance  programs  under  title  XVIII  of  the  Social  Security 
Act  (Medicare)  be  extended  to  the  disabled.    The  principle  of  Medicare 
coverage  for  the  disabled  is  supported  by  a  majority  of  11  to  1.  Eight 
of  the  11  recommend  that  both  parts  of  the  Medicare  program  as  extended 
to  the  disabled  be  financed  through  social  security  contributions  and 
a  contribution  from  general  revenues.    Thus,  in  the  case  of  the  medical 
insurance  program  the  Council  recommends,  instead  of  the  present  method 
of  financing  on  a  voluntary,  current-premium  basis,  the  contributory 
social  insurance  method  used  in  the  present  hospital  insurance  and 
social  security  cash  benefits  programs. 

While  3  members  recommend  that  Medicare  protection  be  made  available 
only  after  disability  has  lasted  12  months,  the  majority  recommends 
protection  for  those  whose  disability  has  lasted  for  3  months  (regard- 
less of  how  long  it  can  be  expected  to  last)  and,  in  addition,  for 
certain  older  workers  (age  55  to  64)  who  meet  a  proposed  "occupational" 
definition  of  disability.    (Under  present  law,  cash  benefits  are 
generally  available  to  disabled  workers  under  age  65  on  the  basis  of  a 
disability  that  has  lasted  at  least  6  months  and  that  can  be  expected 
to  last  for  1  year.) 

I  wholeheartedly  support  the  recommendation  of  the  Council  to  extend 
Medicare  coverage  to  the  disabled  on  a  contributory  social  insurance 
basis.    I  recommend  that  this  protection  be  made  available  to  all 
disability  cash  beneficiaries  under  social  security.    I  am  also 
recommending  that  eligibility  for  disability  cash  benefits  under 
social  security  be  provided,  as  the  Council  has  recommended  that 
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eligibility  for  Medicare  benefits  be  provided,  for  those  who  meet  a 
3 -month  waiting  period,  without  any  prognosis  requirement.  Thus, 
under  my  recommendation,  both  Medicare  and  cash  benefits  would  be 
payable  on  the  basis  of  a  3 -month  waiting  period  and  without  any 
prognosis  requirement. 

The  additional  Medicare  disbursements  on  behalf  of  beneficiaries 
under  the  proposal  I  recommend  would  be  about  $2  billion  annually  in 
the  early  1970 's  and  the  protection  would  go  to  roughly  2  million 
disabled  people — workers,  widows  and  widowers,  and  adults  disabled 
since  childhood.    Approximately  70  percent  of  the  cost  of  the  proposal 
is  for  hospital  and  related  coverage;  the  other  30  percent  is  for 
physicians'  services  and  related  coverage.    The  level-cost  of  this 
proposal  is  0.66  percent  of  taxable  payroll  with  the  present  $7800 
earnings  base;  if  the  base  is  increased  in  steps  to  $15*000,  the 
level-cost  of  the  proposal  would  be  lower — 0.53  percent  of  payroll. 
I  believe  the  additional  protection  is  well  worth  the  additional  cost. 
I  would  hope  that  this  additional  insurance  protection  would  further 
help  to  restrain  the  increasing  costs  of  Medicaid  and  other  welfare 
programs . 

I  recommend  the  favorable  consideration  of  this  proposal  and  prompt 
action  by  the  Congress  on  this  matter. 


Sincerely, 


Secretary 


Honorable  John  W.  McCormack 

Speaker  of  the  House  of  Representatives 

Washington,  D.C.  20515 
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letter  of 
transmittal 


December  31,  1968 


Honorable  Wilbur  J.  Cohen 

Secretary  of  Health,  Education,  and  Welfare 

Washington,  D.C.  20201 

Dear  Mr.  Secretary: 

As  required  by  section  140  of  the  Social  Security  Amendments  of  1967, 
there  is  transmitted  herewith  the  report  of  the  Advisory  Council  on 
Health  Insurance  for  the  Disabled.  The  report,  as  directed  by  law, 
includes  the  Council's  findings  and  recommendations  with  respect  to 
the  unmet  need  of  the  disabled  for  health  insurance  protection,  the 
cost  of  providing  such  protection,  and  methods  of  financing  such 
protection. 

As  Chairman,  I  want  to  express  my  deep  appreciation  for  the  work  of 
the  members  of  the  Council,  who  gave  unsparingly  of  their  time, 
experience,  and  individual  efforts.  They  have  served  with  dedication 
and  distinction. 

On  behalf  of  the  Council  I  want  to  express  appreciation  also  for  the 
assistance  of  the  staff,  headed  by  Alvin  M.  David  and  Robert  J.  Myers. 
The  Council's  efforts  were  strengthened  by  the  highly  efficient  service 
they  gave  us. 

I  trust  that  this  report  will  be  implemented  so  as  to  serve  the  needs 
of  the  chronically  disabled  and  so  as  to  supplement  their  cash  benefits 
and  allow  them  to  live  better  lives. 

Sincerely  yours, 


Henry  H.  Kessler,  M.D. 

Chairman,  Advisory  Council 

on  Health  Insurance  for  the  Disabled 
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foreword 


The  Social  Security  Amendments  of  1967  provide  that  an  advisory 
council  be  appointed  to  study  the  question  of  extending  Medicare 
to  the  disabled.  The  council  was  directed  to  determine  whether  the 
disabled  have  an  unmet  need  for  health  insurance  protection,  and  to 
examine  the  costs  involved  in  providing  this  protection  and  the  ways 
of  financing  it.  During  consideration  of  the  1967  social  security 
amendments,  the  Congress  gave  attention  to  the  possibility  of 
extending  Medicare  benefits  to  social  security  disability  beneficiaries, 
but  decided  to  defer  this  matter,  largely  because  of  problems  as  to  the 
most  desirable  method  of  financing  Medicare  protection  for 
disability  beneficiaries. 

The  Secretary  of  Health,  Education,  and  Welfare  appointed  an 
Advisory  Council  on  Health  Insurance  for  the  Disabled  in  June  1968. 
The  Council  held  its  first  meeting  on  July  18  and  19, 1968,  and  met 
several  other  times  during  the  remainder  of  the  year.  Between 
meetings  the  Council  continued  its  study  through  consideration  of 
extensive  materials,  including  staff  reports  prepared  by  the  Social 
Security  Administration  and  letters  and  other  documents  from 
interested  individuals  and  organizations. 
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membership 
of  the  council 
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introduction 


As  required  by  the  Social  Security  Amendments  of  1967,  the  Advisory 
Council  on  Health  Insurance  for  the  Disabled  has  examined  the 
extent  to  which  disabled  persons  in  this  country  have  an  unmet  need 
for  health  insurance,  the  costs  involved  in  providing  hospital  and 
medical  insurance  for  the  disabled,  and  ways  of  financing  this 
insurance. 

The  Council  undertook  to  inquire  into  these  matters  in  terms  of  a 
broader  definition  of  disability  than  that  used  in  determining  a 
person's  eligibility  for  cash  disability  benefits  under  social  security; 
for  that  purpose,  disability  is  defined  as: 
inability  to  engage  in  any  substantial  gainful  activity  by  reason  of  any 
medically  determinable  physical  or  mental  impairment  which  can  be 
expected  to  result  in  death  or  which  has  lasted  or  can  be  expected  to  last  for 
a  continuous  period  of  not  less  than  12  months. 

The  Council  examined  data  on  persons  identified  as  being  disabled 
according  to  the  definition  used  in  the  1966  Survey  of  Disabled 
Adults.1  That  Survey  defined  disability  as  a  limitation  in  the  kind  or 
amount  of  work  (or  housework)  resulting  from  a  chronic  health 
condition  or  impairment  lasting  3  or  more  months. 

1  The  1966  Survey  of  Disabled  Adults  was  a  national  study  of  disability 
undertaken  in  the  spring  of  1966  by  the  Social  Security  Administration.  The 
data  for  the  study  were  collected  by  the  Bureau  of  the  Census. 
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Data  from  the  1966  Survey  enabled  the  Council  to  compare  the 
relative  status  of  the  estimated  18  million  disabled  individuals, 
classified  according  to  the  degree  of  their  disability,  in  terms  of 
income,  labor  force  participation,  utilization  of  health  services,  health 
expenditures,  and  health  insurance  status.1  This  Survey  was  based 
on  a  national  area  probability  sample  of  30,000  households,  in  which 
personal  interviews  were  conducted  with  approximately  8,700 
noninstitutionalized  disabled  adults  under  age  65.  The  study  methods 
are  discussed  in  Appendix  B. 

The  1966  Survey  classified  disabled  individuals  on  the  basis  of  their 
responses  to  questions  about  their  ability  to  work.  On  this  basis,  6 
million  individuals  were  classified  as  severely  disabled  (unable  to 
work  regularly  or  at  all);  5  million  were  classified  as  occupationally 
disabled  (able  to  work  only  part  time  or  unable  to  perform  the  same 
work  they  had  done  before  their  disability  began) ;  and  some  6.6 
million  individuals  were  classified  as  having  secondary  work 
limitations  (limited  in  the  kind  or  amount  of  work  they  could  do  as  a 
result  of  their  disability,  but  able  to  work  regularly,  full  time,  and  at 
the  same  work  they  had  done  before  their  disability  began). 

Because  of  limitations  in  the  data  on  the  quality  of  health  insurance 
coverage  of  both  the  disabled  population  and  the  population  as  a 
whole,  the  Council's  consideration  of  the  question  of  the  "unmet 
need"  of  the  disabled  for  health  insurance  was  in  terms  of  the  extent 
to  which  the  disabled  have  any  form  of  private  health  insurance 
coverage,  the  types  of  health  insurance  that  are  available  to  them,  and 
their  ability  to  pay  for  such  protection.  The  Council  found  that 
available  data  did  not  permit  a  detailed  examination  of  the 
comprehensiveness  of  the  health  insurance  coverage  available  to  the 
disabled  or  the  adequacy  of  the  benefits  paid  under  this  coverage.2 


1  The  1966  Survey  collected  data  with  respect  to  people  disabled  3  months 
or  longer;  however,  data  for  those  disabled  6  months  or  less  (some  400,000 
people)  were  not  tabulated.  The  18  million  disabled  adults  also  do  not 
include  an  estimated  700,000  institutionalized  severely  disabled  people. 
("Institutionalized"  is  used  to  mean  confined  in  mental,  tuberculosis,  or 
chronic  disease  hospitals,  extended  care  facilities,  VA  hospitals,  etc.,  but  not 
to  include  patients  in  short-stay  general  hospitals).  While  the  1966  Survey  of 
Disabled  Adults  included  the  institutionalized  disabled,  data  from  this  part 
of  the  study  are  not  yet  available  and  no  reliable  data  on  the  institutionalized 
disabled  population  are  available  from  any  other  source. 

2  Of  much  help  to  the  Council  with  respect  to  its  consideration  of  the  present 
status  of  group  health  insurance  coverage  and  benefits  were  Health 
Insurance  Association  of  America,  A  Profile  of  Group  Health  Insurance  in 
Force  in  the  United  States, December  37,  7966:  A  Survey  Qf  Croup  Health 
Insurance  Policies  by  Level  of  Benefit  Amounts  (Chicago:  Health  Insurance 
Association  of  America,  1967) ;  Health  Insurance  Association  of  America, 

A  Comparison  of  Group  Medical  Care  Insurance  Benefits  to  Charges 
(Chicago:  Health  Insurance  Association  of  America,  1968). 
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Study  data  show  that  there  is  a  direct  relationship  between  the  level 
of  severity  of  disability,  the  incidence  of  health  costs,  and  the  extent 
of  need  for  health  insurance.  It  is  readily  apparent  from  1966  Survey 
data  that  while  persons  with  secondary  disabilities  used  slightly  more 
hospital  and  medical  services  than  did  the  nondisabled  population, 
they  were  comparable  to  the  nondisabled  in  terms  of  labor  force 
participation,  employment  status,  and  health  insurance  coverage.1 
While  those  with  occupational  disabilities  were  in  a  less  advantageous 
position  with  respect  to  those  criteria  than  were  those  with  secondary 
impairments,  they  were  significantly  better  off  on  all  counts  than  were 
the  severely  disabled.  Since  employment  status  is  the  single  most 
important  determinant  of  health  insurance  coverage,  it  is  significant 
that,  in  1966,  72  percent  of  the  occupationally  disabled  men  were 
employed  full  time  (as  compared  with  84  percent  of  the  nondisabled 
men). 

The  occupationally  disabled  do,  though,  have  a  higher  unemployment 
rate  than  the  nondisabled  population.2  Thus,  many  among  the 
occupationally  disabled  may  have  an  unmet  need  for  health  insurance 
coverage — for  example,  persons  who  are  unemployed  for  substantial 
periods  of  time  or  whose  private  insurance  coverage  is  severely 
limited  because  of  underwriting  exclusions.  On  balance,  the  Council 
believes  that,  with  the  exception  of  the  older  occupationally  disabled 
worker,  the  occupationally  disabled  individual  stands  a  relatively 
good  chance  of  becoming  employed  and  having  insurance  coverage. 

The  Council  has  also  given  consideration  to  the  fact  that  some  persons 
who  are  able  to  carry  on  their  regular  work  suffer  from  very  serious 
disabling  conditions  and  incur  extremely  heavy  medical  expenses. 
Such  persons  may  have  a  substantial  unmet  need  for  health  insurance 
protection  or  a  need  for  some  other  means  of  meeting  these  expenses 
— for  example,  a  person  who  has  a  chronic  renal  disease  and  who, 
although  able  to  work  full  time,  requires  renal  dialysis  on  a  continuing 
basis.  The  Council  recognizes  that  the  question  of  the  appropriate 
roles  of  the  private  sector,  social  insurance,  and  other  public  programs 
in  meeting  the  expenses  of  catastrophic  illness  is  a  very  significant 
one  and  one  which  deserves  extensive  consideration.  The  Council 
finds  though  that  this  area  involves  many  broad  and  complex 
questions  of  social  policy  that  go  beyond  the  scope  of  this  Council's 
assignment  and  therefore  suggests  that  future  advisory  groups  should 
consider  the  matter  and,  specifically,  that  the  next  Advisory  Council 
on  Social  Security  (to  be  appointed  in  1969)  should  consider  the 
role  of  social  security  in  this  area. 


1  Summary  data  on  the  occupationally  disabled  and  those  with  secondary 
disabilities  are  presented  in  Appendix  B. 

2  Seven  percent  of  the  occupationally  disabled  men  were  unemployed  as 
compared  with  3  percent  of  the  nondisabled  men. 
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The  Council's  examination  of  the  unmet  need  of  the  severely  disabled 
for  health  insurance  included  consideration  of  the  appropriate  roles 
of  private  insurance,  social  insurance  and  other  public  programs 
in  filling  the  needs  of  the  disabled  for  health  care.  As  is  described  in 
Part  I  of  this  report,  the  Council  found  that  because  of  the  high  costs 
involved  in  insuring  the  severely  disabled  and  the  difficulties  inherent 
in  extending  group  coverage  to  them,  it  is  not  realistic  to  expect 
that  private  insurance  alone  can  adequately  meet  the  needs  of  the 
long-term  severely  disabled.  As  to  the  question  whether  primary 
reliance  should  be  placed  on  the  social  insurance  mechanism  or  on 
other  public  programs  for  meeting  the  health  care  expenses  of  the 
severely  disabled,  the  Council  found  that  social  insurance — the 
method  used  with  a  high  degree  of  success  in  meeting  the  health 
care  expenses  of  the  aged — is  much  to  be  preferred.  Specifically, 
11  of  the  12  members  of  the  Council  favor  the  extension  of 
Medicare  coverage  to  the  disabled  as  a  matter  of  principle,  with  some 
members  differing  with  respect  to  the  terms  of  coverage. 
Part  I  of  the  report  discusses  the  Council  findings  with  respect  to  the 
unmet  need  of  severely  disabled  persons  for  health  insurance 
coverage,  the  costs  involved  in  providing  protection  for  this  group, 
and  the  reasons  why  the  Council  believes  the  social  insurance 
approach  embodied  in  Medicare  is  the  most  feasible  method  of 
providing  health  insurance  coverage.  Part  II  of  the  report  discusses 
the  Council's  recommendations  as  to  eligibility  for  coverage  under 
Medicare  and  how  Medicare  protection  for  the  disabled  should  be 
financed.  This  part  also  includes  a  statement  of  the  Council's  views 
on  vocational  rehabilitation.  Following  Part  II  are  minority  views  and 
recommendations. 


4 


summary  of  findings 
&  recommendations 


I.  The  Council  has  studied  the  need  for  and  problems  connected  with 
health  insurance  for  the  disabled,  and  finds  as  follows: 

1.  Most  severely  disabled  individuals  have  high  health  costs  and  low 
incomes.  Disabled  workers  who  qualify  for  social  security 
disability  benefits  use  seven  times  as  much  hospital  care  and 
three  times  as  much  physicians'  services  as  does  the  entire 
population.1,2  Hospital  utilization  is  about  3V4  times  as  great  for 
the  disabled  as  for  the  aged;  utilization  of  physicians'  services  is 
about  2V2  times  as  great  for  the  disabled  as  for  the  aged.  The 
median  income  of  disabled  worker  beneficiaries  is  less  than  half 
that  of  the  nondisabled  population. 

2.  The  predominantly  high  health  costs  and  relatively  low  incomes 
of  the  severely  disabled  make  it  unrealistic  to  expect  private 
voluntary  insurance  alone  to  provide  the  great  majority  of  them 
with  comprehensive  protection  over  the  entire  period  of  their 
disability.  In  1966,  only  46  percent  of  the  disabled  worker 


1  These  figures  and  most  of  the  data  used  in  this  report  are  based  on  the  1966 
Survey  of  Disabled  Adults,  which  is  described  in  detail  in  Appendix  B. 
Where  data  are  taken  from  other  sources,  those  sources  will  be  indicated. 

2  "Entire  population"  includes  noninstitutionalized  adults  under  age  65. 
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beneficiaries  under  social  security  had  some  form  of  private  health 
insurance;  40  percent  had  some  degree  of  protection  against  both 
hospital  costs  and  the  cost  of  inpatient  medical  care. 

3.   It  is  appropriate,  feasible,  and  desirable  to  use  the  social 
insurance  approach  to  help  finance  the  health  costs  of  the 
disabled.  Through  the  social  insurance  mechanism  people  can 
make  contributions  during  their  working  years,  when  incomes  are 
relatively  high,  and  build  protection  against  hospital  and  medical 
costs  in  the  event  they  become  disabled  and  unable  to  work. 
Reliance  on  the  Nation's  social  insurance  system  will  reduce  the 
need  for  public  assistance  and  permit  Federal-State  assistance 
programs  to  better  fill  their  role  as  a  backstop  to  private  efforts 
and  social  insurance. 

II.  The  Council  proposes  health  insurance  protection  for  the  disabled 
on  the  following  basis: 

1.  The  existing  hospital  and  medical  insurance  programs  under  title 
XVIII  of  the  Social  Security  Act  (Medicare)  should  be  extended  to 
those  receiving  social  security  monthly  benefits  on  the  basis  of 
their  disabilities. 

2.  Hospital  and  medical  insurance  benefits  for  the  present  disabled, 
as  well  as  for  those  who  become  disabled  in  the  future,  should 

be  financed  by  contributions  from  employees,  employers,  and  the 
self-employed,  with  a  contribution  from  Federal  general  revenues 
equal  to  one-half  the  cost  of  the  program. 

3.  Instead  of  the  6-month  waiting  period  required  in  present  law  for 
receipt  of  social  security  disability  benefits,  a  3-month  waiting 
period  should  be  required  for  hospital  and  medical  insurance 
benefits.  The  requirement  in  the  cash-benefit  program  that  a 
disability  must  have  lasted  or  be  expected  to  last  at  least  12 
months  or  to  end  in  death  should  not  apply  in  the  case  of 
Medicare  benefits. 

4.  Older  disabled  workers  should  qualify  for  Medicare  protection  on 
the  basis  of  less  severe  disability  than  is  required  under  present 
law  for  eligibility  for  cash  benefits.  Insured  workers  aged  55  and 
over  should  be  eligible  for  Medicare  if  they  are  so  disabled  that 
they  can  no  longer  engage  in  substantial  gainful  activity  in  their 
regular  work  or  in  any  other  work  in  which  they  have  engaged 
with  some  regularity  in  the  recent  past. 

5.  Disabled  people  who  qualify  for  Medicare  protection  but  not 
for  disability  benefits  should  be  eligible  to  receive  vocational 
rehabilitation  services  financed  by  the  social  security  program  on 
the  same  basis  as  people  who  qualify  for  disability  benefits. 

6.  The  "level-cost"  of  the  Council's  recommendations  is  estimated 
at  0.80  percent  of  taxable  payroll.  In  accordance  with 
Recommendation  No.  2  above,  half  of  this  cost,  or  0.40  percent  of 
taxable  payroll,  would  be  met  from  payroll  contributions  and  the 
other  half  from  general  revenues. 
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Dart  1/the  problem  of 
lealth  insurance  protection 
for  the  disabled 


The  Council  has  considered  the  health  care  needs  of  the  disabled, 
their  present  protection  against  the  costs  of  health  care,  and 
alternative  approaches  to  improving  this  protection.  The  findings  of 
the  Council  are  as  follows: 

1.  Most  severely  disabled  individuals  have  high  health  costs  and 
low  incomes. 

Utilization  of  health  services  by  persons  who  are  severely  disabled  is 
substantially  higher  than  is  such  utilization  by  the  nondisabled. 
Disabled  workers  receiving  cash  benefits  under  the  social  security 
disability  program  use  seven  times  as  much  hospital  care  in  a  year  as 
does  the  entire  population;  their  utilization  of  physicians'  services  is 
three  times  that  of  the  entire  population.1  Utilization  of  health 
services  by  disabled  worker  beneficiaries  is  also  higher  than  utilization 
of  these  services  by  the  broader  group  of  "severely  disabled."2 
According  to  1966  Survey  data,  hospital  utilization  under  a  health 
insurance  program  such  as  Medicare  would  be  about  3Va  times 
as  great  for  disabled  worker  beneficiaries  as  it  is  for  the  aged  and 
utilization  of  physicians'  services  would  be  about  2V2  times  as  great 
for  disabled  worker  beneficiaries  as  for  the  aged.  Comparing  the 

1  "Entire  population"  includes  noninstitutionalized  adults  under  age  65. 

2  "Severely  disabled"  as  defined  in  the  1966  Social  Security  Survey  of  Disabled 
Adults  is  discussed  on  page  43  of  Appendix  B. 
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situation  of  the  disabled  worker  beneficiaries  with  that  of  the  aged, 
the  Council  found  that  in  1965  a  higher  proportion  of  the  disabled 
than  of  the  aged  was  hospitalized  (29  percent  and  14  percent, 
respectively).  On  the  average,  the  disabled  workers  who  were 
hospitalized  stayed  in  the  hospital  almost  twice  as  long  as  hospitalized 
aged  persons  (30  days  and  16  days,  respectively).  Similarly,  a  higher 
proportion  of  disabled  worker  beneficiaries  than  of  the  aged  had 
out-of-hospital  physicians'  visits  (88  percent  and  69  percent, 
respectively).  Health  care  utilization — particularly  hospital  utilization 
— is  indicative  of  health  care  costs.  The  health  care  costs  of  older 
people  who  were  hospitalized  were  10  times  greater  than  for  those 
who  were  not  hospitalized. 

While  the  health  care  expenses  of  the  disabled  worker  beneficiaries 
are  quite  high  in  relation  to  those  of  the  nondisabled  population  and 
to  those  of  even  the  aged,  the  median  income  of  social  security 
disabled  worker  beneficiaries  is  less  than  half  that  of  the  nondisabled 
population.  (The  median  income  of  these  beneficiaries  is  slightly 
higher  than  that  of  severely  disabled  nonbeneficiaries,  a  fact 
attributable  to  their  receipt  of  benefits.)  On  the  basis  of  the  Social 
Security  Administration's  poverty  index,  which  takes  into  account 
family  size,  sex,  and  age  of  family  members,  half  of  the  disabled 
worker  beneficiaries  were  "poor  or  near  poor"  (annual  income  of 
less  than  $3,000  for  two  people,  for  example)  and  one-third  of 
disabled  worker  beneficiaries  were  at  or  below  the  poverty  level 
(annual  income  of  less  than  $2,250  for  two  people,  for  example).1 
While  a  sizeable  proportion  of  the  adult  population  taken  as  a  whole 
is  not  insured  for  disability  benefits  under  social  security,  a  much 
smaller  proportion  of  working  people  lacks  such  insured  status. 
(And,  in  addition,  disabled  widows  and  widowers  and  adults  disabled 
since  childhood  who  get  benefits  based  on  their  disabilities  would 
have  Medicare  protection  under  the  Council's  recommendations.) 
Adults  who  will  lack  such  protection  are,  then,  primarily  nonworking 
wives.  Unlike  disabled  workers,  these  wives  will  have  no  reduction 
in  income  as  a  result  of  their  disability.  And,  for  many  of  them, 
private  health  insurance  coverage  as  dependents,  based  on  their 
husbands'  work,  will  continue  despite  their  becoming  disabled. 

2.  The  predominantly  high  health  costs  and  relatively  low  incomes  of 
the  severely  disabled  make  it  unrealistic  to  expect  private  voluntary 
insurance  alone  to  provide  the  great  majority  of  them  with 
comprehensive  protection  over  the  entire  period  of  their  disability. 


1  Office  of  Research  and  Statistics  of  the  Social  Security  Administration, 
Division  of  Disability  Studies,  Income  of  the  Disabled  (preliminary  report 
for  the  Advisory  Council  on  Health  Insurance  for  the  Disabled). 
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With  respect  to  health  insurance  coverage,  the  Council  found  that 
the  severely  disabled  were  in  a  very  disadvantageous  situation  as 
compared  to  the  total  population  and  even  as  compared  to  the  aged 
before  Medicare.  The  Health  Insurance  Council  estimates  that  at  the 
end  of  1966,  85  percent  of  the  noninstitutionalized  civilian  population 
under  age  65  had  some  protection  against  the  cost  of  hospital  care, 
78  percent  against  surgical  expenses,  and  63  percent  against  in- 
hospital  physicians'  expenses.  However,  the  1966  Survey  shows  that 
in  1966  only  49  percent  of  the  severely  disabled  had  any  health 
insurance  and  only  43  percent  had  some  protection  against  the  costs 
of  both  hospital  care  and  inpatient  medical  care.  Of  the  disabled 
worker  beneficiaries,  only  46  percent  had  some  form  of  health 
insurance  protection  and  40  percent  had  some  protection  against 
both  hospital  costs  and  the  cost  of  inpatient  medical  care.  Before 
Medicare,  54  percent  of  the  aged  had  some  form  of  health  insurance 
protection.1 

The  severely  disabled  person  who  is  no  longer  attached  to  the  labor 
force  and  who  is  no  longer  eligible  for  coverage  under  a  group  plan 
must,  in  most  cases,  rely  on  individually  purchased  policies  or  group 
conversion  policies  for  protection  against  his  health  care  costs.  In 
general,  coverage  made  available  to  the  disabled  on  an  individual 
basis — whether  or  not  through  conversion — is  more  expensive  than 
coverage  on  a  group  basis  and  more  expensive  than  individual 
coverage  for  nondisabled  persons.  Moreover,  such  coverage  is  likely 
also  to  be  more  expensive  than  the  disabled  person,  who  generally 
has  suffered  a  significant  reduction  in  income,  can  afford;  or  the 
benefits  provided  may  be  so  limited  that  the  coverage  cannot  be 
considered  adequate. 

The  only  way  of  providing  adequate  health  insurance  to  the  disabled 
at  a  moderate  cost  is  on  a  group  basis.  Although  the  health  insurance 
industry  has  tried  to  insure  the  disabled  through  improvements  in 
employment-based  group  plans  and  through  nonemployment-based 
groups,  the  Council  finds  that  there  is  still  a  substantial  unmet  need. 
Most  severely  disabled  people  do  not  have  comprehensive  health 
insurance  protection  throughout  their  disability. 
3.  It  is  appropriate,  feasible,  and  desirable  to  use  the  social 
insurance  approach  to  help  finance  the  health  costs  of  the  disabled. 
The  Council  endorses  using  the  social  insurance  mechanism 
embodied  in  the  hospital  insurance  part  of  Medicare — the  approach 
which  has  been  used  successfully  in  meeting  the  health  expenses  of 
the  aged — as  the  primary  means  of  meeting  the  health  care  expenses 
of  the  severely  disabled.  Through  the  social  insurance  mechanism 
people  can  make  contributions  during  their  working  years,  when 
incomes  are  relatively  high,  and  build  health  insurance  protection  in 
the  event  they  become  totally  disabled  and  unable  to  work. 


1  National  Center  for  Health  Statistics,  Health  Insurance  Coverage:  United 
States,  luly  1962-june  1963,  (Series  10,  No.  11),  p.  17. 
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The  social  insurance  approach  seems  the  most  feasible  method  of 
providing  adequate  health  insurance  protection  for  the  disabled. 
Without  a  social  insurance  program,  public  assistance  cannot  be 
expected  to  fill  the  gaps  in  health  insurance  coverage  left  by  private 
plans.  And  even  if  public  assistance  could  meet  the  health  care  needs 
of  the  disabled,  it  is  not  a  desirable  method  of  meeting  a  problem  so 
extensive  in  scope. 

Social  insurance  has  in  it  the  potential  whereby  dependency  and 
poverty  can  be  prevented;  public  assistance,  on  the  other  hand,  is  a 
way  to  alleviate  them  after  they  occur.  When  seeking  aid  under  an 
assistance  program  the  individual  must  submit  proof  that  he  is 
unable  to  meet  his  basic  needs;  eligibility  for  social  insurance  requires 
only  a  record  of  work  and  contributions.  Social  security  benefits  are 
financed  in  part  from  contributions  made  by  covered  employees,  and 
benefits  are  paid  as  an  earned  right  and  in  a  way  that  maintains  the 
individual's  dignity  and  privacy.  Social  insurance,  then,  is  an  extension 
of  one's  independence,  while  public  assistance  requires  an  admission 
of  dependence.  Moreover,  social  insurance,  with  benefits  provided 
without  a  means  test,  encourages  the  individual  to  supplement  those 
benefits  with  savings  or  additional  protection. 
The  social  security  cash  benefit  program  has  done  much  to  alleviate 
severe  poverty  among  the  disabled;  for  it  to  be  truly  effective  in 
helping  disabled  people  to  maintain  their  independence,  some 
protection  must  be  offered  against  the  high  costs  of  health  care 
associated  with  disability.  There  are  no  doubt  many  disabled  persons 
who  must  seek  public  assistance  because  of  the  disastrous  effects  of 
their  health  costs.  Health  insurance  protection  through  the  social 
insurance  mechanism  would  remedy  most  of  these  situations  and 
would  enable  people  to  get  the  health  care  they  need,  without 
sacrifice  of  their  independence.  Such  health  insurance  protection 
would  also  assure  that  some  disabled  persons  who  otherwise  would 
not  receive  the  care  they  need  could  get  such  care. 
Financing  of  the  major  health  care  costs  of  the  disabled  through  the 
social  insurance  mechanism  would  leave  it  possible  for  private  plans 
to  offer  meaningful  complementary  coverage  and  might  make  it 
financially  possible  for  many  of  the  disabled  either  to  purchase 
supplementary  insurance  or  to  meet  residual  health  care  expenses 
from  their  own  resources.  Public  assistance  programs  would,  of 
course,  still  be  a  necessary  part  of  the  health  care  system  for  the 
disabled,  helping  those  persons  with  special  needs  and  those  not 
adequately  protected  by  social  insurance  and  private  means 
combined.  The  Council  believes,  though,  that,  however  well 
operated,  the  assistance  approach — with  eligibility  based  on  a 
determination  of  individual  financial  need  and  with  the  amounts  of 
payments  related  to  the  extent  of  that  need — is  basically  incompatible 
with  individual  dignity,  self-respect,  and  other  accepted  values. 
Assistance  should  serve  only  as  a  backstop  where  private  efforts  and 
social  insurance  plans  cannot  meet  the  need. 
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part  2/medicare  protection 
for  the  disabled 


1.  The  existing  hospital  and  medical  insurance  programs  under  title 
XVIII  of  the  Social  Security  Act  (Medicare)  should  be  extended  to 
those  receiving  social  security  monthly  benefits  on  the  basis  of  their 
disabilities. 

People  who  are  now  receiving  social  security  benefits  on  the  basis 
of  a  disability  constitute  a  group  of  disabled  in  special  need  of 
Medicare  protection.  As  has  been  noted,  their  utilization  of  health 
services  is  significantly  greater  than  utilization  by  other  segments  of 
the  disabled  or  nondisabled  population.  Their  incomes  are  lower 
than  those  of  other  groups,  to  the  extent  that  many  of  them  are 
classified  as  "poor  or  near  poor."  Moreover,  because  of  the  long 
period  during  which  these  people  have  not  worked — 72  percent  of 
disability  beneficiaries  have  been  on  the  rolls  for  at  least  2  years,  and 
25  percent  have  been  on  the  rolls  for  at  least  6  years1 — less  than  half 
of  them  have  any  health  insurance  coverage. 


1  Based  on  unpublished  tabulations  of  the  Office  of  Research  and  Statistics, 
Social  Security  Administration. 
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The  Council  considered  the  fact  that  the  people  already  on  the  social 
security  disability  rolls  would  not  have  contributed  specifically  toward 
the  cost  of  a  health  insurance  program  that  would  provide  benefits  for 
them.  The  Council's  belief  is  that,  as  was  done  with  respect  to 
hospital  insurance  for  the  aged,  protection  should  be  extended  to 
this  group  of  people  without  any  requirement  as  to  further  covered 
employment  or  social  security  contributions. 
Special  attention  was  focused  on  the  present  Medicare  structure, 
under  which  the  medical  insurance  part  of  the  program  is  on  a 
voluntary  basis.  It  was  decided  that  medical  insurance  as  well  as 
hospital  insurance  should  be  extended  to  present  disability 
beneficiaries  without  any  optional  provision  for  election  of  medical 
insurance  coverage.  Moreover,  disability  beneficiaries  should  not  be 
required  to  meet  a  new  test  of  eligibility  for  such  protection,  either 
with  respect  to  work  requirements  or  with  respect  to  the  definition 
of  disability.1 

Extension  of  Medicare  to  the  disabled  would  provide  protection 
against  the  cost  of  inpatient  hospital  care,  extended  care,  home  health 
services,  physicians'  services,  and  other  medical  items  and  services. 
The  Council  considered  whether  the  benefits  provided  under 
Medicare  would  be  appropriate  to  the  needs  of  the  disabled  and 
concluded  that  while  Medicare  does  not  cover  the  cost  of  the  long- 
term  care  which  some  of  the  disabled  may  need,  it  does  cover  the 
types  of  care  needed  by  most  of  those  who  are  disabled.  In  this 
connection  the  Council  noted  that  the  greater  utilization  of  health 
services  by  the  disabled  raises  a  question  of  whether  the  benefits  and 
benefit  limitations  under  Medicare  would  be  appropriate  to  the  needs 
of  the  disabled.  It  concluded,  however,  that  this  question  should  be 
the  subject  of  further  study,  with  a  view  toward  consideration  of 
such  changes  in  the  Medicare  program  for  the  disabled  as  might  be 
indicated. 


1  To  be  insured  for  disability  protection  a  worker  must,  in  general,  have  been 
in  covered  employment  for  at  least  5  years  in  the  10-  year  period  ending  with 
his  disablement,  and  must  also  have  been  in  covered  work  for  a  period 
equal  to  about  one-fourth  of  the  time  after  1950  (or  age  21,  if  later)  and  up 
to  the  time  he  becomes  disabled.  However,  a  worker  disabled  after  reaching 
age  24  and  before  age  31  is  insured  if  he  has  been  in  covered  work  during 
at  least  half  of  the  calendar  quarters  after  he  attained  age  21 ;  a  worker 
disabled  before  age  24  must  have  been  in  covered  work  during  at  least  half 
of  the  12  calendar  quarters  preceding  disablement.  As  indicated  previously, 
disability  is  defined  as  the  inability  to  engage  in  any  substantial  gainful 
activity  by  reason  of  any  medically  determinable  physical  or  mental 
impairment  which  can  be  expected  to  result  in  death  or  which  has  lasted  or 
can  be  expected  to  last  for  a  continuous  period  of  not  less  than  12  months. 
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2.  Hospital  and  medical  insurance  benefits  for  the  present  disabled, 
as  well  as  for  those  who  become  disabled  in  the  future,  should  be 
financed  by  contributions  from  employees,  employers,  and  the 
self-employed,  with  a  contribution  from  Federal  general  revenues 
equal  to  one-half  the  cost  of  the  program. 

The  Council  endorses  the  contributory  social  insurance  method  for 
financing  both  hospital  and  medical  insurance  protection  for  the 
disabled. 

Under  the  present  Medicare  program,  only  the  hospital  insurance  part 
of  the  program  is  financed  through  payroll  contributions  paid  by 
employees,  employers,  and  the  self-employed.  The  medical  insurance 
part  of  the  program  is  financed  on  a  current-premium  basis,  with 
enrollees  paying  monthly  premiums  equal  to  half  the  cost  of  the 
medical  insurance  program,  and  the  other  half  being  paid  out  of 
general  revenues.  The  Council  recognized  that  in  the  absence  of 
special  circumstances,  it  is  both  desirable  and  fair  that  all  of  those 
entitled  to  a  specific  benefit  should  be  subject,  to  the  extent  possible, 
to  the  same  provisions.  On  this  basis,  it  might  seem  on  first 
examination  that,  like  the  elderly  who  are  already  covered  by 
Medicare,  the  disabled  who  elect  to  enroll  in  the  medical  insurance 
plan  should  pay  monthly  premiums  equal  to  half  the  cost  of  the 
protection  they  receive.  However,  since  the  per  capita  cost  of 
providing  medical  insurance  to  the  disabled  is  estimated  to  be  three 
times  the  cost  of  insuring  the  aged,  inclusion  of  the  disabled  in  the 
medical  insurance  plan  on  a  current-premium  basis  raises  such 
difficult  problems  that  inclusion  on  this  basis  would  clearly  be 
inappropriate  and  indeed  self-defeating  in  meeting  the  health  needs 
of  the  disabled.  If  the  disabled  were  required  to  pay  half  the  cost  of 
this  protection,  many  of  those  who  most  need  the  protection  might 
not  be  able  to  afford  the  high  monthly  premium.  In  addition  some  of 
the  disabled — those  in  comparatively  good  health- — might  be  able 
to  meet  their  insurance  needs  at  lower  costs  elsewhere,  leaving  only 
those  who  are  high-cost  risks  in  the  plan.  This  would,  of  course, 
result  in  even  higher  premiums,  which  would  tend  to  reduce 
enrollment  still  further.  The  Council  found  that  it  would  be 
inequitable  to  require  aged  medical  insurance  enrollees  to  bear  the 
burden  of  the  added  cost  of  insuring  the  disabled.  On  the  other  hand, 
while  the  Federal  Government  might  contribute  more  than  half  of 
the  costs  of  the  medical  insurance  for  the  disabled,  while  continuing 
to  match  half  of  the  costs  for  the  aged,  serious  questions  could  be 
expected  about  the  appropriateness  of  this  approach. 
In  the  Council's  judgment,  the  preferred  solution  to  the  problem  is 
for  both  medical  and  hospital  insurance  for  the  disabled  to  be 
financed  through  the  contributory  social  insurance  system.  The 
Council  considers  it  desirable  and  appropriate  that  the  costs  of 
hospital  and  medical  care  insurance  for  the  disabled  be  partly 
financed  through  contributions  paid  by  the  entire  population  at 
risk — the  working  population — and  their  employers,  together  with  a 
Government  contribution  equal  to  half  the  cost  of  the  protection. 
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This  method  of  financing  offers  not  only  a  broad  financial  base  but 
also  a  mechanism  through  which  workers  can  pay  in  advance  toward 
the  cost  of  the  health  insurance  that  they  will  have  should  they 
become  disabled. 

The  Council  regards  the  proposed  cost  allocation  as  the  most 
satisfactory  in  view  of  the  greater  need  of  the  disabled  for  this 
protection  and  the  higher  cost  involved  in  providing  the  protection 
for  them.  The  Council  notes  that  sharing  by  general  revenues  of  social 
insurance  program  costs  is  not  uncommon  among  foreign  social 
insurance  systems.  It  believes  also  that  the  allocation  is  reasonable  in 
view  of  the  fact  that  under  present  law  general  revenues  are  used  to 
pay  half  the  cost  of  medical  insurance  for  the  aged  and  all  of  the  cost 
of  providing  hospital  insurance  protection  for  the  "transitionally 
insured" — older  people  who  are  not  insured  for  cash  benefits  and 
who  qualify  for  hospital  insurance  under  a  special  transitional 
provision. 

Financing  medical  insurance  for  the  disabled,  as  well  as  hospital 
insurance,  through  the  social  security  system  has  several  additional 
advantages.  First,  if  the  social  security  system  is  used — rather  than 
current-premium  financing— protection  could  be  made  available  to 
the  disabled  on  a  retroactive  basis.  In  the  opinion  of  the  Council,  this 
would  be  especially  important,  owing  to  the  fact  that  in  many  cases 
a  determination  of  disability  will  be  made  some  time  after  a  person 
is  first  eligible  for  Medicare.  Availability  of  retroactive  benefits  would 
assure  equal  treatment  of  beneficiaries  instead  of  differential 
treatment  based  on  the  accident  of  the  length  of  time  needed  for  the 
administrative  procedure  of  determining  eligibility.  Under  the 
hospital  insurance  part  of  the  present  Medicare  program,  eligibility 
provisions  allow  the  earliest  possible  coverage,  including  up  to  12 
months  retroactive  coverage  (from  the  date  of  a  person's  application); 
under  the  medical  insurance  part  of  the  program,  because  of  the 
current-premium  nature  of  the  financing,  it  is  not  practical  to  have 
retroactive  coverage,  and  none  is  provided.  The  Council  does  not 
believe  there  is  any  way  in  which  medical  insurance  could  be  made 
available  to  the  disabled  over  even  a  limited  retroactive  period  if  the 
program  were  financed  on  a  voluntary  basis. 
The  Council  also  notes  that  financing  medical  insurance  for  the 
disabled  through  the  contributory  social  security  system  would  result 
in  administrative  savings;  the  need  for  premium  billing,  collections, 
and  recordkeeping,  initial  and  general  enrollment  periods,  and 
various  determinations  concerning  the  time  at  which  coverage  starts 
and  is  terminated  would  be  eliminated  for  this  group.  The  greater 
simplicity  of  the  program  should  also  lead  to  greater  understanding 
on  the  part  of  disabled  beneficiaries  of  their  rights  under  the  program. 
3.  Instead  of  the  6-month  waiting  period  required  in  present  law  for 
receipt  of  social  security  disability  benefits,  a  3-month  waiting  period 
should  be  required  for  hospital  and  medical  insurance  benefits.  The 
requirement  in  the  cash-benefit  program  that  a  disability  must  have 
lasted  or  be  expected  to  last  for  at  least  1 2  months  or  to  end  in 
death  should  not  apply  in  the  case  of  Medicare  benefits. 
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A  waiting  period  of  6  full  calendar  months  (as  now  required  for  cash 
disability  benefits  *)  would  be  inappropriate  for  the  purposes  of 
Medicare  protection.  A  waiting  period  this  long  would  withhold 
protection  when  medical  care  costs  press  most  urgently  and  when 
the  psychological  attitude  of  the  disabled  worker  is  crucial. 

A  waiting  period  of  3  full  calendar  months,  on  the  other  hand,  would 
be  reasonable  and  appropriate  for  Medicare  purposes.  Private 
insurance  based  on  past  employment  frequently  covers  hospital  and 
medical  costs  during  the  first  3  months  after  disablement.  After 
3  months  of  total  disability,  however,  many  severely  disabled 
persons  have  lost  their  insurance  coverage.  Others  may  soon  lose 
protection  if  they  do  not  convert  their  group  coverage  to  individual 
coverage,  which  they  may  not  be  able  to  afford.  A  3-month  waiting 
period  would  ensure  continuity  of  protection  for  many  disabled 
workers. 

Making  Medicare  protection  available  beginning  after  the  third 
month  of  disability  (rather  than  after  the  sixth  month  as  is  the  case 
with  social  security  cash  benefits)  should  contribute  to  the  early 
restoration  of  workers  to  gainful  employment  and  thus  should 
benefit  the  individual,  his  community,  and  the  Nation.  The  Council 
anticipates  that  the  earlier  coverage  would  also  result  in  savings  to  the 
social  security  cash-benefit  program.  For  example,  with  prompt 
treatment  some  disabled  workers  who  might  otherwise  become  cash 
disability  beneficiaries  might  recover  before  qualifying  for  cash 
disability  benefits.  For  others,  medical  restorative  services  started 
early  in  the  course  of  disability  can  be  expected  to  shorten  the  period 
of  disability  and  entitlement  to  cash  disability  benefits. 
In  view  of  the  importance  of  early  availability  of  treatment  and 
services,  the  Council  evaluated  waiting  periods  shorter  than  3  months 
for  Medicare  purposes.  (Some  members  who  supported  a  3-month 
waiting  period  actually  favored  a  much  shorter  waiting  period 
requirement.)  The  Council  took  into  account  that,  in  addition  to  the 
increased  cost,  serious  administrative  problems  would  be 
encountered  with  a  shorter  waiting  period.  Reliable  medical  evidence 
in  many  cases  would  not  yet  be  available.  It  would  be  quite  difficult 
in  the  general  case  to  reach  reliable  decisions  within  a  period  of  less 
than  3  months  as  to  whether  or  not  the  impairment  meets  the 


1  Disability  insurance  benefits  cannot  begin  until  after  the  worker  has  been 
disabled  throughout  a  waiting  period  of  6  consecutive  calendar  months. 
Thus,  if  a  worker  becomes  disabled  on,  say,  January  10,  his  waiting  period 
extends  from  February  1  through  July  31 ;  his  first  benefit  check  would  be 
for  August,  and  would  be  payable  eary  in  September.  No  waiting  period  is 
required  for  the  worker  who  again  becomes  disabled  within  5  years  after  a 
previous  qualifying  disability  ended.  Disabled  widows  and  widowers  must 
also  serve  a  6-month  waiting  period.  Adult  sons  or  daughters  disabled  since 
before  age  18  are  not  required  to  serve  a  waiting  period.  However,  benefits 
based  on  childhood  disability  are  not  payable  until  attainment  of  age  18, 
and  most  of  these  individuals  became  disabled  at  or  soon  after  birth. 
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required  level  of  severity.  The  Council  believes  that  a  thorough 
exploration  and  study  of  the  question  of  a  waiting  period  shorter  than 
3  months  and  of  possible  solutions  to  these  complex  administrative 
problems  is  warranted. 

The  Council  could  find  no  justification  for  adopting  in  the  Medicare 
program  the  present  requirement  under  the  cash-benefit  program 
that  total  disability  must  have  lasted  or  be  expected  to  last  12  months 
or  to  end  in  death.  Such  a  requirement  for  Medicare  purposes  seems 
unnecessary  and  undesirable.  The  worker  who  has  been  totally 
disabled  throughout  3  calendar  months  may  have  been  without 
earnings  for  a  substantial  period.  The  problem  of  meeting  day-to-day 
living  expenses  is  compounded  by  high  medical  care  costs  that  can 
generally  be  expected  to  continue  for  some  time. 
It  is  clear  that  proper  administration  of  the  recommended  program 
would  be  greatly  hampered  if  the  program  included  a  requirement 
that  the  disability  must  be  expected  to  last  a  specified  length  of  time 
that  is  longer  than  the  waiting  period.  Many  workers  who  are  totally 
disabled  for  as  long  as  3  months  will  continue  to  be  disabled  much 
longer.  But  in  many  cases  evidence  sufficient  for  a  reliable  prognosis 
is  not  available  after  only  3  months  of  disability.  Providing  Medicare 
protection  as  of  the  end  of  the  waiting  period  without  regard  to  how 
much  longer  the  disability  might  last  would  facilitate  prompt 
determinations  of  eligibility  and  facilitate  administration  in  general. 
In  order  that  the  objectives  of  the  shorter  waiting  period  may  be 
accomplished,  disabled  persons,  as  well  as  providers  of  services, 
should  know  in  as  many  cases  as  possible  by  the  beginning  of  the 
fourth  calendar  month  of  disability  whether  or  not  they  will  qualify 
for  Medicare  protection.  Retroactive  benefits  obviously  have 
relatively  limited  value  in  assuring  early  treatment  of  disabilities.  This 
is  a  major  reason  for  the  Council's  recommendation  that  the 
requirement  that  disability  must  have  lasted  or  be  expected  to  last  at 
least  12  months  be  made  inapplicable  for  purposes  of  Medicare 
protection.  If  such  a  requirement  were  retained,  it  would  be  virtually 
impossible  in  many  cases  to  make  prompt  and  reliable  decisions  and 
to  provide  early  notification  to  the  applicant.  (The  need  for  timely 
decisions  and  notifications  also  contributed  to  the  Council's  decision 
in  favor  of  a  3-month  waiting  period  rather  than  a  shorter  one.) 
The  Council  believes  that  people  who  become  eligible  for  social 
security  cash  benefits  based  on  their  own  disabilities  should  have 
eligibility  for  Medicare  protection  continued  for  a  period  beyond  the 
time  they  are  eligible  for  cash  benefits.  (In  general,  cash  disability 
benefits  are  continued  through  a  trial-work  period  of  9  months  and 
for  a  period  of  2  months  after  the  month  in  which  the  beneficiary  no 
longer  meets  the  social  security  definition  of  disability.)  The  Council 
recommends  that  Medicare  protection  be  continued  for  6  months 
after  the  last  month  for  which  the  beneficiary  is  entitled  to  monthly 
cash  benefits  on  the  basis  of  his  disability.  This  recommendation  takes 
account  of  several  factors.  Workers  who  have  had  severe  long-term 
disabilities  may  have  difficulty  in  obtaining  private  insurance 
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coverage  when  they  recover.  Many  private  insurance  policies  impose 
waiting  periods  with  respect  to  pre-existing  conditions.  Also,  some 
individuals  who  leave  the  disability  rolls  become  disabled  again 
within  a  short  period  of  time.  The  Council  believes  that  people  in 
this  latter  category  should  be  eligible  for  Medicare  in  the  first  full 
calendar  month  of  their  subsequent  disability  if  this  subsequent 
disability  occurs  within  60  months  after  they  were  last  entitled  to  cash 
disability  benefits.1 

For  people  who  are  not  eligible  for  cash  disability  benefits  but  who 
are  eligible  for  Medicare  under  the  Council's  proposal,  Medicare 
protection  should  continue  for  2  months  following  the  month  in 
which  the  individual  ceases  to  meet  the  social  security  definition  of 
disability.  The  2-month  extension  of  Medicare  would  take  account  of 
the  fact  that  these  people,  like  social  security  cash  beneficiaries,  may 
not  be  able  to  obtain  private  insurance  protection  immediately  after 
they  recover  from  their  disabilities.  At  the  same  time,  it  recognizes 
that  some  of  these  individuals  will  have  relatively  short-term 
disabilities  and  will  have  been  entitled  to  Medicare  for  as  little  as  1 
month  when  they  recover. 

4.  Older  disabled  workers  should  qualify  for  Medicare  protection  on 
the  basis  of  less  severe  disability  than  is  required  under  present  law 
for  eligibility  for  cash  benefits.  Insured  workers  aged  55  and  over 
should  be  eligible  for  Medicare  if  they  are  so  disabled  that  they  can 
no  longer  engage  in  substantial  gainful  activity  in  their  regular  work 
or  in  any  other  work  in  which  they  have  engaged  with  some  regularity 
in  the  recent  past. 

The  Council  was  concerned  about  the  situation  of  the  older 
handicapped  worker  who — even  though  he  has  a  serious  impairment 
— does  not  meet  the  present  social  security  definition  of  disability 
applicable  for  cash  benefits.  Under  the  present  definition  (except  for 
blind  workers  at  age  55  2)  a  person  is  disabled  only  if  he  is  unable  to 
engage  in  any  substantial  gainful  activity.  If  this  test  of  disability  were 
applied  for  Medicare  purposes  to  all  workers  regardless  of  age,  many 
older  workers  who  because  of  their  disabilities  can  no  longer  perform 
their  usual  work  would  be  denied  protection.  Many  older  workers 
cannot  meet  the  present  definition  because  they  have  the  residual 
capacity  to  do  some  work. 


1  This  would  parallel  the  provision  in  present  law  under  which  the  6-month 
waiting  period  requirement  is  waived  in  those  cases  where  an  individual 
becomes  disabled  again  within  5  years  after  his  previous  entitlement  to 
disability  benefits  had  ended.  Where  subsequent  disability  occurs  after  this 
5-year  period,  the  disabled  individual  must  serve  a  6-month  waiting  period. 

2  Blind  workers  aged  55  or  older  are  "disabled"  if  they  are  unable  because  of 
this  handicap  to  engage  in  substantial  gainful  activity  requiring  skills  or 
abilities  comparable  to  those  required  in  any  gainful  activity  in  whch  they 
have  previously  engaged  with  some  regularity  and  over  a  substantial  period 
of  time. 
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The  Council's  proposal  that  older  disabled  workers  should  qualify  for 
Medicare  protection  on  the  basis  of  a  less  severe  disability  than  is 
required  under  present  law  for  cash  benefits  reflects  the  following 
considerations. 

An  impairment  of  a  given  level  of  severity  generally  has  a  greater 
effect  on  the  older  worker  than  on  a  younger  worker,  and  a  younger 
disabled  worker  stands  a  much  better  chance  to  recover  and  be 
retrained  to  engage  in  another  type  of  work.  Many  employers  are 
likely  to  prefer  a  nondisabled  worker.  The  employer  is  also  more 
likely  to  hire  a  younger  disabled  worker  rather  than  an  older  disabled 
worker.  Even  those  older  workers  who  are  fortunate  enough  to 
engage  in  work  are  likely  to  be  working  only  part  time  or 
intermittently  and  at  an  earnings  level  significantly  below  their  usual 
level  before  disability. 

It  can  be  expected  that  the  older  disabled  worker  will  very  likely  incur 
substantial  medical  care  costs  when  he  has  lost  his  regular  job  and 
is  without  earnings.  In  addition,  if  older  disabled  workers  do  not  have 
health  insurance  protection  through  employment,  they  will  generally 
not  be  able  to  purchase  (or  even  to  afford)  private  health  insurance. 
The  Council  therefore  concluded  that  older  disabled  workers  should 
qualify  for  Medicare  protection  if  they  are  unable  to  engage  in 
substantial  gainful  activity  in  their  regular  work  or  in  any  other  work 
in  which  they  had  engaged  with  some  regularity  in  the  recent  past. 
In  general,  the  conditions  under  which  Medicare  protection  is 
terminated  for  other  disabled  persons  should  also  apply  in  the  case  of 
workers  age  55  and  over  who  would  be  covered  under  the 
recommended  special  definition  of  disability.  Thus,  for  those  who 
may  later  qualify  for  cash  benefits  based  on  disability,  Medicare 
protection  would  be  terminated  6  months  after  the  termination  of 
cash  benefits.  For  those  individuals  who  do  not  later  qualify  for  cash 
benefits  based  on  disability,  Medicare  protection  would  end  2 
months  after  the  month  in  which  the  disability  ended. 
It  may  be  desirable,  however,  to  suspend  Medicare  protection  when 
an  older  handicapped  worker  is  actually  doing  substantial  gainful 
work,  whether  or  not  this  is  his  regular  work.  If  he  is  working  he  may 
have  health  insurance  through  this  employment.  The  worker's 
Medicare  protection  would  begin  again  with  the  first  month  in  which 
he  is  no  longer  performing  substantial  gainful  work. 
The  Council  believes  that,  after  Medicare  protection  is  extended  to 
the  disabled  and  experience  under  its  provisions  is  acquired,  a  study 
in  depth  should  be  made  to  determine  the  adequacy  of  these 
provisions  in  meeting  the  medical  care  needs  of  older  handicapped 
workers. 

The  Council  believes  that  it  would  also  be  desirable  to  provide  cash 
benefits  for  such  older  disabled  workers,  and  to  provide  cash  benefits 
for  all  disabled  workers  under  the  changes  proposed  in 
Recommendation  No.  3  (involving  reduction  of  the  waiting  period), 
but  the  Council  recognizes  that  it  was  not  charged  with  responsibility 
for  recommending  modification  of  the  disability  cash  benefit 
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provisions  and  therefore  has  not  made  any  recommendations 
concerning  the  cash  benefit  program. 

5.  Disabled  people  who  qualify  for  Medicare  protection  but  not  for 
disability  benefits  should  be  eligible  to  receive  vocational 
rehabilitation  services  financed  by  the  social  security  program  on  the 
same  basis  as  people  who  qualify  for  disability  benefits. 

A  major  objective  of  the  social  security  disability  provisions  is  to 
promote  vocational  rehabilitation  of  the  disabled.  All  applicants  for 
social  security  benefits  based  on  their  own  disabilities  are  referred  to 
State  vocational  rehabilitation  agencies  for  vocational  rehabilitation 
services  so  that  as  many  of  them  as  possible  may  be  restored  to 
productive  activity.  The  1965  social  security  amendments  included 
provisions  designed  to  enable  more  disabled  beneficiaries  to  receive 
vocational  rehabilitation  services.  The  amendments  provided  for 
reimbursement  from  the  Federal  Disability  Insurance  Trust  Fund  and 
the  Federal  Old-Age  and  Survivors  Insurance  Trust  Fund  to  State 
vocational  rehabilitation  agencies  for  the  cost  of  rehabilitation 
services  furnished  to  certain  social  security  disability  beneficiaries. 
For  reimbursement  to  be  made  from  the  trust  funds,  there  must  be  a 
reasonable  expectation  that  the  rehabilitation  services  provided  will 
result  in  restoration  of  the  individual  to  productive  activity.  The 
provision  was  enacted  on  the  assumption  that  the  money  paid  from 
the  trust  funds  for  rehabilitation  would  result  in  no  net  cost  to  the 
trust  funds — that  is,  the  savings  in  benefits  that  would  otherwise  have 
to  be  paid  and  the  social  security  contributions  paid  on  the  earnings 
of  those  successfully  returned  to  work  would  equal  or  exceed  the 
cost  of  rehabilitation  services.  The  total  amount  of  reimbursement  in 
any  year  may  not  exceed  1  percent  of  the  total  amount  paid  in 
benefits  based  on  disability  in  the  previous  fiscal  year.1 

Protecting  the  disabled  under  Medicare  against  the  cost  of  health 
care  services  will  contribute  much  to  this  rehabilitation  objective.  The 
contribution  would  be  even  greater  if  disabled  persons  who  qualify 
for  Medicare  protection  were  eligible  to  receive  vocational 
rehabilitation  services  financed  from  the  trust  funds  even  though  they 
do  not  become  eligible  for  disability  benefits.  Services  such  as 
retraining  and  placement  and  vocational  guidance  and  counseling 
are  not  covered  by  existing  Medicare  provisions  and  could  help  many 
disabled  persons  to  an  early  and  successful  return  to  work.  The 
Council  therefore  concluded  that  disabled  persons  qualifying  for  only 
Medicare  protection  (i.e.,  not  for  cash  benefits)  should  also  be  eligible 
to  receive  vocational  rehabilitation  services,  the  cost  of  which  would 
be  reimbursed  from  the  trust  funds,  along  the  lines  of  the  existing 


1  In  fiscal  year  1968,  the  total  funds  available  for  rehabilitation  services 
through  reimbursement  from  the  social  security  trust  funds  amounted  to 
$16,000,000,  and  about  $18,300,000  is  available  for  fiscal  year  1969.  For 
fiscal  year  1968,  over  5,500  beneficiaries  who  have  received  rehabilitation 
services  paid  for  by  social  security  trust  funds  have  been  successfully 
rehabilitated — that  is,  have  been  returned  to  gainful  work. 


19 


provisions  for  disabled  beneficiaries.  Financing  would  thus  be 
provided  for  services  that  are  furnished  under  a  State  plan  for 
vocational  rehabilitation  services  if  there  is  an  expectation  that  the 
services  provided  would  result  in  savings  to  the  trust  funds. 
The  Council  recognizes  that  the  total  amount  of  reimbursement  in  a 
year — now  limited  to  1  percent  of  the  total  amount  paid  in  benefits 
based  on  disability  in  the  previous  fiscal  year — would  not  be 
sufficient  to  cover  the  cost  of  services  furnished  people  who  qualify 
for  Medicare  but  not  for  cash  benefit  protection.  (In  fact,  it  appears 
to  the  Council  that  in  the  near  future  there  will  probably  not  be 
sufficient  funds  available  from  the  trust  funds  to  cover  services  for  all 
of  the  cash  disability  beneficiaries  who  might  qualify  under  the 
reimbursement  provisions.)  The  Council  recommends  that  the  total 
annual  amount  available  for  reimbursement  for  vocational 
rehabilitation  services  be  calculated  as  1  percent  of  the  total  amount 
of  benefits  paid  to  the  disabled — monthly  cash  benefits  and  Medicare 
benefits.  This  would  provide  an  amount  at  least  twice  as  large  as  is 
presently  available  for  rehabilitation  services. 
The  major  part  of  the  eventual  savings  to  the  trust  funds  resulting 
from  vocational  services  furnished  disabled  persons  can  be  expected 
to  accrue  to  the  Federal  Disability  Insurance  Trust  Fund.  It  thus  seems 
appropriate  that  the  major  part  of  the  costs  of  such  reimbursement, 
including  the  costs  for  people  who  do  not  qualify  for  cash  disability 
benefits,  be  financed  from  that  trust  fund.  It  also  appears  that  some 
recognition  should  be  given  in  the  financing  provisions  to  savings  to 
the  separate  trust  fund  established  for  the  Medicare-for-the-disabled 
program  1  because  some  people  will  be  restored  to  productive  life 
earlier  and  thus  will  not  remain  eligible  for  Medicare  protection  for 
as  long  as  they  might  have  without  the  rehabilitation  services.  The 
Council  recommends  that  the  Secretary  of  Health,  Education,  and 
Welfare  be  authorized  to  prescribe  such  methods  and  procedures  as 
he  may  deem  appropriate  for  determining  the  extent  to  which  such 
reimbursement  costs  should  be  charged  to  the  separate  trust  fund 
established  for  Medicare  for  the  disabled. 

6.  The  "level-cost"  of  the  Council's  recommendations  is  estimated  at 
0.80  percent  of  taxable  payroll.  In  accordance  with  Recommendation 
No.  2  above,  half  of  this  cost,  or  0.40  percent  of  taxable  payroll, 
would  be  met  from  payroll  contributions  and  the  other  half  from 
general  revenues. 

Under  the  present  $7,800  earnings  base,  the  proposed  Medicare 
program  for  the  disabled  would  have  a  "level-cost"  of  0.80  percent  of 
taxable  payroll — 0.57  percent  for  the  hospital  insurance  part  of  the 
program  and  0.23  percent  for  medical  insurance.  Under  the 
recommendations  of  the  Council,  half  of  the  cost  would  be  met  from 
general  revenues,  so  that  the  remaining  cost  to  be  financed  by  the 
contributions  of  workers  and  employers  represents  a  level-cost  of 
0.40  percent  of  taxable  payroll. 

Referred  to  under  Recommendation  No.  6  below. 
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About  2V2  million  people — disabled  workers,  adults  disabled  since 
childhood,  and  disabled  widows  and  dependent  widowers — 
would  be  protected  under  the  proposed  program  in  the  first  year  of 
operation,  assuming  that  to  be  1970.  Under  the  proposal,  about 
$2,300  million — $1,520  million  for  hospital  insurance  and  $780 
million  for  medical  insurance — would  be  paid  in  the  first  year  of 
operation  for  benefits  and  administrative  expenses. 
A  separate  trust  fund  should  be  established  for  the  proposed 
program.  Into  this  trust  fund  would  go  the  contributions  of 
employees,  employers,  the  self-employed,  and  the  contributions  from 
general  revenues,  and  from  it  would  be  paid  the  benefits  and 
applicable  administrative  expenses.  Any  available  monies  would  be 
invested  in  the  same  manner  as  is  now  done  for  the  existing  social 
security  trust  funds,  and  the  investment  earnings  would  be  available 
to  assist  in  the  financing  of  the  program. 

Appendix  A,  "Actuarial  Report  on  Cost  Estimates,"  gives  further 
details  on  the  concept  of  the  "level-cost"  as  it  is  applicable  to  the 
financing  of  this  program.  This  appendix  also  presents  cost  estimates 
for  various  alternative  proposals  considered  by  the  Council. 
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minority  views 

and  recommendations 

presented  by 

mr.gillen/dr.larson/ 

mr.  pettengill  &  mr.  vaughn 


The  aforementioned  members  of  the  Council  respectively  disagree 
with  recommendations  of  the  majority  of  the  Council.  Mr.  Gillen, 
Dr.  Larson,  and  Mr.  Vaughn  recommend  instead: 

(1)  that  the  Medicare  program  be  extended  only  to  OASDI  cash 
disability  beneficiaries  with  health  insurance  benefits  payable 
commencing  on  the  1st  of  the  month  following  completion  of  12 
full  calendar  months  of  continuous  disability,  as  disability  is 
currently  defined  for  cash  benefits.  In  no  event,  however,  would 
benefits  commence  more  than  12  months  prior  to  the  date  the 
individual  files  proper  application  for  Medicare  coverage  with  the 
Social  Security  Administration. 

(2)  that  the  supplementary  medical  insurance  for  such  disabled,  as 
well  as  the  hospital  insurance,  be  automatic  rather  than  voluntary, 
with  the  entire  cost  of  this  extension  to  be  handled  through  a 
separate  trust  fund  and  be  financed  by  a  payroll  tax  shared  equally 
by  employers  and  employees  with  the  self-employed  paying  75 
percent  of  the  combined  tax  on  employers  and  employees.  The 
"level-cost"  of  this  approach  is  estimated  at  0.45  percent  of  taxable 
payroll. 

The  rationale  in  support  of  these  substitute  recommendations  is 
outlined  below.  Fundamental  to  this  rationale  is  the  belief  that  any 
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governmental  program  should  cover  only  the  long-term  disabled  and 
leave  the  needs  of  the  short-term  disabled  (as  well  as  certain  of  the 
long-term  disabled)  to  be  covered  by  the  private  sector  or  by  title 
XIX  in  the  case  of  the  needy. 

It  should  be  noted  that  the  Council  was  appointed  June  29, 1968,  and 
held  its  first  meeting  on  July  18-19, 1968.  Thus,  less  than  6  months 
were  available  to  the  Council  for  studying  a  complex  topic  and  for 
making  recommendations  of  great  import  to  this  Nation. 
The  Council  found  no  definitive  data  on  the  extent  to  which  the 
medical  needs  of  the  disabled  were  currently  unmet.  Among  the 
voluminous  documents  presented  to  the  Council  there  were 
suggestions  that  more  rehabilitative  work  could  and  presumably 
should  be  done,  but  there  was  no  way  of  measuring  the  degree  to 
which  an  extension  of  Medicare  to  the  disabled  would  stimulate 
greater  use  of  rehabilitation  or  the  portion  of  the  cost  thereof  that 
would  be  paid  by  the  Medicare  benefits.  Thus,  the  Council  focused 
its  attention  primarily  on  the  methods  of  financing  existing  medical 
care  rather  than  on  providing  additional  care. 
The  Council  found  essentially  no  data  on  how  the  disabled  are 
currently  financing  the  substantial  medical  care  the  data  show  they 
do  receive.  It  was  noted,  however,  that  private  health  insurance  plays 
a  significant  role  in  the  early  months  of  disability  for  most  of  the 
disabled,  and,  for  some,  continues  to  play  an  important  role  even 
after  disability  has  lasted  several  years. 

The  Council  reviewed  both  published  and  unpublished  data  from  the 
1966  Social  Security  Survey  of  the  Disabled.  As  indicated  in  the 
report,  this  survey  was  based  on  personal  interviews  with 
approximately  8,700  noninstitutionalized  adults  under  age  65  who 
considered  themselves  to  have  a  work  limitation  due  to  a  chronic 
health  condition  or  impairment  that  had  lasted  for  at  least  3 
months.  Human  memory  being  what  it  is,  statistics  based  on  such 
personal  interviews  are  merely  indicative  rather  than  precise.  The 
Chief  Actuary  of  the  Social  Security  Administration  pointed  out  to 
the  Council  that  apparenty  there  had  been  serious  underreporting  in 
a  similar  survey  of  the  aged  which  was  made  when  the  Medicare 
program  for  the  aged  was  under  consideration  and  that,  as  a  result, 
the  Government's  original  cost  estimates  for  that  program  had  been 
considerably  underestimated.  The  Chief  Actuary  stated  that  in  making 
estimates  of  the  cost  of  extending  Medicare  to  the  disabled,  he  had 
endeavored  to  compensate  for  possible  underreporting  in  the  1966 
Social  Security  Survey  of  the  Disabled. 

In  addition  to  its  inherent  weaknesses,  the  1966  Survey's  usefulness 
to  the  Council  was  further  limited  by  the  fact  that  data  on  medical 
expenses  were  not  tabulated  by  the  approximate  length  of  time 
between  the  date  disability  commenced  and  the  date  the  service  was 
rendered,  and  by  the  fact  that  neither  the  existence  of  insurance  nor 
the  lapse  thereof  was  tabulated  by  the  applicable  length  of  time  the 
individual  had  been  disabled.  Thus,  it  should  be  noted  that  the  1966 
Survey  estimated  that  48.8  percent  of  the  "severely  disabled" 
population  had  health  insurance  coverage  may  be  understated  and,  in 
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any  event,  indicates  insurance  coverage  status  not  at  the  date  of 
disablement  but  at  the  date  of  the  interview  which  occurred 
anywhere  from  6  months  to  many  years  thereafter.  Indeed,  the 
respondents  may  have  been  disabled  an  average  of  5  years  at  the 
time  of  the  interview. 

The  Council  was  advised  that  some  employers  voluntarily  continue 
group  medical  expense  benefits  as  long  as  the  disability  lasts  or  until 
the  individual  becomes  eligible  for  Medicare,  whichever  occurs  first. 
Contract  negotiations  between  employers  in  the  automobile  industry 
and  the  United  Automobile  Workers  have  resulted  in  employer-paid 
protection  being  continued  for  a  period  equal  to  the  individual's 
seniority  at  the  onset  of  disability,  or  for  his  lifetime  if  retired  for  age 
or  disability. 

Also,  the  Council  was  advised  by  some  of  its  members  that  insurance 
company  group  medical  expense  contracts  generally  provide  that 
insurance  may  be  continued  during  a  period  of  disability. 

Furthermore,  these  contracts  provide  that,  in  the  event  insurance  is 
discontinued  during  disability,  the  benefits  will  nevertheless  continue 
to  be  payable  after  the  date  insurance  is  terminated  for  at  least  an 
additional  90  days,  and  up  to  365  days  in  the  case  of  major  medical 
benefits.  Thus,  relatively  few  disabled  workers  under  age  65  are  likely 
to  lose  protection  during  the  first  year  of  their  disability  and  the 
Health  Insurance  Council  estimated  that,  as  of  December  31, 1967, 
at  least  87  percent  had  private  hospital  expense  insurance  at  the 
onset  of  disability. 

The  number  of  disabled  persons  under  age  65  who  will  ultimately  be 
without  some  medical  expense  coverage  appears  to  be  gradually 
decreasing.  Yet,  there  is  little  doubt  that  an  individual,  who  has 
become  totally  and  presumably  permanently  disabled  and  has  lost  his 
insurance,  has  difficulty  in  obtaining  new  coverage  at  standard  rates. 
Indeed,  a  few  cannot  obtain  coverage  at  any  rate.  Hence,  the 
alternative  recomendations  that  have  been  made. 
In  conclusion,  the  extension  of  Medicare  to  the  short-term  disabled 
as  proposed  by  the  majority  of  the  Council  should  not  be  adopted  for 
the  following  reasons: 

1.  It  would  duplicate  much  of  the  existing  private  medical  expense 
insurance. 

a.  To  the  extent  that  private  insurance  did  not  adjust  to  avoid  this 
duplication,  a  severe  overinsurance  problem  could  arise. 

b.  To  the  extent  that  private  insurance  withdrew  from  this  field,  both 
the  new  Medicare  beneficiaries  and  the  providers  of  medical  care 
might  have  to  contend  with  a  significant  initial  period  of 
uncertainty  as  to  whether  the  beneficiary's  expenses  would  be 
covered  by  Medicare.  In  this  connection,  Table  5  of  the  HEW 
report  entitled  "Social  Security  Disability  Applicant  Statistics  of 
1965"  indicates  that  of  all  those  approved  for  cash  disability 
benefits  in  1965,  only  20.8  percent  were  approved  in  the  same 
year  as  they  were  disabled  and  only  50.8  percent  were  approved 
in  the  year  following  the  year  in  which  disability  commenced. 


2.  It  would  provide  3  to  5  months'  temporary  insurance  coverage 
each  year  to  at  least  600,000  persons  whose  disabilities  would  last 
long  enough  to  qualify  for  Medicare  coverage  but  not  long  enough  to 
qualify  for  cash  disability  benefits  and  for  whom  there  is  no  evidence 
of  a  significant  unmet  need. 

This  600,000  is  a  figure  about  1 .7  times  the  number  of  workers  who 
would  newly  qualify  each  year  for  cash  disability  benefits.  The 
resulting  increased  administrative  burden  is  obviously  going  to  be 
very  expensive  overhead  to  add  to  the  direct  costs  and  seems 
unwarranted  in  the  face  of  a  lack  of  evidence  of  an  unmet  need  for 
these  600,000  people. 

3.  It  would  introduce  general  revenue  financing  for  a  strictly  social 
insurance  benefit  and  hence  could  undermine  the  sound  self- 
supporting  policy  on  which  such  benefits  have  been  based  in  the 
United  States. 

The  Council  did  agree  that  the  Medicare  program  would  suffer  a 
considerable  degree  of  antiselection  by  the  disabled  beneficiaries  if 
the  supplementary  medical  insurance  benefits  (part  B)  were  to  be 
offered  to  them  on  a  voluntary  basis  with  a  50-50  percentage  split  of 
the  cost  between  the  disabled  and  the  Government,  as  is  now  the 
case  with  respect  to  the  aged.  Thus,  any  extension  of  part  B  to  any 
class  or  classes  of  the  disabled  as  currently  defined  should  be  on  an 
automatic  enrollment  and  noncontributory  basis.  This  would  then 
make  part  B  analogous  to  part  A.  Thus  it  would  seem  to  require  100 
percent  payroll  tax  financing,  the  same  as  applies  to  part  A  and  to 
all  the  other  true  social  insurance  benefits  in  the  system.  There  would 
appear  to  be  neither  need  nor  justification  for  any  general  revenue 
financing  once  enrollment  is  made  automatic. 
Mr.  Pettengill  concurs  with  the  rationale  developed  by  Mr.  Gillen, 
Dr.  Larson  and  Mr.  Vaughn  and  finds  their  substitute 
recommendations  both  logical  and  practical  if  the  Federal 
Government  is  to  enter  the  field  of  medical  expense  insurance  for  the 
disabled  on  a  unilateral  basis.  However,  Mr.  Pettengill  believes  that 
the  disabled  can  best  be  assisted  in  securing  medical  expense 
insurance  through  a  partnership  of  private  enterprise  and 
government.  Specifically,  he  recommends  in  lieu  of  any  extension  of 
Medicare,  that  the  Federal  Government  assure  the  availability  of 
adequate  private  medical  expense  insurance  by  having  each  State 
require  at  least  certain  carriers  to  offer  specified  coverage  at  a 
specified  premium  to  all  the  uninsurables  residing  in  that  State.  Such 
coverage  would  be  designed  so  as  not  to  duplicate  any  other 
coverage  the  individual  might  otherwise  acquire  and  would  be 
reinsured  by  all  carriers  licensed  in  the  State  with  governmental 
subsidy  of  the  premiums  to  keep  the  cost  of  such  coverage  within  the 
financial  reach  of  most  of  the  uninsurables. 

Mr.  Pettengill  believes  that  the  advantages  of  his  suggested  approach 
are: 

(1)  that  there  would  be  no  disruption  of  the  thousands  of  private 
employee  benefit  programs  now  in  existence; 
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(2)  that  the  cost  should  be  less  since  only  those  unable  to  secure 
adequate  medical  expense  insurance  would  be  involved; 

(3)  that  all  the  disabled  in  need  of  insurance  protection  would  be 
benefited  rather  than  just  those  who  have  insured  status  under  the 
social  security  program  and  cannot  work  (it  is  estimated  that  about 
40  percent  of  the  adult  population  under  age  65  currently  lacks 
insured  status  under  the  disability  insurance  part  of  the  social 
security  program);  and 

(4)  that  the  disabled  would  not  be  required  to  drop  this 
insurance  by  reason  of  returning  to  work  and  hence  might  be  more 
encouraged  to  try  to  return  to  work,  which  would  be  good  for 

all  concerned. 
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appendix  a 
actuarial  report  on 
cost  estimates 


Prepared  by  Robert  I.  Myers,  Chief  Actuary,  Social  Security  Administration 


This  appendix  presents  further  details  on  the  actuarial  cost  estimates 
for  the  recommendations  of  the  Council  and  for  a  number  of 
alternative  proposals  which  were  considered  by  the  Council. 

The  measurement  of  long-range  costs,  consideration  of  which  is 
essential  for  a  program  of  this  type,  is  accomplished  by  the  use  of  the 
concept  of  level-costs.  The  term  "level-cost"  is  defined  as  the  present 
value  of  future  disbursements,  at  a  prescribed  interest  rate,  over  the 
25-year  period  covered  by  the  cost  estimate,  plus  the  present  value 
of  a  fund  at  the  end  of  the  period  equal  to  1  year's  disbursements 
then,  divided  by  the  present  value  of  future  taxable  payrolls.  Level- 
costs  are  thus  expressed  as  percentages  of  taxable  payroll.  The  term 
"present  value"  connotes  discounting  at  interest.1  It  can  be  said, 
therefore,  that  a  contribution  rate  equal  to  the  level-cost  of  the 
benefit  payments  and  the  administrative  expenses  will  be  sufficient 
to  support  the  particular  program  under  consideration. 

1  As  an  example,  the  present  value  of  $1,000  due  in  10  years,  taking  into 
account  3  percent  interest,  is  $744.  The  present  value  of  a  series  of  amounts 
payable  at  various  future  dates  is  the  sum  of  the  present  values  of  each  of 
the  amounts. 
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Medicare  benefit  payments  for  the  proposed  categories  that  would 
be  covered  by  the  recommendations  of  the  Council  will  increase  for 
many  years — not  only  in  terms  of  dollars,  but  also  as  a  percentage  of 
taxable  payroll.  Estimates  covering  a  25-year  future  period  are  needed, 
therefore,  to  indicate  the  extent  to  which  the  cost  will  increase  and  to 
determine  tax  rates  adequate  to  maintain  the  system  on  an 
actuarially-sound  basis.  Over  this  period,  the  benefit  cost  will  rise,  not 
only  because  of  the  increasing  number  of  persons  eligible  for 
benefits,  but  more  importantly  also  because  of  the  likely  increase  in 
health  care  costs  per  unit  of  service.  The  latter  have  increased  in  the 
past  significantly  more  rapidly  than  the  general  earnings  level,  and  it 
is  likely  that  this  trend  will  continue  for  some  years. 
The  cost  estimates  for  the  Medicare  program  recommended  by  the 
Council  assume  both  rising  general  earnings  levels  and  rising  medical 
costs  in  the  future.  At  the  same  time,  it  is  assumed  that  the  maximum 
taxable  earnings  base  of  $7,800  remains  unchanged  over  the  25-year 
period  considered.  This  same  approach  is  used  in  the  cost  estimates 
for  the  existing  hospital  insurance  program.  Increases  in  the  general 
earnings  level,  when  accompanied  by  parallel  (or  greater)  increases  in 
medical  costs,  result  in  higher  costs  relative  to  taxable  payroll  than  if 
the  earnings  base  were  assumed  to  be  increased  from  time  to  time 
to  keep  up  to  date  with  the  general  earnings  level.  The  reason  for 
this  result  is  that,  under  these  conditions,  medical  costs  rise  more 
rapidly  than  covered  earnings,  whose  increase  is  "dampened"  by  the 
effect  of  the  earnings  base.  Thus,  the  use  of  the  assumption  of  no 
change  in  the  earnings  base  is  of  a  conservative  nature  and  provides 
a  margin  of  safety.  If  the  earnings  base  is  actually  kept  up  to  date  in 
the  future,  and  if  the  experience  follows  the  various  assumptions 
made,  then  the  cost  (measured  against  taxable  payroll)  would  be 
significantly  lower  than  shown  by  these  estimates — perhaps  by  as 
much  as  15  percent  for  the  level-cost. 

Based  on  data  from  the  1966  Survey  of  Disabled  Adults,  rough 
estimates  were  derived  of  the  hospital  and  medical  services 
utilization  of  disabled  beneficiaries  as  related  to  the  corresponding 
utilization  of  persons  aged  65  and  over.  On  the  whole,  the  hospital 
utilization  of  the  disabled  was  about  31A  times  as  high  as  for  the 
aged,  while  the  utilization  of  physician  services  was  about  21/?  times 
as  high;  this  was  taken  into  account  in  the  cost  estimates  for  the 
recommendations  of  the  Council. 

Also  considered  were  the  resulting  effects  of  the  various  cost-sharing 
provisions  and  the  likely  differences  in  utilization  for  any  additional 
disabled  beneficiaries  resulting  from  any  reduction  in  the  waiting 
period  from  the  6  months  now  applicable  for  cash  benefits  and 
resulting  from  any  change  in  the  definition  of  disability.  It  was 
assumed  that  those  affected  by  a  reduced  waiting  period  would  have 
significantly  higher  utilization  during  the  time  involved  in  such  a 
reduced  period  and,  conversely,  that  a  less  restricted  definition  of 
disability  would  involve  lower  utilization  for  the  additional 
beneficiaries  than  for  those  under  the  present  strict  definition.  Quite 
naturally,  for  any  alternative  involving  a  longer  waiting  period  than  6 
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months,  it  was  assumed  that  the  utilization  would  be  lower  than 
would  result  under  a  6-month  waiting  period. 
The  accompanying  table  presents  actuarial  cost  data  both  for  the 
proposal  recommended  by  the  Council  and  for  a  number  of 
alternatives  considered  by  the  Council.  It  should  be  kept  in  mind  that 
there  are  significant  differences  among  the  several  definitions  of 
disability  for  which  figures  are  given.  In  brief,  these  definitions  of 
disability  can  be  summarized  as  follows: 

(1)  Present  definition  of  disability — Inability  because  of  total 
disability  to  engage  in  any  substantial  gainful  activity. 

(2)  Present  definition  of  disability  used  for  blind  persons  aged  55  and 
over — Inability  because  of  total  disability  to  engage  in  substantial 
gainful  activity  requiring  any  skills  or  abilities  comparable  to  those 
required  in  any  gainful  activity  in  which  he  had  previously  engaged 
with  some  regularity  over  a  substantial  period  of  time. 

(3)  "Partial"  occupational  definition — Inability  because  of  total 
disability  to  engage  in  substantial  gainful  activity  in  his  regular  work 
or  in  any  other  work  in  which  he  had  engaged  with  some  regularity 
in  the  recent  past. 

(4)  "True"  occupational  definition — Inability  because  of  total 
disability  to  effectively  perform  his  regular  work. 

The  plan  recommended  by  the  Advisory  Council  has  an  estimated 
level-cost  of  0.80  percent  of  taxable  payroll.  Half  of  this  cost  would, 
under  the  recommendations,  be  met  from  general  revenues,  and  the 
remainder  would  come  from  payroll  taxes.  The  payments  from 
general  revenues  would  be  equal  to,  and  payable  at  the  same  time  as, 
the  employer  and  worker  taxes.  They  would  be  received  by  the  trust 
fund  which  is  specially  established  for  the  new  program. 
The  financing,  according  to  the  estimates,  could  be  accomplished  by 
a  level  contribution  rate  on  employers  and  employees  combined 
amounting  to  0.4  percent  (and  0.2  percent  from  the  self-employed). 
Alternatively,  this  rate  could  begin  at  0.35  percent  and  be  gradually 
graded  up  to  an  eventual  0.45  or  0.50  percent.  A  lower  initial  rate 
than  0.35  percent  would  not  be  possible,  because  the  estimated 
first-year  cost  is  almost  0.60  percent  of  taxable  payroll  (which  would 
require  an  employer-employee  contribution  rate  of  0.30  percent),  and 
there  would  also  have  to  be  an  allowance  for  contingencies  and 
building  up  a  moderate  fund. 
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cost  estimates  for  medicare 
for  disabled  insured  persons 
for  various  concepts  of  disability. 

Numbers  of  people  and  amounts  of  payments  in  millions 


Concepts  1970  Data 


1-year                  Level-Cost b 

Number  of 

Rpnpfrri^ripc 

Protected  <= 

Benefits 
Payments 

d 

Period  a          of  Duration  HI 

SMI 

HI 

SMI 

Present  Definition  of  Disability 

24  months        Yes  .23% 

.09% 

1.05 

$  610  ! 

$  310 

12  months        Yes  .32 

.13 

1.31 

850 

440 

*6  months        Yes  .38 

.15 

1.69 

1,000 

520 

6  months        No  .39 

.15 

1.73 

1^020 

530 

3  months        No  .47 

.19 

1.96 

1,240 

640 

1  month         No  .83 

.34 

2.71 

2,190 

1,130 

30  days            No  .95 

.39 

2.95 

2,500 

1,290 

Present  Definition  before  Age  55, 

Present  "Blind"  Definition  after  Age  55 

3  months        No  .54% 

.22% 

2.23 

$1,420  ! 

$  730 

1  month         No  .96 

.39 

3.12 

2,520 

1,300 

30  days           No  1.11 

.45 

3.50 

2,920 

1,510 

Present  Definition  before  Age  55, 

"Partial"  Occupational  Definition  after  Age  55 

**3  months       No  .57% 

.23% 

2.54 

$1,520  : 

$  780 

Present  Definition  before  Age  55, 

"True"  Occupational  Definition  after  Age  55 

6  months       Yes  .49% 

.19% 

2.63 

$1,280 

$  670 

6  months        No  .50 

.20 

2.69 

1,300 

680 

3  months        No  .68 

.27 

3.12 

1,790 

920 

1  month         No  1.28 

.52 

4.17 

3,370 

1,740 

30  days            No  1.57 

.64 

4.57 

4,150 

2,140 

*  Definition  for  insured  workers  for  cash  benefits  of  present  law. 
**  Recommendation  of  Advisory  Council. 

*  Waiting  periods  stated  in  months  are  based  on  full  calendar  months. 

b  As  percentages  of  taxable  payroll  (at  $7,800  base). 

c  Average  number  during  year. 

d  Including  administrative  expenses. 

Note:  See  text  for  description  of  various  definitions  of  disability. 
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appendix  b 

1966  social  security  survey 
of  disabled  adults 


Prepared  by  the  Division  of  Disability  Studies,  Office  of 
Research  and  Statistics,  Social  Security  Administration 

More  than  one-sixth  of  the  civilian  noninstitutional  population  of 
working  age  were  limited  in  their  ability  to  work  because  of  a  chronic 
health  condition  or  impairment  in  1966.  A  major  proportion  of  the 
waste  of  manpower  through  involuntary  nonparticipation  in  the  labor 
force,  unemployment,  and  underemployment  may  be  attributed  to 
disability.  Public  income-support  programs  provided  income  for  a 
majority  of  the  severely  disabled,  but  two-fifths  of  the  severely 
disabled  men  are  neither  employed  nor  receiving  wage-replacement 
income.  Although  three-fifths  of  the  severely  disabled  women 
received  no  public  support  or  wage-replacement  income,  they  are 
as  a  group  less  dependent  than  men  on  earnings  and  earnings' 
replacement  programs. 

Disability  causes  substantial  losses  of  earnings  and  family  income. 
Public  programs  designed  to  offset  the  wage  losses  of  disability  paid 
out  more  than  $8  billion  in  cash  benefits  and  assistance  to  the 
disabled  and  their  dependents  in  1966.  Wage-replacement  benefits 
provide  only  a  fraction  of  the  income  available  from  earnings, 
however,  and  they  are  in  many  cases,  below  minimum  budgetary 
standards  of  adequacy.  For  the  disabled  individual,  his  family,  and 
society,  disability  is  a  social  and  economic  problem  of  major 
dimensions. 
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A  national  survey  of  disabled  adults  was  conducted  by  the  Social 
Security  Administration  to  examine  the  major  economic, 
occupational,  and  other  social  consequences  of  disability  and  to 
evaluate  the  social  insurance  provisions  for  disability. 
The  following  papers  describe  the  methods  and  procedures  used  in 
the  1966  Survey  of  Disabled  Adults  and  the  data  presented  to  the 
Advisory  Council  on  Health  Insurance  for  the  Disabled. 
Published  Reports 

Report  No.  1 :  Lawrence  D.  Haber,  "Identifying  the  Disabled:  Concepts  and 
Methods  in  the  Measurement  of  Disability,"  Social  Security  Bulletin, 
December  1967 

Report  No.  2:  Lawrence  D.  Haber,  "Disability,  Work,  and  Income 
Maintenance:  Prevalence  of  Disability,  1966,"  Social  Security  Bulletin,  May 
1968 

Report  No.  3:  Lawrence  D.  Haber,  "The  Effect  of  Age  and  Disability  on 
Access  to  Public  Income-Maintenance  Programs:  1966  Survey  of  Disabled 
Adults,"  Division  of  Disability  Studies,  ORS,  SSA,  July  1968 
Report  No.  4:  Mildred  E.  Cinsky,  "Health  Insurance  Coverage  of  the 
Disabled,"  Division  of  Disability  Studies,  ORS,  SSA,  August  1968 
Report  No.  5:  Gertrude  L.  Stanley  and  Idella  G.  Swisher,  "Medical  Care 
Utilization  of  the  Disabled,"  Division  of  Disability  Studies,  ORS,  SSA, 
January  1969 

Reports  in  Preparation 

Lawrence  D.  Haber,  Major  Disabling  Conditions 

Idella  G.  Swisher,  Income  of  the  Disabled 

Robert  Cormier,  Medical  Care  Costs  of  the  Disabled 

Table  A  (page  36)  presents  selected  characteristics  of  disabled 
worker  beneficiaries  and  childhood  disability  beneficiaries  for:  age  at 
onset,  race,  marital  status,  veterans'  status,  education,  region, 
diagnosis,  functional  limitations,  work  experience,  current 
employment  and  occupation,  employment  and  occupation  at  start  of 
disability,  and  a  measure  of  the  adequacy  of  unit  income.  The  table 
also  includes  data  on  severely  disabled  nonbeneficiaries. 
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table  a 

selected  characteristics 
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The  Social  Security  Survey  of  Disabled  Adults:  Technical  Note 
Under  the  old-age,  survivors,  disability,  and  health  insurance 
(OASDHI)  program,  disability  benefits  are  provided  to  severely 
disabled  adults  with  extensive  work  experience  in  covered 
employment  and  to  adults  disabled  since  childhood  who  are 
dependents  of  retired,  disabled,  or  deceased  insured  workers. 
In  1966  the  Social  Security  Administration  undertook  a  major  national 
study  of  disability.  The  study  population  includes  all  disabled  adults 
aged  18-64  in  the  United  States.  The  study  has  several  objectives: 
— to  describe  the  prevalence,  nature,  and  extent  of  work-limiting 
disability 

— to  examine  the  relationship  of  antecedent  and  onset  factors  to  the 
severity  of  the  disability  and  the  subsequent  work  experience 
— to  examine  the  effect  of  the  severity  of  the  disability  on  income  and 
income  sources,  occupation  and  work  adjustments,  medical  care, 
rehabilitation,  and  family  relationships  and  activities 
— to  examine  the  relationship  of  the  public  income-maintenance 
programs,  in  terms  of  the  populations  "selected  by"  or  benefiting 
from  the  provisions  of  these  programs — including,  for  example, 
comparison  of  the  characteristics  of  disabled  OASDHI  beneficiaries, 
disabled  adults  receiving  support  from  other  income-maintenance 
programs,  and  disabled  adults  with  no  income  from  public 
income-maintenance  programs 

— to  examine  alternative  program  provisions  for  disability  and  work 
experience  requirements. 
Study  Design 

The  study  is  being  conducted  through  two  surveys,  a  household 
survey  for  the  noninstitutionalized  population  and  an  institutional 
survey.  Field  work  for  the  survey  of  the  noninstitutionalized  adult 
population  was  carried  out  by  the  Bureau  of  the  Census  during  the 
spring  of  1966. 

The  Survey  of  Disabled  Adults  is  based  on  a  multiframe  area 
probability  sample  design,  selected  to  be  representative  of  the 
noninstitutionalized  civilian  population  aged  18-64  of  the  United 
States.  The  survey  was  conducted  in  two  stages:  first,  to  screen  the 
population  aged  18-64  for  people  with  health-related  limitations  in 
their  ability  to  work  or  do  housework  whose  condition  had  lasted 
longer  than  3  months;  second,  to  verify  the  disability  statement  and 
to  collect  data  on  the  nature,  severity,  onset,  and  duration  of  the 
disability,  current  and  past  labor-force  status  and  work  experience, 
medical  care,  rehabilitation  services,  income  and  income  sources, 
assets,  family  relationships  and  activities,  and  demographic 
characteristics.  The  first  stage  was  conducted  by  mail 
questionnaire.  The  second  stage  was  conducted  by  interview.  The 
Bureau  of  the  Census  was  responsible  for  data  collection  and 
processing. 

The  survey  sample  was  selected  from  a  243  first-stage  area  design, 
combining  the  Census  Bureau's  Monthly  Labor  Survey  (MLS)  and 
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Current  Population  Survey  (CPS)  primary  sampling  units. 
Approximately  30,000  households  were  selected  from  seven 
population  frames,  including  18,000  sample  households  from  the  CPS 
and  MLS,  2,000  OASDHI  disability  beneficiaries,  1,700  persons 
receiving  public  assistance  because  of  disability,  and  8,000  persons 
whose  application  for  OASDHI  disability  benefits  has  been  denied  or 
disallowed. 

The  disability  identification  questionnaires  were  mailed  out  during 
February-March  1966.  There  were  two  certified  mail  follow-ups  for 
nonresponses  and  personal  interview  callbacks  for  a  subsample  of  the 
remaining  nonresponses.  A  subsample  of  disabled  persons  stratified 
by  extent  of  limitations  was  selected  for  interview.  The  completed 
survey  sample  includes  approximately  8,700  disabled  adults  who  were 
interviewed  by  Census  enumerators  during  April-May  1966. 

Survey  Definition  of  Disability 

Disability  is  defined  in  this  study  as  a  limitation  in  the  kind  or  amount 
of  work  (or  housework)  resulting  from  a  chronic  health  condition  or 
impairment  lasting  3  or  more  months.  The  extent  of  incapacity  ranges 
from  inability  to  perform  any  kind  of  work  to  secondary  limitations 
in  the  kind  or  amount  of  work  performed.  The  disability  classification 
is  based  on  the  extent  of  the  individual's  capacity  for  work,  as 
reported  by  the  respondent  in  a  set  of  work-qualification  questions. 
Data  on  employment  and  on  functional  capacities — such  as  mobility, 
activities  of  daily  living,  personal  care  needs,  and  functional  activity 
limitations — were  also  collected  to  evaluate  the  nature  and  severity 
of  the  disability. 

The  severity  of  the  disability  was  classified  by  the  extent  of  the  work 
limitations: 

□  Severely  disabled — unable  to  work  altogether  or  unable  to  work 
regularly. 

□  Occupationally  disabled — able  to  work  regularly,  but  unable  to  do 
the  same  work  as  before  the  onset  of  disability  or  unable  to  work 
full  time. 

□  Secondary  work  limitations — able  to  work  full  time,  regularly  and 
at  the  same  work,  but  with  limitations  in  the  kind  or  amount  of 
work  they  can  perform;  women  with  limitations  in  keeping  house, 
but  not  in  work  are  included  among  those  with  secondary  work 
limitations. 

Reliability  of  the  Estimates 

Since  the  estimates  in  this  report  are  based  on  a  sample,  they  may 
differ  somewhat  from  the  figures  that  would  have  been  obtained  if 
all  disabled  adults  in  the  United  States  had  been  surveyed  using  the 
same  schedules,  instructions,  and  interviewers.  As  in  any  survey  work, 
the  results  are  subject  to  error  of  response  and  reporting  as  well  as  to 
sampling  variability.  The  standard  error  is  primarily  a  measure  of 
sampling  variability,  i.e.,  the  variations  that  occur  by  chance  because 
a  sample  rather  than  a  whole  population  is  rqeasured.  As  calculated 
for  this  report,  the  standard  error  also  partially  includes  the  effect  of 
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response  variation  but  does  not  measure  systematic  biases  in  the  data. 
The  chances  are  about  68  out  of  100  that  an  estimate  from  the  sample 
would  differ  from  a  complete  census  figure  by  less  than  the  standard 
error.  The  chances  are  about  95  out  of  100  that  the  difference  would 
be  less  than  twice  the  standard  error. 
Sampling  Variability 

Rough  approximations  of  the  sampling  variability  of  some  selected 
figures  have  been  prepared  to  provide  a  general  indication  of  the 
order  of  magnitude  of  the  sampling  variability  for  the  estimated 
numbers  and  percentages  presented  in  this  report.  A  tabulation  and 
estimation  program  is  being  developed  to  provide,  at  moderate  cost, 
a  set  of  standard  errors  that  will  be  applicable  to  a  wide  variety  of 
items.  Both  the  rough  approximations  shown  in  the  reports  listed 
above  and  the  additional  work  now  in  progress  involve  a  number  of 
simplifying  assumptions.  Thus,  these  standard  errors  provide  an 
indication  of  the  order  of  magnitude  rather  than  the  precise  standard 
error  for  a  specific  item. 

NOTE: 

The  population  studied  includes  all  persons  aged  18-64  in  the  civilian 
noninstitutional  population  in  March  1966.  Estimates  of  the  U.S.  civilian 
noninstitutional  population  were  obtained  from  special  tabulations  of  the 
February-March  Current  Population  Survey,  the  Current  Population  Reports 
of  the  Bureau  of  the  Census,  and  the  Special  Labor  Force  Reports  of  the 
Bureau  of  Labor  Statistics.  Data  on  the  civilian  noninstitutionalized  disabled 
population  aged  18-64  were  obtained  from  the  1966  Survey  of  Disabled 
Adults.  Estimates  of  the  nondisabled  population  were  obtained  by  subtracting 
the  disabled  population  from  the  U.S.  population.  The  disabled  population 
includes  adults  disabled  for  longer  than  6  months. 
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letter  of  transmittal 


The  Honorable  Robert  H.  Finch 
Secretary  of  Health,  Education,  and  Welfare 
HEW  North  Building,  Room  5246 
330  Independence  Avenue,  SW. 
Washington,  D.C.  20201 

Dear  Mr.  Secretary: 

The  Health  Insurance  Benefits  Advisory  Council  herewith  submits 
for  transmission  to  the  Congress  its  first  annual  report  as  required 
by  the  Social  Security  Amendments  of  1967. 

The  Social  Security  Amendments  of  1965  which  authorized  the 
Medicare  program  established  the  Health  Insurance  Benefits 
Advisory  Council  (HIBAC),  composed  of  individuals  drawn  from 
fields  related  to  hospital,  medical,  and  other  health  activities  and 
from  the  general  public.  HIBAC  was  charged  with  advising  the 
Secretary  of  Health,  Education,  and  Welfare  on  matters  of  general 
policy  in  the  formulation  of  regulations  and  the  administration 
of  the  Medicare  program. 

HIBAC  participated  in  almost  every  stage  of  the  massive 
undertaking  which,  in  a  very  short  space  of  time,  turned  a  complex 
piece  of  legislation  into  a  reality,  providing  hospital  insurance 
benefits  to  20  million  people  and  voluntary  medical  insurance  to  19 
million.  And  it  has  continued  to  participate  in  the  three  years  since 
the  program  got  underway.  It  has  been  kept  aware  of  every  aspect 
of  the  Medicare  program  and  has  advised  on  general  policies, 
regulations,  and  administrative  procedures. 

In  the  Social  Security  Amendments  of  1967,  the  Congress  added 
several  new  responsibilities  to  HIBAC's  charter: 
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First,  it  transferred  to  HIBAC  the  responsibilities  of  the 
National  Medical  Review  Committee  provided  in  the  1965 
Medicare  legislation.  This  Committee  was  to  study  the 
utilization  of  hospital  and  other  medical  services  included 
under  Medicare  with  a  view  to  recommending  improve- 
ments in  the  way  such  care  and  services  are  utilized,  either 
through  changes  in  program  administration  or  in  legisla- 
tion. Because  it  soon  became  clear  that  the  duties  of  this 
Committee  would  extensively  overlap  those  of  HIBAC,  the 
Committee  was  never  appointed.  The  1967  amendments 
consolidated  the  functions  of  this  Committee  under  HIBAC. 

Second,  HIBAC  was  charged  with  delivering  to  the  Secre- 
tary, for  transmission  to  the  Congress,  an  annual  report  on 
its  operations  under  the  law,  including  recommendations 
for  needed  changes  in  program  administration  or  for  legis- 
lative provisions. 

The  Council  has  spent  a  full  year  in  a  review  of  the  major  aspects  of 
the  Medicare  program,  giving  particular  attention  to  problems  of  the 
quality  and  appropriate  utilization  of  health  services.  It  has  also 
devoted  attention  to  the  problem  of  rising  medical  and  hospital 
costs,  insofar  as  these  have  been  or  could  in  the  future  be  affected 
by  the  way  in  which  Medicare  is  administered.  In  many  cases  our 
findings  have  suggested  changes  in  regulations  or  administrative 
procedures.  In  such  cases  the  Council  has  communicated  its 
recommendations  to  Department  officials  charged  with  operating  the 
program,  and  a  number  of  significant  improvements  have  been 
instituted  by  regulations  and  administrative  practice.  In  other 
cases  the  Council  has  found  that  legislative  changes  are  required, 
and  the  enclosed  report  proposes  such  changes. 

There  are  also  a  number  of  areas  where,  the  Council  believes, 
significant  program  improvements  may  be  possible,  but  to  which 
further  study  needs  to  be  devoted  before  specific  recommendations 
are  warranted.  The  report  calls  attention  to  these  areas. 

During  its  deliberations  on  the  content  of  this  report,  the  Council 
achieved  a  remarkable  degree  of  unanimity  with  respect  to  the 
recommendations  for  administrative  or  legislative  revisions  in  the 
program.  However,  it  should  also  be  understood  that  there  were 
differing  views  within  the  Council  with  respect  to  questions  of 
emphasis  and  priority. 

Finally,  the  Council  has  not  attempted  to  be  comprehensive  in  its 
review  of  the  program.  It  has  chosen  to  concentrate  its  efforts 
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particularly  on  matters  of  the  quality,  utilization,  and  cost  of  care, 
rather  than  spread  its  resources  thinly  over  every  possible  aspect  of 
the  program. 

The  enclosed  report  fulfills,  the  Council  believes,  the  charge  of  the 
Congress  to  the  Council. 

On  behalf  of  the  Council,  I  would  like  to  thank  the  numerous 
consultants  who  gave  so  freely  of  their  time  and  energies  in  the 
deliberations  which  preceded  the  preparation  of  this  report.  And  I 
would  like  to  express  appreciation  to  the  staffs  of  the  Social  Security 
Administration  and  the  Public  Health  Service  for  their  continued 
support,  not  only  in  the  preparation  of  this  report,  but  for  all  of  the 
Council's  activities  during  the  past  years. 

Sincerely, 


Charles  L.  Schultze,  Chairman 

Health  Insurance  Benefits  Advisory  Council 
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legislative  recommendations 

1.  The  Council  recommends  that  after  consultation  with  profes- 
sional groups,  the  Secretary  submit  legislative  proposals  to  the 
Congress  that  would  enable  the  program  to  discontinue  reim- 
bursement for  services  of  a  physician  or  supplier  when  one  or 
more  of  the  following  is  found:  evidence  of  fraud;  repeated 
overcharging  of  the  program  or  its  beneficiaries;  a  pattern  of 
rendered  services  substantially  in  excess  of  those  justified  by 
sound  medical  practice;  persistent  failure  to  cooperate  with  the 
program  in  clarifying  cases  which  may  involve  excessive  charges 
or  services;  or  documented  rendering  of  services  or  supplies 
which  were  harmful  to  beneficiaries  or  found  to  be  grossly 
inferior  by  peer  review. 

2.  The  Secretary,  in  consultation  with  appropriate  professional 
groups,  should  seek  the  development  of  feasible  and  desirable 
standards  of  eligibility  for  the  rendering  of  various  types  of 
medical  services  by  physicians  under  the  Medicare  program, 
and  the  administrative  procedures  necessary  to  enforce  them 
with  a  view  to  recommending  appropriate  legislation  to  the 
Congress. 

3.  The  Council  recommends  legislation  which  would  remove  the 
present  limitations  on  the  Secretary's  authority  to  establish 
health  and  safety  standards  for  hospitals,  contained  in  Section 
1865  of  the  Social  Security  Act,  so  that: 

•  The  Secretary  would  have  the  authority  to  establish  health 
and  safety  standards  for  hospitals  commensurate  with  his 
authority  to  establish  such  standards  for  other  providers  of 
services  and  for  independent  laboratories. 

•  The  Secretary  may,  in  the  case  of  any  national  accrediting 
body  with  standards  and  certification  procedures  equal  to  or 
higher  than  those  established  by  the  Secretary  for  a  class 
of  providers  or  independent  laboratories,  find  that  such  ac- 
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creditation  provides  reasonable  assurance  that  the  conditions 
of  participation  are  met. 

4.  The  Council  recommends  that  legislation  be  enacted  which 
authorizes  the  Secretary,  in  addition  to  his  option  to  recognize 
the  findings  of  accrediting  bodies,  to  arrange  with  State  agen- 
cies to  survey  accredited  facilities  at  intervals  between  accredi- 
tation surveys  and,  when  finding  deficiencies: 

•  to  convey  this  information  to  the  accrediting  agency; 
and 

•  to  report  to  the  Secretary  and  make  recommendations  with 
respect  to  certification. 

5.  The  Council  recommends  that  the  Secretary  be  given  the  legis- 
lative authority  to  develop  and  apply  standards  for  Medicare 
covered  ambulance  services.  These  standards  would  cover  the 
various  types  of  ambulance  and  emergency  equipment,  quali- 
fications and  training  of  ambulance  attendants,  methods  of 
communication  and  dispatch,  and  policies  of  agencies  rendering 
ambulance  services. 

6.  The  Council  recommends  that  legislation  be  enacted  which 
would: 

•  place  all  home  health  benefits  under  Part  A,  with  a  maximum 
eligibility  of  200  visits  per  year; 

•  remove  the  three-day  hospital  stay  requirement  for  home 
health  benefits; 

•  provide  for  coinsurance  for  the  second  100  visits  per  year. 

7.  The  Council  recommends  that  legislation  be  enacted  which 
would  require  utilization  review  of  home  health  services  to 
become  effective  one  year  after  the  Secretary  issues  regulations. 

8.  The  Council  recommends  that  the  general  exclusion  of  immuni- 
zations from  coverage  under  Medicare  be  deleted  from  the 
statute. 

9.  The  Council  recommends  that  the  legislative  requirement  for 
the  blood  deductible  be  eliminated. 

10.  The  Council  recommends  the  enactment  of  legislation  which 
would  allow  the  participation  of  community  mental  health 
centers  in  the  Medicare  program. 

11.  The  Council  recommends  that  the  190-day  lifetime  limit  on 
inpatient  psychiatric  hospital  benefits  be  removed  if  a  review 
of  past  experience  shows  that  such  removal  would  significantly 
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increase  health  benefits  to  Medicare  beneficiaries,  in  relation  to 
the  costs  involved. 


12.  The  Council  recommends  that  the  legislative  provisions  relating 
to  the  incentive  experiments  should  be  broadened  so  that  the 
Medicare,  Medicaid,  and  Maternal  and  Child  Health  programs 
can  participate  in  experiments  which  seek  to  achieve  greater 
economy  and  efficiency  by  modifying  health  benefits  and  cover- 
age in  ways  that  may  promote  improvements  in  the  organiza- 
tion and  delivery  of  health  services  without  increasing  the  costs 
of  these  programs. 

13.  The  Council  recommends  that  appropriate  legislation  be  devel- 
oped, to  be  effective  when  and  where  appropriate  health  facili- 
ties planning  bodies  become  operational,  which  would  assure 
that  the  reimbursement  under  Medicare  would  not  be  incon- 
sistent with  the  plans  and  findings  of  these  bodies.  One  method 
of  insuring  the  rapid  establishment  of  such  planning  groups 
would  be  the  adoption  of  the  recommendation  by  the  Secre- 
tary's Advisory  Committee  on  Hospital  Effectiveness  which 
would  make  Federal  health  grants  to  States  conditional  upon 
the  establishment  of  planning  bodies. 

14.  The  Council  recommends  that  legislation  be  enacted  authorizing 
the  Secretary  to  negotiate  capitation  reimbursement  payments 
to  group  practice  prepayment  plans. 
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administrative 
recommendations 

1.  The  Council  has  recommended  to  the  Secretary  that  quality 
standards  and  reimbursement  levels  be  established  in  such  a 
way  as  to,  if  at  all  possible,  encourage  the  consolidation  of 
laboratory  services. 

2.  Consistent  with  the'  Council's  belief  that  uniform  standards 
should  be  applied  to  all  classes  and  categories  of  clinical  labora- 
tories, it  has  recommended  to  the  Secretary  that  the  conditions 
for  coverage  of  services  of  independent  laboratories  be  revised 
to  require  satisfactory  participation  by  all  independent  labora- 
tories in  proficiency  testing  programs  acceptable  to  the  Secre- 
tary. 

3.  The  Council  has  recommended  to  the  Secretary  revision  of  the 
Medicare  regulations  to  require  that  mail  order  laboratories 
develop  and  maintain  procedures  for  evaluating  the  stability 
of  specimens  which  are  not  stable  to  a  degree  sufficient  to  assure 
satisfactory  clinical  accuracy  with  respect  to  original  values. 

4.  The  Council  believes  that  marketing  standards  may  be  required 
to  assure  that  diagnostic  laboratory  equipment  be  of  sufficient 
quality  to  produce  accurate  results,  especially  when  operated 
by  individuals  not  specifically  oriented  toward  the  practice  of 
pathology.  It  has,  therefore,  requested  that  an  expression  of 
the  Council's  concern  be  transmitted  to  the  Secretary,  with  a 
recommendation  that  a  study  of  this  problem  be  undertaken 
and  evaluation  made  of  the  need  for  appropriate  regulatory  leg- 
islation, recognizing  that  this  problem  affects  all  patients,  not 
only  Medicare  beneficiaries. 

Also,  the  Council  encourages  and  supports  efforts  and  activities 
directed  toward  development  of  national  standards  relating  to 
reagents,  purified  chemical  substances,  and  standard  reference 
methods  for  use  in  clinical  laboratories. 
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5.  The  Council  has  recommended  to  the  Secretary  that  in  coopera- 
tion with  organized  medicine,  survey  mechanisms  be  developed 
to  obtain  data  on  the  non-pathologist  physicians  who  do  their 
own  laboratory  work,  the  scope  of  such  laboratory  services,  the 
kinds  of  personnel  doing  such  work,  and  the  results  obtained. 

6.  The  Council  has  no  recommendations  to  make  at  the  present 
time  with  respect  to  the  major  provisions  for  deductibles  and 
coinsurance  under  Medicare. 

The  Council  does  believe  that  these  provisions  need  further 
study  and  should  receive  the  attention  of  the  Advisory  Council 
on  Social  Security,  which  will  be  appointed  shortly  to  consider 
modifications  in  social  security  legislation. 

7.  The  Council  has  recommended  to  the  Secretary  that  additional 
efforts  be  taken  to  assure  that  the  use  of  home  health  services 
is  preceded  by  a  thorough  medical  evaluation  of  the  health  care 
needs  of  the  patient. 

8.  The  Council  has  recommended  to  the  Secretary  that  the  regula- 
tions under  Part  A  be  amended  to  reduce  the  certification 
periods  below  the  current  14  and  21  days,  such  as  to  12  and 
18  days. 

9.  The  Council  intends  to  follow  the  course  of  the  incentive  re- 
imbursement experimentation  program  closely,  and  will  make 
such  recommendations  as  seem  appropriate  in  view  of  how  the 
program  develops. 

10.  The  Council  strongly  endorses  the  effort  to  secure  more  rigor- 
ous and  uniform  application  by  Part  B  carriers  of  the  reasonable 
charge  determination  criteria,  and  has  recommended  that  the 
Administration  continue  to  move  ahead  vigorously  in  develop- 
ing and  carrying  out  measures  designed  to  assure  full  applica- 
tion of  the  reasonable  charge  concept  under  the  Medicare 
program. 

11.  The  Council  strongly  supports  efforts  of  the  Social  Security 
Administration  to  obtain  the  accurate  definition  and  uniform 
reporting  of  medical  services  by  clarifying  and  implementing 
the  pertinent  instructions  to  Part  B  carriers  and  by  working 
with  physicians  and  professional  groups.  The  Council  also  urges 
that  the  profession  support  package  charges  where  they  are 
feasible  rather  than  further  fragmenting  services  and  charges. 

12.  The  Council  has  recommended  to  the  Secretary  that  the  Social 
Security  Administration  continue  to  exercise  careful  supervision 
over  carrier  and  intermediary  performance  in  the  matter  of 
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reasonable  charge  and  cost  determination  and  utilization  safe- 
guards. In  reviewing  performance  of  carriers  and  intermediaries 
when  contract  continuation  is  being  considered,  the  Social 
Security  Administration  should  place  particular  weight  upon 
their  performance  in  the  field  of  cost  control. 

13.  The  Council  also  has  recommended  to  the  Secretary  that  the 
Social  Security  Administration  undertake  a  study  of  how  the 
concept  of  incentive  reimbursement  can  be  applied  to  carriers 
and  intermediaries,  so  that  outstanding  performance  can  be 
rewarded  and  poor  performance  penalized,  without  the  sole 
reliance  on  the  "massive  retaliation"  of  contract  termination. 

The  Council  supports  the  use  of  cooperation  and  persuasion  to 
seek  improvement  among  carriers  and  intermediaries,  but  in 
those  cases  where  persuasion  is  unsuccessful  and  the  agency 
fails  to  carry  out  the  policy  standards  which  are  established, 
termination  of  the  contract  will  have  to  be  the  avenue  which 
is  pursued. 

14.  The  Council  urges  that  ways  be  sought  to  provide  the  essential 
statistical  information  base  as  promptly,  completely,  and  ac- 
curately as  possible,  taking  into  account,  of  course,  the  limita- 
tions on  funds  which  are  appropriate  to  the  task. 

15.  The  Council  urges  that,  to  the  extent  feasible,  Medicaid  pro- 
grams delegate  their  functions  to  the  organizations  which  per- 
form analogous  functions  for  Medicare. 
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chapter  I 


introduction 

The  Medicare  Program  To  Date 

Medicare  emerged  from  20  years  of  discussion  and  controversy. 
While  its  advent  was  viewed  with  concern  by  a  great  many  in  the 
health  field,  the  overall  record  to  date  can  be  viewed  with  a  great 
deal  of  satisfaction. 

In  the  short  period  between  the  end  of  July  1965,  when  the  legisla- 
tion was  enacted,  and  July  1,  1966,  when  benefits  under  the  program 
began,  a  major  challenge  was  faced  and  conquered.  Entitlement  to 
hospital  insurance  benefits  was  established  for  almost  19  million 
people,  virtually  all  those  potentially  eligible.  Some  17%  million 
people,  90  percent  of  the  eligible,  were  signed  up  for  the  medical 
insurance  program.  Conditions  of  participation  for  hospitals,  ex- 
tended care  facilities,  home  health  agencies  and  independent  labora- 
tories were  developed.  By  July  1,  1966,  6,200  hospitals — containing 
about  97  percent  of  the  short-term  general  hospital  beds  in  the 
country — were  participating  in  this  program.  Private  insurance  or- 
ganizations were  brought  into  the  program  to  handle  and  audit 
claims.  Beneficiaries  were  contacted  and  advised  about  the  program, 
administrative  staffs  trained,  and  hospitals,  doctors,  and  other  pro- 
viders of  health  service  given  the  necessary  information  about 
Medicare. 

Two-and-a-half  years  later,  Medicare  is  operational  and  rendering  a 
major  service  to  the  Nation's  aged.  Virtually  all  of  the  aged,  by  now 
some  20  million  people,  are  protected  by  hospital  insurance.  The 
percentage  of  those  eligible,  who  have  voluntarily  chosen  to  enroll 
in  the  medical  insurance  plan,  has  risen  to  95  percent,  and  the  num- 
ber to  19  million  people.  By  the  end  of  1968  there  were  6,831 
participating  hospitals,  4,787  extended  care  facilities,  2,176  home 
health  agencies,  and  2,645  independent  laboratories  taking  part  in 
the  Medicare  program. 

The  program  has  stimulated  the  development  and  use  of  alternatives 
to  hospital  inpatient  care — outpatient  services,  extended  care,  home 
health  care,  as  well  as  physicians'  services  in  the  home  or  office. 
Through  the  breadth  of  its  coverage,  Medicare  has  facilitated  the 
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physician's  choice  of  the  most  appropriate  level  of  care  for  the  Medi- 
care patient  and  thereby  contributed  towards  making  the  health 
system  a  more  effective  instrument.  The  program  has  also  given 
impetus  to  the  development  of  quality  standards  and  to  their  wide 
application  to  a  variety  of  health  services  not  previously  covered  by 
such  standards. 

Medicare  payments  for  hospital  care  and  physicians'  services  are 
estimated  to  account  for  about  half  of  the  expenditures  for  hospital 
care  and  physicians'  services  provided  to  the  aged.  However,  for 
individuals  with  large  medical  expenses  Medicare  payments  cover 
a  much  larger  proportion  of  the  total.  While  the  population  65  and 
over  is  only  about  10  percent  of  the  total,  its  health  care  requires  a 
disproportionate  share  of  the  Nation's  resources  of  physician  and 
hospital  services.  This  group  uses  about  30  percent  of  the  acute 
general  hospital-bed  days  of  the  country. 

Administrative  costs  have  been  kept  reasonable.  During  the  fiscal 
year  ending  June  30,  1968,  administrative  costs  for  hospital  insur- 
ance were  2.1  percent  of  benefit  payments  and  the  administrative 
cost  ratio  for  medical  insurance  was  10.3  percent  of  benefits.  These 
administrative  cost  ratios  compare  favorably  with  those  of  com- 
parable private  hospital  and  medical  insurance  programs. 

The  requirement  that  providers  of  services  comply  with  title  VI 
of  the  Civil  Rights  Act  in  order  to  participate  in  the  Medicare  pro- 
gram has  given  to  members  of  minority  groups  in  some  communities 
access  to  high  quality  hospital  care  that  previously  was  barred  to 
them.  The  effect  of  compliance  activities  has  been  salutory.  At 
present,  over  95  percent  of  the  Nation's  hospitals  are  participating 
in  the  program. 

The  Health  Insurance  Benefits  Advisory  Council  has  been  impressed 
with  the  overall  success  of  Medicare.  The  program  has  substantially 
fulfilled  the  hopes  of  its  early  supporters.  But  Medicare  is  a  large 
and  complex  program.  It  deals  with  an  enormously1  varied  array  of 
health  services,  provider  institutions,  and  financial  intermediaries. 
The  legislative  provisions  and  administrative  regulations  which 
govern  the  program  may  seem  dry  as  dust — but  they  touch  upon  the 
health,  indeed  the  very  life,  of  20  million  Americans.  As  a  conse- 
quence it  is  essential  that  the  program  be  continually  reviewed  in 
a  search  for  areas  which  need  improvement.  Moreover,  precisely 
because  it  is  involved  with  almost  every  aspect  of  health  care,  the 
way  in  which  Medicare  is  carried  out  can  have  an  important  influ- 
ence on  the  standards  and  practices  of  medicine  generally. 

The  Council  has  been  charged  by  the  Congress,  in  the  Social  Security 
Amendments  of  1967,  with  preparing  an  annual  report,  for  trans- 
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mittal  by  the  Secretary  of  Health,  Education,  and  Welfare  to  the 
Congress;  (1)  reporting  on  its  activities  for  the  year,  and  (2)  recom- 
mending such  changes  in  the  Medicare  program  as  may  seem  desir- 
able in  the  program.  The  Council,  during  the  past  year,  has  orga- 
nized its  activities  principally  around  a  review  of  the  Medicare  pro- 
gram, aiming  towards  a  series  of  recommendations  for  program 
improvement.  In  a  sense,  then,  the  proposals  and  suggestions  in  this 
report,  and  the  deliberations  which  lie  behind  them,  constitute  the 
Council's  principal  activities  during  the  year. 

Objectives  of  Medicare 

Medicare  is  an  insurance  program  which  seeks: 

•  to  increase  the  ability  of  older  people  and  their  families  to 
enjoy  other  aspects  of  life  by  removing,  through  an  insurance 
program,  the  major  financial  burden  associated  with  the  pur- 
chase of  health  care;  and 

•  to  provide  older  citizens  with  access  to  high  quality  medical 
care  and  other  health  services. 

The  benefits  provided  by  Medicare  are  not.  free.  They  are  financed 
through  payroll  taxes,  premiums  paid  by  the  beneficiaries,  and  gen- 
eral revenue  contributions.  As  a  consequence,  employers,  workers, 
taxpayers,  and  program  beneficiaries  all  have  a  vital  interest  in  the 
efficiency  with  which  health  services  are  provided  under  Medicare. 
Moreover,  since  Medicare  accounts  for  a  significant  fraction  of  all 
the  health  services  delivered  in  the  United  States,  it  cannot  fail  to 
have  an  important  influence  on  the  quality,  quantity,  and  cost  of 
health  care  enjoyed  by  the  population  at  large. 

The  Criteria  for  Evaluating  Medicare 

In  the  light  of  the  underlying  objectives  of  Medicare,  and  its  impact 
on  a  large  number  of  different  groups  in  society,  there  are  six  major 
areas  of  concern  which  are  relevant  to  a  review  of  the  program: 

1.  The  quality  of  health  services  provided  to  beneficiaries.  The 
Medicare  insurance  program  finances  the  purchase  of  health 
services — it  is  not  itself  a  supplier  of  health  services — as  a  con- 
sequence, the  quality  of  services  provided  to  beneficiaries  will 
broadly  depend  upon  the  overall  quality  and  standards  of  health 
care  which  characterize  American  medical  practice,  hospitals 
and  other  health  care  institutions.  At  the  same  time,  however, 
Medicare  has  the  obligation  to  see  that  its  beneficiaries  receive 
high  quality  health  care  and,  as  a  major  source  for  the  financing 
of  the  purchase  of  health  care  services,  the  opportunity  to 
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encourage  through  its  regulations  and  procedures  further  im- 
provements in  health  care  standards. 

2.  The  utilization  of  health  services  by  beneficiaries.  Medicare 
must  be  concerned  not  only  with  the  availability  of  high-quality 
medical  care,  but  with  its  appropriate  utilization.  Are  older 
people  failing  to  obtain  needed  services,  either  because  the  serv- 
ices are  not  covered  under  the  program  or  because,  if  covered, 
facilities  to  provide  them  are  in  short  supply?  Is  excessive  use 
of  facilities  encouraged  by  the  benefit  structure  of  the  program? 
Are  services  being  provided  which  are  appropriate  to  the  medi- 
cal condition  of  the  beneficiary? 

3.  Financial  provisions  of  Medicare — coinsurance,  deductibles,  and 
premiums.  In  both  the  hospital  insurance  (Part  A)  and  medical 
insurance  (Part  B)  of  the  program,  beneficiaries  are  called  upon 
to  pay  part  of  the  cost  of  health  care.  In  the  medical  insurance 
program,  beneficiaries  also  pay  roughly  one-half  of  the  premium 
costs.  These  provisions  must  be  evaluated  from  several  stand- 
points: To  what  extent  do  they  help  avoid  excessive  use  of 
health  services  and  reduce  program  costs?  To  what  extent  do 
they  inhibit  beneficiaries  from  receiving  needed  care? 

4.  The  cost  of  health  services.  Medical  fees,  hospital  charges,  and 
other  health  care  costs  have  risen  sharply  in  recent  years.  These 
increases  have  been  a  major  concern  to  the  American  people, 
both  as  consumers  of  health  services  and  as  taxpayers  who 
support  Medicare  and  other  programs.  To  what  extent  can  the 
Medicare  program  be  so  conducted  as  to  moderate  these  in- 
creases, and  to  minimize  the  impact  of  the  program  upon  health 
care  costs? 

5.  The  quality  of  program  administration.  Well  conceived  objec- 
tives and  high  standards  become  reality  only  as  the  program  is 
well  administered.  Quality  and  utilization  standards,  cost  con- 
trols, prompt  payment  of  benefits — these  and  all  other  im- 
portant aspects  of  the  program  depend  upon  effective  adminis- 
tration. 

6.  Relationships  with  providers  of  health  services  and  fiscal  inter- 
mediaries. The  working  relationships  which  Medicare  enjoys 
with  doctors,  hospitals,  extended  care  facilities,  and  other  health 
care  providers  play  an  important  role  in  program  results.  Medi- 
care also  depends  heavily  on  health  insurance  organizations  to 
act  as  intermediaries  and  carriers,  for  prompt  and  efficient 
benefit  payments,  for  effective  cost  controls,  and  for  monitoring 
of  provider  performance.  At  the  same  time,  Medicare's  first 
obligation  is  to  its  beneficiaries.  It  must,  therefore,  establish 
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working  relationships  with  providers  and  insurance  companies 
which  maintain  that  primacy  of  interest,  while  responding  to 
the  legitimate  concerns  and  problems  of  those  providers  and 
insurance  companies.  For  example,  are  State  agencies,  fiscal 
intermediaries,  and  carriers  held  to  adequate  standards  of  per- 
formance? Are  their  controls  over  costs  monitored  and,  when 
deficient,  corrected? 

In  developing  its  recommendations,  the  Council  has  taken  all  of 
these  various  aspects  of  Medicare  into  consideration.  However,  it 
has  not  attempted  to  be  all-inclusive  in  this  initial  report.  Several 
important  aspects  of  the  Medicare  program  have  been,  or  are  being, 
reviewed  by  other  groups — for  example,  the  Department  of  Health, 
Education,  and  Welfare  Task  Force  on  Prescription  Drugs  and  the 
Study  on  Financing  Care  of  the  Mentally  111  under  Medicare  and 
Medicaid.  In  view  of  this  fact,  and  given  the  limited  time  and  re- 
sources available,  the  Council  has  chosen  to  concentrate  particularly, 
though  not  exclusively,  upon  problems  relating  to  the  quality  and 
utilization  of  health  services,  and  upon  problems  of  rising  costs.  The 
legislative  recommendations  in  this  report  fall  principally  in  the  area 
of  quality  and  utilization.  In  the  matter  of  controlling  cost  escalation, 
the  Council  has  already  made  several  recommendations  to  the  Secre- 
tary, which  are  in  the  process  of  being  carried  out.  The  report 
describes  these  recommendations,  and  suggests  other  areas  for  action 
and  study. 

In  its  deliberations,  and  in  drawing  up  its  recommendations,  the 
Council  has  tried  to  keep  before  it  two  major  sets  of  facts  about 
Medicare.  On  the  one  hand,  this  is  an  insurance  program.  It  finances, 
for  older  people,  the  purchase  of  services  from  the  providers  of  health 
care,  most  of  whom  also  supply  services  to  all  other  age  groups  in 
the  population.  As  a  consequence,  Medicare  by  itself  cannot  exercise 
a  dominant  influence  over  costs  and  standards  in  the  health  care 
field.  At  the  same  time  in  exercising  its  obligations  to  beneficiaries 
in  the  provision  of  high  quality  medical  care  and  its  obligation  to 
taxpayers  in  securing  care  at  reasonable  costs,  Medicare  can,  in  a 
limited  but  important  way,  indirectly  affect  the  standards  and  costs 
of  health  care  for  the  population  at  large.  In  short,  the  Council's 
recommendations  reflect  both  the  limitations  and  the  opportunities 
of  the  Medicare  program  as  an  influence  on  the  delivery  of  health 
care  in  the  United  States. 
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chapter  II 


major  recommendations 

The  Quality  of  Care 

Because  of  the  critical  nature  of  their  service,  providers  of  health 
services  are  expected,  and  often  required,  to  meet  standards  of  per- 
formance far  beyond  those  generally  applied  to  providers  of  other 
services  and  products.  For  example,  hospitals  prescribe  standards 
for  acceptance  of  physicians  on  their  medical  staffs,  and  medical 
societies  assume  a  responsibility  to  review  physician  performance 
and  censure  those  found  guilty  of  wrong-doing.  The  health  pro- 
fession's concern  for  quality  of  patient  care  is  also  reflected  by 
medical  specialty  board  programs,  the  voluntary  programs  of  hos- 
pital accreditation,  and  a  variety  of  professional  registration  and 
certification  activities.  In  addition,  some  private  health  insurance 
programs  have  requirements  which  those  furnishing  services  must 
meet  to  be  eligible  for  payment. 

The  Quality  of  Care  in  the  Medical  Insurance  Program  (Part  B) 

When  a  Government  program  such  as  Medicare  is  responsible  for 
the  payment  of  much  of  the  care  provided  to  a  large  portion  of  the 
population,  the  Council  believes  that  program  should  have  the 
authority  needed  to  see  to  it  that  the  care  paid  for  meets  appropriate 
quality  standards.  Unlike  Part  A  of  Medicare,  however,  Part  B 
provides  for  payment  for  health  services  with  only  limited  Govern- 
ment authority  or  responsibility  for  the  quality  of  those  services. 
The  Secretary  is  authorized  under  this  part  to  set  standards  for 
independent  laboratories,  suppliers  of  portable  X-ray  services,  and 
outpatient  physical  therapy  services,  but  has  no  similar  authority  for 
physicians'  services.  Even  though  M.D.  or  D.O.  degrees  by  them- 
selves signify  adequate  initial  preparation  to  practice  medicine,  all 
•physicians  are  not  qualified  to  carry  out  every  procedure  performed 
in  the  various  specialties.  Moreover,  experience  under  Medicare 
has  produced  evidence  that  a  few  physicians  fail  to  perform  in  a 
professionally  acceptable  manner,  and  that  gross  abuses  sometimes 
occur. 

There  are  two  kinds  of  problems  to  be  faced  in  this  area:  first,  the 
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development  of  more  effective  means  to  stop  gross  abuses  in  Part  B 
of  the  program,  and  second,  the  development  of  standards  which 
relate  physicians'  qualifications  to  the  nature  of  the  services  per- 
formed under  the  program. 

With  respect  to  abuses,  under  present  Medicare  law  an  individual 
practitioner  or  supplier  who  habitually  overcharges  Medicare  pa- 
tients, or  who  regularly  furnishes  and  bills  for  services  in  excess 
of  those  medically  required,  services  of  no  medical  value,  or  even 
services  actually  harmful  to  patients,  may  not  be  barred  from  pay- 
ment under  the  program  so  long  as  he  remains  eligible  to  practice 
under  State  law.  The  only  recourse  currently  available  to  the  pro- 
gram to  protect  itself  against  unwarranted  claims  is  to  maintain 
close  surveillance — and  possibly  to  investigate  each  and  every  bill 
such  a  person  may  submit.  Moreover,  retroactive  claims  investiga- 
tion offers  no  protection  to  beneficiaries  in  those  cases  in  which 
harmful  services  are  provided  to  patients.  For  example,  a  hospital's 
agreement  might  be  terminated  under  Part  A  because  of  serious 
hazards  resulting  from  the  quality  of  physicians'  services  in  it,  over 
which  the  hospital's  utilization  review  committee  exercised  no  con- 
trol. Despite  this,  the  carrier  must  continue  to  receive  and  act  upon 
claims  for  the  services  of  these  same  physicians  under  Part  B. 

Abuses  are  not  confined  to  overcharging,  the  rendering  of  excessive 
services,  and  the  like.  In  addition,  medical  services  have  on  occasion 
been  delivered  which  are  grossly  inferior  and  harmful  to  the  patient, 
as  judged  by  commonly  accepted  professional  standards.  Here  also, 
the  Medicare  program  should  have  the  authority  to  exclude  from 
further  participation  physicians  who  have  repeatedly  rendered  and 
billed  for  grossly  inferior  services.  The  Council  believes  that  legisla- 
tion should  be  enacted  which  places  the  necessary  authority  in  the 
Department  of  Health,  Education  and  Welfare  to  handle  such  situ- 
ations. The  Council  also  realizes,  however,  that  the  enactment  of 
such  legislation  may  depend  upon  the  completion  of  prior  study 
and  consultation  by  the  Department,  sufficient  to  illustrate  in 
specific  instances  what  kind  of  performance  standards  and  proce- 
dures would  be  put  into  effect  under  the  new  legislative  authority. 

Recommendation  1: 

The  Council  recommends  that  after  consultation  with  pro- 
fessional groups,  the  Secretary  submit  legislative  proposals  to 
the  Congress  that  would  enable  the  program  to  discontinue 
reimbursement  for  services  of  a  physician  or  supplier  when  one 
or  more  of  the  following  is  found:  evidence  of  fraud;  repeated 
overcharging  of  the  program  or  its  beneficiaries ;  a  pattern  of 
rendered  services  substantially  in  excess  of  those  justified  by 
sound  medical  practice;  persistent  failure  to  cooperate  with 
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the  program  in  clarifying  cases  which  may  involve  excessive 
charges  or  services;  or  documented  rendering  of  services  or 
supplies  which  were  harmful  to  beneficiaries  or  found  to  be 
grossly  inferior  by  peer  review. 

Prevention  of  gross  abuses,  through  an  "after  the  fact"  exclusion 
from  the  program  of  persons  who  habitually  engage  in  such  practices 
is  not  the  sole,  or  perhaps  even  the  principal,  means  of  insuring  high- 
quality  care  of  beneficiaries  of  medical  insurance  (Part  B)  under 
Medicare.  We  noted  earlier  that  the  Secretary  has  the  authority 
to  set  standards  of  participation  in  the  Medicare  program  for  many 
providers  of  health  services — hospitals,  independent  laboratories, 
etc.  Providers  who  do  not  meet  such  standards  are  not  eligible  for 
reimbursement  under  the  program.  The  Secretary  has  no  such  power 
with  respect  to  physicians,  who  provide  the  bulk  of  the  services 
under  Part  B. 

The  underlying  facts  of  the  situation  are,  of  course,  quite  different 
in  the  case  of  physicians.  A  hospital,  for  example,  either  meets  the 
standards  for  participation  or  it  does  not.  In  the  case  of  physicians, 
a  man  who  is  licensed  to  practice  medicine  by  his  State  licensing 
authority  may  indeed  be  assumed  to  be  capable  of  rendering  medical 
services  to  beneficiaries — barring  the  revocation  of  his  license.  But 
a  practitioner  by  simple  virtue  of  his  license  is  not  necessarily  quali- 
fied to  undertake  highly  specialized  medical  procedures.  Nor  can 
initial  qualifications  and  licensure  alone  guarantee  the  practitioner's 
continuing  ability,  over  an  indefinite  period,  to  furnish  quality 
services. 

In  short  the  problem  of  quality  standards  in  the  case  of  physicians' 
services  under  Part  B  relates  to  performance  and  qualifications  in 
the  delivery  of  particular  classes  of  services  and  to  the  long-term 
persistence  of  initial  qualifications. 

The  Council  believes  that  in  order  to  provide  an  acceptable  level  of 
quality  for  the  services  rendered  under  Part  B  of  Medicare,  con- 
sideration should  be  given  to  establishing  standards  to  govern  the 
rendering  of  services  by  physicians,  analagous  to,  but  necessarily 
quite  different  in  application  from,  the  standards  now  established 
for  most  other  providers  of  health  care  under  Medicare.  The  need 
for  broad  standards  for  physicians'  services  is  predicated  upon  the 
right  and  responsibility  of  the  Government  to  have  assurance  of  the 
acceptable  quality  of  all  services  for  which  it  provides  reimburse- 
ment, the  many  other  precedents  in  Government  and  non-Govern- 
ment programs,  and  published  studies  which  point  out  the  wide 
variability  in  quality  of  medical  services. 

Recommendation  2: 

The  Secretary  in  consultation  with  appropriate  professional 
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groups,  should  seek  the  development  of  feasible  and  desirable 
standards  of  eligibility  for  the  rendering  of  various  types  of 
medical  services  by  physicians  under  the  Medicare  program, 
and  the  administrative  procedures  necessary  to  enforce  them 
with  a  view  to  recommending  appropriate  legislation  to  the 
Congress. 

The  value  of  standards  for  physicians,  related  to  the  rendering  of 
particular  types  of  medical  services,  in  insuring  high-quality  care 
for  beneficiaries,  must  be  balanced  against  the  possibility  of  ex- 
cessively rigid  qualification  standards  and  the  creation  of  shortages 
in  the  supply  of  services.  While  the  Council  believes  that  such  stand- 
ards will  prove  to  be  both  feasible  and  desirable,  only  intensive 
study,  consultation  with  professional  and  consumer  groups,  and  the 
actual  drafting  of  particular  standards  will  provide  a  final  answer 
to  this  question. 

With  respect  to  Recommendations  1  and  2,  the  Council  also  believes 
that  the  legislative  proposals  should  provide  both  administrative 
and  judicial  review  procedures  for  physicians  (which  includes  doc- 
tors of  medicine,  podiatry,  dentistry,  and  osteopathy)  and  for  sup- 
pliers considered  for  exclusion  under  this  recommendation.  Provision 
should  also  be  made  for  indemnification  of  beneficiaries  for  charges 
incurred  for  the  physician's  services  prior  to  notification  of  his  dis- 
qualification. Standards  and  procedures  should  be  developed  by  the 
Department  of  Health,  Education  and  Welfare  in  consultation  with 
the  medical  profession,  and  actions  against  individual  practitioners 
should  be  preceded  by  consultation  with  local  professional  groups. 

The  Quality  of  Hospital  Care 

Under  present  law,  hospitals  that  are  accredited  by  the  the  Joint 
Commission  on  the  Accreditation  of  Hospitals  (JCAH)  are  not 
subject  to  inspection  by  State  agencies  for  Medicare  purposes  except 
to  determine  whether  the  utilization  review  requirements  are  met. 
Nonaccredited  institutions  are.  Two  kinds  of  problems  are  involved 
here:  (1)  the  quality  of  the  standards  themselves,  and  (2)  the 
quality  of  the  inspection  and  certification  procedures  through  which 
the  standards  are  applied  to  individual  cases.  Under  present  law,  in 
effect,  the  JCAH  both  sets  the  standards  and  certifies  the  individual 
hospitals  for  Medicare  participation. 

Initially  Medicare's  reliance  on  JCAH  accreditation  standards  and 
certification  procedures  helped  the  new  Federal  program  win  the 
acceptance  and  support  of  the  health  professions  and  was  beneficial 
to  both  the  government  and  the  health  professions.  The  Council 
believes,  however,  that  it  is  inappropriate  to  continue  statutory 
delegation  to  a  private  agency  of  all  the  Government's  authority  to 
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safeguard  quality  of  care  paid  for  by  a  government  program.  The 
authority  to  establish  policy  on  minimum  quality  should  be  retained 
by  the  Government.  Quality  standards  under  Medicare  should  not 
be  controlled  by  a  private  agency's  standards.  Furthermore,  the 
power  of  oversight  and  assurance  that  standards  are  applied  ade- 
quately in  individual  situations  should  and  must  remain  within  both 
the  responsibility  and  authority  of  the  Government.  In  the  case 
of  Medicare,  the  Council  has  found  reason  for  concern  that  JCAH 
standards  are  not  applied  with  the  frequency  of  inspection  and 
range  of  inspector  skills  necessary  to  assure  a  high  degree  of  effec- 
tiveness. Furthermore,  because  of  present  statutory  provisions  (Sec- 
tion 1865  of  the  Social  Security  Amendments  of  1965),  the  JCAH 
standards  in  some  cases  impose  an  undesirably  low  ceiling  on  the 
maximum  level  at  which  health  and  safety  standards  under  Medicare 
may  be  set.  The  Council  believes  that  the  JCAH  has  an  important 
function  to  perform  in  establishing  meaningful  goals  for  hospitals, 
rather  than  the  minimum  standards  which  virtually  all  now  meet. 
To  the  extent  the  JCAH  successfully  carries  out  the  job  of  hospital 
goal-setting  and  showing  hospitals  the  ways  in  which  they  should  go 
in  establishing  the  medical  care  system  needed  for  the  United  States, 
the  proper  relation  between  Medicare  standards  and  JCAH  stand- 
ards will  emerge.  Therefore, 

Recommendation  3: 

The  Council  recommends  legislation  which  would  remove  the 
present  limitations  on  the  Secretary's  authority  to  establish 
health  and  safety  standards  for  hospitals,  contained  in  Section 
1865  of  the  Social  Security  Act,  so  that: 

•  The  Secretary  would  have  the  authority  to  establish  health 
and  safety  standards  for  hospitals  commensurate  with  his 
authority  to  establish  such  standards  for  other  providers  of 
services  and  for  independent  laboratories. 

•  The  Secretary  may,  in  the  case  of  any  national  accrediting 
body  with  standards  and  certification  procedures  equal  to  or 
higher  than  those  established  by  the  Secretary  for  a  class 
of  providers  or  independent  laboratories,  find  that  such  ac- 
creditation provides  reasonable  assurance  that  the  conditions 
of  participation  are  met. 

In  a  number  of  cases,  situations  arise  in  which  a  State  agency, 
authorized  to  license  hospitals  in  a  particular  State,  has  better  facili- 
ties for  certification  and  makes  more  frequent  inspections  than  the 
JCAH  or  other  accrediting  bodies.  Medicare  can  profitably  utilize 
this  competence. 

Recommendation  4: 

The  Council  recommends  that  legislation  be  enacted  which 
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authorizes  the  Secretary,  in  addition  to  his  option  to  recognize 
the  findings  of  accrediting  bodies,  to  arrange  with  State  agen- 
cies to  survey  accredited  facilities  at  intervals  between  accredi- 
tation surveys  and,  when  finding  deficiencies: 

•  to  convey  this  information  to  the  accrediting  agency;  and 

•  to  report  to  the  Secretary  and  make  recommendations  with 
respect  to  certification. 

Quality  Standards  for  Hospital  Laboratories 

The  Council  is  seriously  concerned  by  the  inconsistency  in  applica- 
tion of  Medicare  standards  to  different  categories  of  clinical  labora- 
tories. The  Medicare  standards  that  are  applied  to  independent 
laboratories  are  considerably  more  stringent  than  those  imposed  on 
hospital  laboratories  because  of  the  statutory  restrictions  that  no 
higher  standards  than  those  of  the  JCAH  may  be  applied,  and  that 
no  other  certification  than  that  of  the  J  CAH  is  required.  Yet  there 
are  no  specific  characteristics  of  hospital  laboratories  that  justify  a 
lesser  standard  of  quality  for  hospital  laboratories  than  for  inde- 
pendent laboratories. 

The  participation  standards  for  independent  laboratories  now  ap- 
plied in  Medicare  were  developed  after  considerable  and  intensive 
consultation  with  laboratory  experts  to  represent  what  can  be  con- 
sidered as  the  minimal  level  of  standards  to  assure  laboratory  per- 
formance of  an  acceptable  quality.  These  standards  are  essentially 
the  same  as  those  established  for  application  to  laboratories  in  inter- 
state commerce  under  the  Partnership  for  Health  legislation  of 
1967,  but  as  is  noted  above  are  much  more  stringent  than  those 
applied  to  hospitals  through  the  JCAH  accreditation  procedure. 
Moreover,  the  independent  laboratory  requirements  include  specifi- 
cally defined  personnel  standards  as  well  as  provisions  for  proficiency 
testing.  The  hospital  standards  do  not  contain  similar  requirements. 

The  proposal  embodied  in  Recommendations  3  and  4  would,  if 
adopted,  enable  the  Secretary  to  apply  the  conditions  for  the  cover- 
age of  independent  laboratories  to  the  laboratories  in  all  partici- 
pating hospitals,  and  to  monitor  the  quality  of  the  services  rendered 
in  those  laboratories. 

Ambulance  Services 

Currently,  the  only  controls  on  the  quality  of  ambulance  services 
paid  for  under  the  Medicare  program  are  exercised  by  the  carriers, 
who  apply  some  minimal  guidelines  covering  the  vehicles  and  their 
attendants.  For  the  most  part,  ambulance  service  suppliers  are 
required  merely  to  state  that  they  are  in  compliance  with  those 
guidelines.  The  majority  of  carriers  do  not  themselves  inspect  am- 
bulances. State  and  local  licensure  requirements  regulating  am- 
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bulance  services  vary  a  good  deal  and  only  a  few  jurisdictions  are 
considered  to  have  up-to-date  and  effective  regulations.  Thus,  the 
mechanism  now  used  gives  little  assurance  that  the  health  and 
safety  needs  of  those  elderly  beneficiaries  utilizing  ambulance  serv- 
ices are  met.  Since  ambulance  services  are  frequently  provided 
under  emergency  conditions  to  very  seriously  ill  persons,  require- 
ments for  payment  should  specify  that  ambulance  attendants  have 
the  training  and  the  ambulances  are  equipped  to  meet  the  needs  that 
may  be  required  of  them  to  properly  handle  the  patients. 

Recommendation  5: 

The  Council  recommends  that  the  Secretary  be  given  the  legis- 
lative authority  to  develop  and  apply  standards  for  Medicare- 
covered  ambulance  services.  These  standards  would  cover  the 
various  types  of  ambulance  and  emergency  equipment,  qualifi- 
cations and  training  of  ambulance  attendants,  methods  of  com- 
munication and  dispatch,  and  policies  of  agencies  rendering 
ambulance  services. 

Other  Recommendations,  Not  Involving  Legislative  Action 

In  addition  to  legislative  recommendations,  the  Council  has  con- 
sidered a  number  of  areas  in  which  improvements  in  the  quality  of 
health  services  provided  under  Medicare  can  be  improved  under 
existing  law.  In  those  cases,  noted  below,  the  Council  has  recom- 
mended specific  administrative  action  to  the  Department  of  Health, 
Education,  and  Welfare. 

Hospitals  and  extended  care  facilities. 

One  serious  handicap  to  the  effectiveness  of  both  the  State  agencies 
surveying  facilities  for  Medicare  and  the  voluntary  accreditation 
programs  is  that  there  is  no  effective,  systematic  mechanism  for 
mutual  discussion  of  survey  findings  and  problem  areas  and  for 
otherwise  sharing  the  information  they  collect.  Some  State  agencies 
have  reported  that  the  JCAH  has  requested  from  them  information 
pertaining  to  specific  institutions  (e.g.,  licensure  data),  and  the 
States  have  supplied  such  data.  On  the  other  hand,  information 
collected  in  the  course  of  accreditation  by  JCAH  is  not  generally 
available  to  State  agencies. 

The  Council  urges  that  the  Department  of  Health,  Education,  and 
Welfare  continue  its  efforts  to  encourage  the  voluntary  sharing  of 
information  derived  from  State  agency  surveys  and  the  inspections 
of  voluntary  accreditation  organizations.  The  Council  also  notes  that 
if  Recommendations  3  and  4  (see  page  10)  were  implemented,  the 
Secretary  would  be  authorized  to  require  the  exchange  of  informa- 
tion of  this  kind. 
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The  Council  also  urges  that,  in  the  interest  of  insuring  high-quality 
care,  hospitals  and  extended  care  facilities  voluntarily  share  with 
licensing  and  accreditation  authorities  the  information  they  provide 
to  State  agencies  having  title  XVIII  responsibility.  State  agencies 
in  turn  should  share  the  information  they  collect  with  other  licensing 
and  accreditation  authorities. 

One  of  the  little  used  provisions  of  Medicare  gives  States  the  author- 
ity to  request  that  higher  standards  be  applied  under  Medicare  for 
facilities  in  their  State.  This  provision  was  included  in  the  original 
law  to  permit  the  application  of  standards  in  a  State  appropriate 
to  the  quality  level  its  facilities  have  reached.  Quality  of  care  of 
people  depends  not  only  on  the  quality  of  the  care  provided  but  on 
the  access  of  patients  to  care.  Unduly  high  standards  which  reduce 
access  may  have  the  effect  of  reducing  the  quality  effects  of  care 
patients  actually  receive.  In  accordance  with  the  idea  that  geo- 
graphic variation  in  standards  may  be  a  necessary  step  toward 
optimum  quality  care,  States  may  recommend  to  the  Secretary 
standards  even  above  JCAH  standards.  The  Council  urges  that  the 
States  should  give  further  attention  to  their  option  to  request 
permission  to  establish  health  and  safety  standards  for  Medicare 
participation  that  exceed  those  promulgated  by  the  Secretary  for 
general  application. 

Laboratory  Services. 

In  recent  years  there  has  been  considerable  discussion  about 
means  to  effect  the  more  efficient  utilization  of  hospital  and  inde- 
pendent clinical  laboratory  services  and  facilities.  Experts  support 
the  thesis  that  consolidation  and  apportionment  of  laboratory 
services  in  a  rational  manner  would  significantly  reduce  costs  and 
concomitantly  improve  the  efficiency  and  quality  of  the  services 
provided.  It  has  also  been  noted  that  consolidation  of  laboratory 
facilities,  both  hospital  and  independent,  may  soon  be  an  essential 
requirement  of  the  health  system  if  adequate  pathologist,  and  other 
doctoral  direction  of  facilities  is  to  be  retained,  and  available  para- 
medical laboratory  personnel,  including  technologists  and  techni- 
cians, utilized  effectively. 

The  Medicare  program  has,  of  course,  no  direct  authority  to  require 
consolidation  of  services.  However,  it  is  possible  that  quality  controls 
and  limitations  on  charges  and  costs  which  will  be  considered  reason- 
able by  Medicare  may  help  to  induce  consolidation.  Perhaps,  too, 
incentive  reimbursement  experiments  can  be  devised  which  may 
indicate  how  cost  reductions  through  consolidation  and  relocation 
of  clinical  laboratory  services  by  hospitals  and  independent  labora- 
tories can  be  fostered. 
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The  Council  has  recommended  to  the  Secretary  that  quality 
standards  and  reimbursement  levels  be  established  in  such  a 
way  as  to,  if  at  all  possible,  encourage  the  consolidation  of 
laboratory  services. 

Present  Medicare  regulations  exempt  doctoral-directed  laboratories 
from  proficiency  testing  programs  that  are  not  directly  administered 
by  the  State  agency.  The  Council  believes  this  exemption  can  no 
longer  be  justified. 

Consistent  with  the  Council's  belief  that  uniform  standards 
should  be  applied  to  all  classes  and  categories  of  clinical  labo- 
ratories, it  has  recommended  to  the  Secretary  that  the  condi- 
tions for  coverage  of  services  of  independent  laboratories  be 
revised  to  require  satisfactory  participation  by  all  independent 
laboratories  in  proficiency  testing  programs  acceptable  to  the 
Secretary. 

Evidence  suggests  that  mail  order  laboratories  are  providing  an 
increasing  amount  of  clinical  laboratory  services.  The  Council  be- 
lieves that  this  raises  a  serious  question  with  respect  to  the  assurance 
of  quality.  There  is  a  need  for  standards  to  assure  specimen  stability 
during  transmission  by  mail  since  some  specimens  cannot  tolerate 
the  time  lag  of  mail  transmission.  The  Council  of  State  Govern- 
ments' model  State  laboratory  licensure  law  requires  that  labora- 
tories show  evidence  that  specimens  shipped  by  mail  and  accepted 
for  analyses  are  sufficiently-  stable  for  the  determination  requested. 

The  Council  has  recommended  to  the  Secretary  revision  of  the 
Medicare  regulations  to  require  that  mail  order  laboratories 
develop  and  maintain  procedures  for  evaluating  the  stability 
of  specimens  which  are  not  stable  to  a  degree  sufficient  to 
assure  satisfactory-  clinical  accuracy  with  respect  to  original 
values. 

In  many  State  agencies  the  surveyor  of  the  hospital  laboratory  and 
other  hospital  departments  has  no  training  or  experience  specific  to 
the  operation  of  clinical  laboratories.  A  surveyor  of  independent 
laboratories,  however,  must  be  an  experienced  laboratorian.  The 
Council  urges  that  surveys  of  hospital  clinical  laboratories  be  made 
by  the  State  unit  that  surveys  independent  laboratories,  and  that 
staff  conducting  such  surveys  be  specifically  qualified  in  their  field 
of  work. 

Relatively  inexpensive  (under  $2,500)  automated  laboratory  equip- 
ment designed  for  multiple  analyses  is  finding  a  ready  market  in 
private  physicians'  offices  and  these  offices  may  become  an  even  more 
significant  source  of  laboratory  services.  That  such  equipment  be 
of  high  quality  is  a  matter  of  particular  concern  since  the  physicians 
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to  whom  it  is  sold  are  generally  not  pathologists  or  otherwise  entirely 
sophisticated  with  respect  to  choice  of  equipment  and  results  likely 
to  be  obtained  from  its  use. 

The  Council  believes  that  marketing  standards  may  be  required 
to  assure  that  diagnostic  laboratory  equipment  be  of  sufficient 
quality  to  produce  accurate  results,  especially  when  operated 
by  individuals  not  specifically  oriented  toward  the  practice  of 
pathology.  It  has,  therefore,  requested  that  an  expression  of  the 
Council's  concern  be  transmitted  to  the  Secretary  with  a  rec- 
ommendation that  a  study  of  this  problem  be  undertaken  and 
evaluation  made  of  the  need  for  appropriate  regulatory  legisla- 
tion, recognizing  that  this  problem  affects  all  patients,  not  only 
Medicare  beneficiaries. 

Also,  the  Council  encourages  and  supports  efforts  and  activities 
directed  toward  development  of  national  standards  relating  to 
reagents,  purified  chemical  substances,  and  standard  reference 
methods  for  use  in  clinical  laboratories. 

In  relation  to  quality  control  measures,  such  defined  national  stand- 
ards can  contribute  significantly  to  quality  laboratory  performance. 

While  conclusive  data  indicating  the  volume  and  type  of  laboratory 
services  rendered  in  non-pathologist  physician  offices  is  lacking,  the 
Council  believes  that  such  laboratories  represent  a  very  significant 
source  of  service.  Medicare  law  provides  that  laboratory  services 
rendered  by  such  physicians  for  their  own  patients  are  reimbursable 
as  physician  services  and  hence  not  subject  to  the  standards  im- 
posed on  the  other  categories  of  laboratories  noted.  The  study  of 
standards  recommended  by  the  Council  which  might  be  applied  to 
a  service  in  order  for  it  to  be  reimbursable  may  help  to  solve  this 
problem.  In  any  case, 

the  Council  has  recommended  to  the  Secretary  that  in  coopera- 
tion with  organized  medicine,  survey  mechanisms  be  developed 
to  obtain  data  on  the  non-pathologist  physicians  who  do  their 
own  laboratory  work,  the  scope  of  such  laboratory  services,  the 
kinds  of  personnel  doing  such  work,  and  the  results  obtained. 

The  Council  recognizes  that  technological  advances  in  automation 
can  materially  improve  the  quality  of  laboratory  services  and  reduce 
their  costs.  Because  of  the  changing  nature  of  clinical  laboratories 
resulting  from  automation,  the  Council  has  recommended  to  the 
Secretary  that  continued  attention  be  given  to  the  need  to  develop 
specific  requirements  for  automated  laboratories. 

Utilization  of  Services 

A  fully  effective  health  care  system  must  endeavor  to  meet  the 
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essential  health  needs  of  the  people  in  some  cases  by  providing 
inducements  to  those  who  do  not  recognize  their  needs  to  seek 
services;  while,  at  the  same  time,  discouraging  the  excessive  use  of 
services  which  waste  scarce  resources  and  increase  costs  unneces- 
sarily. 

Medicare  has  provided  superior  insurance  coverage  to  the  aged.  In 
its  first  year,  the  program  paid  for  35  percent  of  the  personal  health 
costs  of  all  of  the  aged.  Medicare  accounted  for  almost  three-fifths 
of  the  expenditures  of  the  aged  for  hospital  care  and  two-fifths  of 
their  expenditures  for  physicians'  services.  When  expenditures  under 
other  public  programs  are  excluded,  Medicare's  contribution  to  the 
aged's  hospital  and  physicians'  bills  amounted  to  about  70  percent. 

Use  and  Availability  of  Services  Under  Medicare 

An  examination  of  the  utilization  of  health  services  under  Medicare 
reveals  two  major  sets  of  facts:  (1)  the  overall  use  of  health  services 
by  the  aged  increased  significantly  under  Medicare,  and  (2)  utiliza- 
tion rates  vary  widely  from  State  to  State  and  area  to  area,  in  a 
pattern  which  confirms  the  view  that  utilization  of  a  particular 
service  depends  to  a  significant  degree  on  its  availability. 

The  enactment  of  Medicare  led  to  some  increase  in  use  of  hospital 
and  medical  services  by  the  aged.  In  developing  the  Medicare 
program,  great  stress  was  placed  on  the  use  of  extended  care  facilities 
and  home  health  agencies  as  effective  and  efficient  means  of  deliver- 
ing needed  services  outside  of  costly  hospital  facilities.  In  the  2-year 
period  ending  with  December  1968,  over  879,000  admissions  to 
extended  care  facilities  were  recorded  in  the  records  of  the  Social 
Security  Administration.  Utilization  of  home  health  services  also 
rose  sharply  after  Medicare  was  introduced  and  by  the  end  of  1968 
over  616,000  home  health  admission  plans  had  been  started  in  the 
2,176  agencies  presently  participating  in  the  program. 

At  the  same  time,  the  variations  from  State  to  State  in  the  utiliza- 
tion of  services  by  the  aged  and  in  the  availability  of  services  for 
them  are  very  wide.  In  the  case  of  hospitals,  the  variations  in  use, 
payments,  and  in  hospital  admission  rates  appear  to  be,  in  part,  asso- 
ciated with  the  number  of  available  hospital  beds  per  1,000  popula- 
tion. However,  such  factors  as  the  availability  of  physicians  in  a 
community,  their  staff  privileges,  and  the  geographical  proximity  of 
other  health  services  and  local  customs  on  use  of  extended  care 
facilities,  and  home  health  agencies  (their  use  varies  widely)  must 
also  contribute  to  these  variations  in  both  the  hospital  and  medical 
insurance  programs.  The  features  of  the  Medicare  program  which 
affect  use  may  also  have  an  impact  that  varies  from  State  to  State. 
While  the  number  of  approved  independent  laboratories  also  varies 
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substantially  from  State  to  State,  this  variation  is  not  truly  indica- 
tive of  the  availability  of  laboratory  services.  These  services  are 
available  not  only  from  independent  laboratories  but  from  hospitals 
and  from  laboratories  operated  by  physicians  for  their  own  patients. 
The  Department  of  Health,  Education,  and  Welfare  has  not  received 
complaints  from  beneficiaries,  physicians,  or  State  agencies  that 
Medicare  patients  have  experienced  difficulty  in  obtaining  laboratory 
services  in  any  area. 

Consideration  of  Changes  in  the  Program  Affecting 
Utilization 

The  Council  has  reviewed  experience  under  the  Medicare  program 
and  considered  possible  modification  in  a  number  of  areas.  Its  find- 
ings and  recommendations  are  reported  below. 

Deductibles  and  Coinsurance 

Among  the  Medicare  provisions  associated  with  utilization  control 
are  the  deductible  and  coinsurance  requirements.  A  Medicare  bene- 
ficiary is  responsible  for  the  first  $44  of  his  hospital  bill,  and  coinsur- 
ance on  hospital  and  extended  care  services  after  a  specified  number 
of  days.  In  addition,  under  Part  B,  he  must  incur  a  liability  for  the 
first  $50  of  each  year's  covered  charges  and  a  20  percent  coinsurance 
on  charges  over  the  first  $50.  Decisions  about  deductibles  and  co- 
insurance are  particularly  difficult.  On  the  one  hand  they  are  said  to 
be  a  barrier  against  excessive  use  of  services,  and  a  means  of  helping 
to  prevent  escalation  in  prices  and  costs.  But  if  they  are  sufficiently 
high  to  achieve  this  result  for  a  large  number  of  beneficiaries  they 
may  also  become,  especially  for  lower-income  beneficiaries,  a  barrier 
to  the  use  of  needed  services  and  a  financial  hardship. 

The  Council  has  considered  at  length  the  extent  to  which  the  Medi- 
care deductible  and  coinsurance  requirements  affect  beneficiary  de- 
cisions with  respect  to  the  utilization  of  medical  services.  Most 
private  health  insurance  organizations  offer  health  benefit  plans  that 
complement  the  benefits  provided  under  Medicare.  As  of  December 
31,  1967,  approximately  9,085,000  aged  persons — almost  half  the 
aged  population — had  purchased  complementary  coverage  that 
meets,  in  many  cases,  the  patient's  liability  for  hospital  deductible 
and  coinsurance  amounts  and  a  portion  of  the  deductible  and  co- 
insurance paid  in  connection  with  physicians'  services.  However,  the 
aged  with  complementary  insurance  are  generally  those  who  are  best 
off  financially.  The  aged  who  find  the  deductible  an  effective  barrier 
and  a  financial  hardship  are  those  least  likely  to  be  able  to  buy 
complementary  insurance  or  to  have  this  coverage  provided  to  them 
through  an  employer  group.  They  may  then  need  to  seek  aid  from 
State  or  local  public  assistance  programs,  a  step  which  most  wish 
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to  avoid  and  may  not  take.  Nevertheless,  the  Council  explored  the 
extent  to  which  the  deductible  and  coinsurance  amounts  may  be 
paid  by  State  Medicaid  programs.  In  addition  to  funding  the  cost 
of  needed  medical  care  for  all  persons  who  are  partially  or  totally 
dependent  on  monies  received  from  the  federally  aided  public  assist- 
ance programs,  the  State  Medicaid  programs  are  designed  to  assist 
the  medically  indigent.  As  of  January  1,  1969,  all  but  11  States 
(as  well  as  the  District  of  Columbia,  Guam,  Puerto  Rico,  and  the 
Virgin  Islands)  had  approved  programs  in  operation.  If  a  Medicare 
beneficiary  is  categorically  needy  or  medically  needy,  as  denned  by 
the  State,  and  has  sought  aid  under  the  program  so  that  he  has 
access  to  benefits  under  title  XIX — and  the  State  has  chosen  to 
pay  the  deductible  and  coinsurance  amounts  for  medically  needy 
individuals — the  hospital  and  extended  care  deductible  and  coinsur- 
ance requirements  would  seem  to  present  no  financial  barrier  to  his 
utilization  of  needed  services  although  the  provision  of  services 
under  welfare  auspices  may  be  less  than  attractive. 

It  seems  likely,  although  not  demonstrable  from  the  available  data, 
that  the  deductible  and  coinsurance  provisions  of  the  law  applicable 
to  medical  services  have  a  more  powerful  effect  on  use  of  services 
than  do  the  hospital  cost-sharing  requirements.  However,  elimi- 
nating the  medical  insurance  deductible  would  require  an  increase 
in  premiums  equal  to  the  reasonable  charge  of  increased  services 
and  the  increased  administrative  costs  associated  with  paying  many 
small  bills  which  appears  to  be  the  only  major  additional  coverage 
which  would  result. 

The  Council  has  been  advised  that  the  cost  of  eliminating  the  $44 
inpatient  hospital  deductible  would  be  .09  percent  of  taxable  payroll 
(which  would  have  amounted  to  $230  million  in  1969).  If,  in  addi- 
tion, hospital  and  extended  care  coinsurance  were  eliminated,  the 
cost  would  be  .17  percent  of  payroll.  Removal  of  the  $50  deductible 
and  the  coinsurance  under  the  Supplementary  Medical  Insurance 
program  would  require  a  $3.95  increase  in  the  monthly  premium, 
with  equal  matching  by  the  Government. 

While  the  Council  is  concerned  that  some  elderly  patients  have 
difficulty  in  satisfying  deductible  and  coinsurance  requirements,  it 
believes  that  any  additional  funds  that  can  be  made  available  to  the 
program  would  be  better  used  to  provide  for  more  effective  protec- 
tion against  prolonged  illness  than  to  reduce  the  coinsurance  and 
deductible. 

The  Council  has  no  recommendations  to  make  at  the  present 
time  with  respect  to  the  major  provisions  for  deductible  and 
coinsurance  under  Medicare. 


19 


The  Council  does  believe  that  these  provisions  need  further 
study  and  should  receive  the  attention  of  the  Advisory  Council 
on  Social  Security,  which  will  be  appointed  shortly  to  consider 
modifications  in  social  security  legislation. 

Home  Health  Agencies 

There  is  one  area  in  which  a  change  in  the  present  program  structure 
with  respect  to  deductibles  and  coinsurance,  could  promote  improved 
utilization  of  services — namely,  services  of  home  health  agencies. 

Home  health  service  benefits  are  a  relatively  small  portion  of  those 
paid  under  Medicare — less  than  1  percent  of  the  total.  These  services 
are  now  covered  under  both  Parts  A  and  B  of  the  program.  Benefits 
up  to  100  visits  from  a  home  health  agency  may  be  reimbursed 
under  Part  A,  after  the  beneficiary  has  been  discharged  from  a  hos- 
pital. A  3-day  minimum  stay  in  the  hospital,  involving,  of  course, 
the  $44  hospital  deductible,  is  required  before  eligibility  for  subse- 
quent home  health  services  can  be  established.  Beneficiaries  are  also 
eligible  for  up  to  100  home  health  visits  under  Part  B,  which  may 
be  added  to  the  100  visit  eligibility  under  Part  A.  Reimbursement 
for  use  of  home  health  services  under  Part  B  involves  the  $50  Part 
B  deductible  and  requires  the  beneficiary  to  pay  20  percent  of  the 
costs,  under  the  Part  B  coinsurance  provision. 

The  current  program  structure  is  exceedingly  complicated,  difficult 
to  explain  to  beneficiaries,  and  requires  significant  administrative 
costs  in  proportion  to  the  services  received.  Proper  utilization  of 
these  services  is,  in  all  probability,  inhibited  by  the  current  arrange- 
ments, with  their  various  deductible  and  coinsurance  provisions. 

Recommendation  6: 

The  Council  recommends  that  legislation  be  enacted  which 
would: 

•  place  all  home  health  benefits  under  Part  A,  with  a  maximum 
eligibility  of  200  visits  per  year; 

•  remove  the  3-day  hospital  stay  requirement  for  home  health 
benefits; 

•  provide  for  coinsurance  for  the  second  100  visits  per  year. 
The  Council  feels  that  this  recommendation  is  needed  to  improve 
utilization  of  home  health  services.  But  it  believes  that  administra- 
tive steps  must  simultaneously  be  taken  to  assure  that  the  recom- 
mended changes — particularly  removal  of  the  3-day  hospital  stay 
requirement — do  not  lead  to  a  reduction  in  needed  medical  treat- 
ment for  those  using  home  health  services  or  to  an  excessive  use  of 
services. 

The  Council  has  recommended  to  the  Secretary  that  additional 
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efforts  be  taken  to  assure  that  the  use  of  home  health  services  is 
preceded  by  a  thorough  medical  evaluation  of  the  health  care 
needs  of  the  patient. 

As  a  further  means  of  promoting  appropriate  utilization  of  home 
health  services,  the  Council  believes  that  the  Department  of  Health, 
Education,  and  Welfare  should  develop  techniques  for  establishing 
utilization  review  mechanisms  for  home  health  agencies.  While  the 
establishment  of  internal  utilization  review  techniques  for  home 
health  agencies  is  much  more  difficult  than  for  hospitals — because 
such  agencies  do  not  have  the  same  range  of  professional  competence 
available — this  does  not  preclude  the  development  of  other  tech- 
niques. Organized,  community-wide  physicians'  groups  to  review 
home  health  services,  and  affiliation  with  a  hospital  and  its  utiliza- 
tion review  committee  are  among  the  possibilities  which  can  be 
investigated. 

Recommendation  7: 

The  Council  recommends  that  legislation  be  enacted  which 
would  require  utilization  review  of  home  health  services  to 
become  effective  one  year  after  the  Secretary  issues  regulations. 

Immunizations 

Presently  immunizations  are  not  covered  services  under  Medicare 
except  when  specifically  administered  as  part  of  treatment  of  an 
injury,  emergency,  or  direct  exposure  to  serious  disease.  The  most 
frequently  required  are  the  prophylactic  immunizations  such  as 
those  against  influenza.  The  Public  Health  Service  annually  recom- 
mends influenza  immunizations  for  elderly  and  chronically  ill  people. 
If  influenza  immunization  were  to  be  covered  under  Medicare,  the 
use  of  the  service  is  likely  to  increase  and  could  be  expected  to  result 
in  some  decrease  in  morbidity  and  mortality,  particularly  in  cases 
where  influenza  might  complicate  an  ongoing  disease  process.  The 
other  common  immunization  relevant  to  the  elderly  would  be  tetanus 
toxoid.  Other  excluded  immunizations  are  rarely  used  since  the  indi- 
cations for  immunizations  are,  with  the  exception  of  influenza  and 
tetanus,  infrequent  in  this  age  group. 

Coverage  of  such  immunizations  will  require  attention  to  methods 
for  providing  the  service  in  the  most  efficient  and  economical  fashion. 
Mass  immunization  through  public  health  processes  should  be  ex- 
amined and  the  charges  paid  by  the  Medicare  program  should  be 
reasonable  and  related  to  the  cost  of  the  most  efficient  methods. 
Repeated  immunizations  prior  to  an  indicated  need  or  those  related 
to  precautions  related  to  foreign  travel  should  not  be  covered. 

Recommendation  8: 

The  Council  recommends  that  the  general  exclusion  of  im- 
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munizations  from  coverage  under  Medicare  be  deleted  from  the 
statute. 

Blood  Deductible 

Under  present  law,  hospital  insurance  (Part  A)  benefits  are  pro- 
vided for  blood  furnished  to  inpatients  of  hospitals  and  extended 
care  facilities.  But  the  patient  must  pay  for  or  replace  on  a  pint-for- 
pint  basis  the  first  3  pints  of  blood  furnished  him  in  a  benefit  period. 

The  blood  deductible  requirement  was  provided  at  the  request  of 
voluntary  blood  replacement  programs,  which  encourage  donations 
of  blood  by  waiving  charges  for  blood  which  the  patient  replaces. 
The  limitation  of  the  deductible  to  3  pints  was  made  in  view  of  the 
problems  aged  people  have  in  arranging  for  the  replacement  of,  or 
paying  for,  large  quantities  of  blood.  Data  for  the  first  18  months 
of  program  operations  indicate  that  during  that  period  about  480,000 
Medicare  beneficiaries  received  some  1.5  million  pints  of  whole  blood. 
However,  in  many  instances  beneficiaries  were  unable  to  meet  the 
provisions  of  the  deductible:  in  all,  only  about  180,000  of  the  blood 
recipients  were  able  to  satisfy  the  blood  deductible  through  replace- 
ment. 

In  view  of  the  apparent  limited  participation  of  aged  beneficiaries  in 
voluntary  blood  replacement  programs,  the  Council  believes  that 
providing  full  coverage  of  blood  for  Medicare  beneficiaries  would 
have  no  unfortunate  effects  on  such  programs.  Moreover,  the  blood 
deductible  requirement  has  given  rise  to  a  number  of  administrative 
difficulties  and  substantial  recordkeeping  costs. 

Recommendation  9: 

The  Council  recommends  that  the  legislative  requirement  for 
the  blood  deductible  be  eliminated. 

Community  Mental  Health  Centers 

Largely  as  a  result  of  Federal  financing,  an  increasing  number  of 
free-standing  (not  part  of  a  general  or  psychiatric  hospital)  com- 
munity mental  health  centers  have  developed  in  recent  years,  pro- 
viding comprehensive  psychiatric  care  for  the  residents  of  a  particu- 
lar community,  and  offering  a  wide  range  of  inpatient  and  outpatient 
services.  Experts  in  the  mental  health  field  consider  that  these 
centers  provide  preferred  alternatives  to  inpatient  psychiatric  hos- 
pital care  for  many  patients.  But  not  all  of  these  centers  can  meet 
the  Medicare  Conditions  of  Participation  for  Hospitals  and,  there- 
fore, are  not  qualified  to  be  reimbursed  for  inpatient  care.  If  they 
are  to  qualify,  present  law  requires  that  a  community  mental  health 
center  meet  the  conditions  of  participation  for  psychiatric  hospitals. 
However,  mental  health  centers  have  difficulty  satisfying  these 


22 


requirements,  particularly  the  requirement  that  the  facility  be  ac- 
credited by  the  Joint  Commission.  Furthermore,  many  of  the  out- 
patient services  are  covered  only  if  provided  as  an  incident  to  the 
covered  services  of  a  physician.  The  Council  believes  that  the  serv- 
ices as  now  provided  in  the  federally  supported  centers  are  of 
superior  quality  and  deserve  coverage  under  the  Medicare  program. 

Recommendation  10: 

The  Council  recommends  the  enactment  of  legislation  which 
would  allow  the  participation  of  community  mental  health 
centers  in  the  Medicare  program. 

The  Council  believes  that  inpatient  services  in  these  centers  should 
be  covered  under  Part  A  of  the  program,  subject  to  the  same  condi- 
tions and  limitations  as  are  applicable  to  inpatient  psychiatric 
benefits.  Payment  for  outpatient  services  should  be  made  under 
Part  B,  on  a  reimbursable  cost  basis  in  much  the  same  manner  as 
outpatient  hospital  services. 

Inpatient  Psychiatric  Hospital  Benefits 

The  requirements  of  the  Medicare  program  that  govern  coverage  in 
psychiatric  institutions  differ  in  several  respects  from  the  require- 
ments applicable  to  care  in  general  hospitals.  Special  conditions  and 
restrictions  were  adopted  at  the  inception  of  Medicare  as  safeguards 
against  payment  for  the  long-term  custodial  care  which  was,  in  many 
instances,  the  primary  type  of  care  provided  to  elderly  patients 
in  psychiatric  hospitals.  Included  in  those  restrictions  was  a  limita- 
tion on  benefits  for  care  in  psychiatric  hospitals  to  190  days  in  the 
patient's  lifetime. 

The  Council  believes  that  the  190-day  limit  is  not  an  appropriate 
means  of  safeguarding  the  program  against  payment  for  what  is, 
in  effect,  custodial  care. 

Long-term  hospital  stay  does  not  necessarily  mean  the  patient 
is  receiving  only  custodial  care;  the  Department  of  Health,  Edu- 
cation, and  Welfare  has  developed  guidelines  for  psychiatric  hos- 
pitals to  define  active  treatment  and  to  distinguish  it  from  cus- 
todial care. 

Because  of  the  multiple  disabilities  that  commonly  befall  the  aged, 
older  persons  with  mental  illness  may  need  medical  or  surgical 
treatment  concurrently  with  psychiatric  treatment;  thus,  medical 
care  is  often  provided  in  a  psychiatric  hospital. 

Some  hospitals  have  received  separate  certification  of  participa- 
tion for  psychiatric  units  and  general  medical  and  surgical  units, 
while  some  psychiatric  hospitals  are  certified  as  a  single  unit. 
Patients  receiving  medical  treatment  in  a  separately  certified  unit 
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do  not  have  these  days  counted  against  their  190-day  limit,  while 
patients  receiving  the  same  treatment  in  a  psychiatric  hospital 
which  has  no  separately  certified  medical  unit  must  count  these 
days  against  their  limit. 

The  Council  also  realizes,  however,  that  it  is  often  difficult  to  dis- 
tinguish custodial  care  from  long-term  institutional  psychiatric  care. 
Data  reflecting  experience  with  the  190-day  limit  are  not  yet  avail- 
able. As  such  data  become  available,  the  Council  believes  it  should 
be  carefully  reviewed  to  determine:  (1)  whether  growth  in  services 
resulting  from  the  removal  of  the  limitations  would  significantly 
increase  cures  and  promote  return  to  normal  family  life;  and,  (2) 
what  the  additional  program  costs  would  be. 

Recommendation  11: 

The  Council  recommends  that  the  190-day  lifetime  limit  on 
inpatient  psychiatric  hospital  benefits  be  removed  if  a  review 
of  past  experience  shows  that  such  removal  would  significantly 
increase  health  benefits  to  Medicare  beneficiaries,  in  relation 
to  the  costs  involved. 

Certification  of  Need  for  Hospital  Services 

Under  the  hospital  insurance  program,  one  of  the  most  obvious 
examples  of  inappropriate  utilization  of  services  is  the  unnecessary 
occupancy  of  expensive  inpatient  facilities  when  health  services  at 
that  level  of  care  are  not  required.  An  admission  to  a  hospital  for 
services  which  could  be  given  on  an  outpatient  basis  with  equal 
effectiveness  is  another  example,  as  is  a  Friday  admission  to  a 
hospital  whose  laboratory  is  closed  on  weekends  when  the  initial 
services  to  be  obtained  are  diagnostic  laboratory  tests.  The  im- 
portance of  appropriate  and  effective  utilization  of  services  as  a  cost 
control  measure  is  readily  apparent. 

Under  Medicare  regulations,  payment  for  inpatient  hospital  services 
may  be  made  only  if  a  physician  certifies,  at  prescribed  intervals,  the 
patient's  continuing  need  for  services.  Present  regulations  require 
that  the  first  certification  be  made  no  later  than  the  fourteenth  day 
of  hospitalization,  that  a  recertification  be  made  no  later  than  the 
twenty-first  day,  and  subsequently  at  intervals  established  by  the 
hospital,  but  in  no  event  may  the  prescribed  interval  between  re- 
certifications  exceed  30  days. 

Data  on  length  of  stay  in  hospitals  under  Medicare  show  that  the 
number  of  discharges  rises  sharply  on  the  fourteenth  day  and  again 
on  the  twenty-first  day.  This  appears  to  offer  clear  evidence  that  the 
certification  requirement  itself  results  in  discharges — there  is  no 
medical  reason  why  discharges  should  "peak"  on  these  days.  These 
facts  also  suggest  that  shortening  the  certification  period,  to  some- 
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thing  less  than  14  and  21  days  would  result  in  the  discharge  of  many 
patients  with  unnecessarily  prolonged  hospital  stays.  Some  shorten- 
ing of  the  certification  interval  should  result  in  a  reduction  of 
excessive  hospital  utilization,  and  a  decrease  in  program  costs. 

The  Council  has  recommended  to  the  Secretary  that  the  regu- 
lations under  Part  A  be  amended  to  reduce  the  certification 
periods  below  the  current  14  and  21  days,  such  as  to  12  and 
18  days. 

Interrelationship  of  Title  XVIII  and  Title  XIX  Programs 

During  its  deliberations  on  this  report,  the  Council  identified  a 
number  of  issues  with  respect  to  the  interrelationships  of  the  title 
XVIII  and  title  XIX  programs.  A  number  of  these  issues  involve 
administrative  questions  such  as  the  need  to  develop  uniform  stand- 
ards for  provider  participation  and  uniform  inspection  procedures 
and  are  touched  upon  in  Chapter  IV  of  this  report.  In  addition,  the 
Council  urges  that  a  continuing  study  be  made  of  the  scope  of 
benefits  provided  under  the  two  programs  with  a  view  to  the  develop- 
ment of  a  coordinated  and  comprehensive  system  of  health  services 
for  those  individuals  who  are  the  beneficiaries  of  both  programs. 
During  the  coming  year,  the  Joint  Committee  of  the  Health  Insur- 
ance Benefits  Advisory  Council  and  the  Medical  Assistance  Advisory 
Council  will  give  special  attention  to  issues  involving  relationships 
between  the  title  XVIII  and  XIX  programs. 
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chapter  III 


the  rising  cost  of  health 
services 

The  Council's  major  recommendations  for  legislative  action  were 
covered  in  Chapter  II.  While  it  has  at  this  time  no  legislative  recom- 
mendations to  make  directed  towards  the  problem  of  rising  medical 
costs,  the  Council  did  give  this  matter  extensive  consideration  and 
made  several  recommendations  to  the  Department  of  Health,  Educa- 
tion, and  Welfare  for  changes  in  Medicare  regulations  and  adminis- 
trative procedures,  designed  to  moderate  the  current  cost  escalation. 
This  Chapter  discusses  the  Council's  views  on  the  problem  of  rising 
health  care  costs  as  they  affect  Medicare,  states  the  recommenda- 
tions made  in  this  regard,  and  urges  further  administrative  actions. 

Medical  Costs  and  Medicare 

The  costs  of  Medicare  necessarily  reflect  the  national  trend  in  the 
cost  of  health  services.  The  program  was  designed  to  provide  what 
are  commonly  known  as  "service  benefits."  That  is,  the  program 
does  not  provide  so  many  fixed  dollars  per  day  of  hospital  care  or  per 
medical  procedure  but  pays  as  necessary  to  obtain  the  required 
service.  To  pay  as  necessary  for  services  means  that  if  medical  costs 
rise  generally  the  costs  of  Medicare  will  also  rise.  At  the  same  time, 
the  way  in  which  Medicare  is  administered  will  itself  have  some 
independent  influence  on  prices  of  health  care. 

Medicare's  costs  are  determined  by  four  factors:  (1)  the  number  of 
people  covered  by  the  program;  (2)  the  amount  of  covered  services 
which  are  used;  (3)  the  cost  per  unit  of  service;  and  (4)  the  reim- 
bursement factors  which  are  applied.  These  costs  fall  on  those  who 
pay  the  social  security  contributions  that  support  hospital  insurance, 
the  aged  who  have  voluntarily  enrolled  and  pay  premiums  for  medi- 
cal insurance,  the  general  taxpayer  who  pays  to  match  medical 
insurance  premiums,  and  on  the  patients  who  pay  deductibles  and 
coinsurance. 

The  sharp  rise  in  health  care  prices  in  recent  years  has  had  a  great 
impact  on  all  who  pay  for  such  care.  Some  of  the  dimensions  of  the 
price  increases  are: 

•  the  Consumer  Price  Index  (CPI)  for  all  items  increased  28 
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percent  in  the  12-year  period,  1956-1968.  At  the  same  time,  the 
index  for  medical  care  prices  and  the  index  for  physicians'  fees 
increased  more  than  twice  that  amount — 58  percent  and  57 
percent,  respectively.  The  index  for  hospital  daily  service 
charges  rose  140  percent  during  that  time,  a  rate  of  increase 
five  times  that  of  the  all  items  CPI. 

•  in  the  last  three  years  of  this  period,  1965-1968,  both  the  overall 
price  index  and  the  various  components  of  medical  care  prices 
moved  up  more  sharply  than  they  had  in  the  prior  decade.  The 
acceleration  in  hospital  daily  service  charges  was  particularly 
rapid,  rising  19  percent  from  1966  to  1967  and  13  percent  in  the 
subsequent  year. 

Increases  in  prices  for  selected  periods  for  the  CPI  and  medical  care 
items  are  presented  in  the  table  below. 

Average  annual  percentage  increases,  calendar  years  1960-1968 

1960-19651965-1966  1966-1967  1967-1968 

CPI,  all  items                             1.3         2.9  2.8  4.2 

CPI,  all  services                         2.2        3.8  4.4  5.2 

Medical  care                               2.5         4.4  7.0  6.1 

Hospital  daily  service  charges  .  .  6.3         9.6  19.1  13.2 

Physicians'  fees                          2.8         5.8  7.1  5.6 

The  Consumer  Price  Index  does  not  adequately  reflect  changes  in 
the  costs  of  medical  care,  especially  for  hospitals.  The  hospital  daily 
service  charge  of  the  CPI  reflects  only  the  amount  charged  to  adult 
inpatients  for  routine  nursing  care,  room,  board,  and  minor  medical 
and  surgical  supplies.  It  does  not  include  charges  for  such  items  as 
laboratory  work,  X-rays,  operating  room,  drugs,  and  other  ancillary 
hospital  services. 

To  measure  operating  costs,  the  hospital  expense  per  patient  day  as 
reported  by  the  American  Hospital  Association  may  be  used.  This 
measure  is  based  on  a  monthly  sample  survey  of  non-Federal  com- 
munity hospitals.  Comparison  of  the  increases  reported  since  1966 
in  the  two  measures  shows  that  the  hospital  expense  per  patient  day 
has  increased  substantially,  but  at  a  lesser  rate  than  that  reported 
in  the  CPI  hospital  daily  service  charge.  In  the  period  from  1966 
to  1967,  when  the  CPI  hospital  daily  service  charge  showed  its 
largest  increase — 19.1  percent,  the  expense  per  patient  day  showed 
a  15.4  percent  increase.  Similarly,  while  the  hospital  daily  service 
charge  increased  13.2  percent  from  1967  to  1968,  the  expense  per 
patient  day  increased  12.4  percent. 

It  is  very  important  that  insurance  programs — both  Medicare  and 
private  programs — do  their  part  to  hold  down  unnecessary  health 
costs.  Medicare  did  not  create  problems  which  resulted  in  the  high 
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costs  now  prevalent,  although  it  may  have  been  one  important  factor 
in  the  recent  sharper-than-usual  rise.  Medicare  did  speed  up  some 
of  the  secular  trends  which  probably  account  for  the  more  rapid 
increase  in  health  costs  than  in  other  prices. 

The  basic  purpose  of  Medicare  was  the  removal  of  financial  barriers 
through  improvement  of  access  to  medical  services,  by  the  aged. 
Necessarily,  then,  it  increased  the  demand  for  services,  by  itself  a 
force  tending  to  raise  prices.  Further,  Medicare  reduced  individual 
consumer  concern  with  cost.  A  reduction  of  such  concern  occurs 
when,  as  in  the  long-term  trend,  insurance  and  other  third  parties 
pay  for  more  of  the  care  and  the  consumer  pays  less  out  of  his  own 
pocket.  Medicare  also  increased  the  degree  to  which  health  costs 
are  paid  on  a  cost  basis,  giving  further  thrust  to  a  long-term  trend 
increasing  this  method  of  financing.  Cost  payment  may  well  create 
a  "pass-through"  psychology.  In  other  words,  hospitals  paid  on  a 
cost  basis  may  exercise  little  restraint  in  taking  on  more  costs  if  they 
can  be  passed  on  to  the  reimburser  who  is  committed  to  pay  these 
costs.  By  reducing  hospitals'  needs  to  subsidize  the  poor,  Medicare 
has  put  hospitals  in  a  better  financial  position  to  add  to  both  their 
staff  and  facilities  and  increase  the  kind  and  number  of  services  they 
provide.  Thus,  the  volume  of  services  provided  may  well  have 
increased  even  in  hospitals  that  have  provided  the  same  number  of 
days  of  care  per  year  after  Medicare  as  before.  The  reduction  in 
subsidy  to  the  aged  also  applied  to  doctors  who  reduced  charges 
to  low-income  aged  persons  before  Medicare  but,  because  the  law 
recognized  reimbursement  of  the  physician's  customary  charge,  did 
not  do  so  afterwards.  The  reduction  in  subsidy  has  also  been  part 
of  the  secular  trend,  accompanying  general  increasing  affluence  and 
more  extensive  private  insurance  coverage. 

While  all  third-party  payers  should  have  an  important  role  to  play  in 
seeking  and  applying  cost  restraints,  this  is  particularly  true  of 
Medicare.  The  scope  and  coverage  of  the  program  are  so  large  that 
what  Medicare,  does  may  set  a  pattern  for  many  other  third-party 
payment  programs. 

One  of  the  reasons  that  third  parties  have  an  important  role  to 
play  in  controlling  cost  is  that  most  of  the  forces  of  typical  market- 
place situations  which  act  to  control  costs  for  non-health  services 
cannot  perform  effectively  in  the  health  field.  Cost  reimbursement 
to  hospitals  offers  no  built-in  incentives  to  cost  restraint.  Charge 
reimbursement  to  doctors,  as  well,  does  not  provide  the  protections 
against  increasing  charges  that  are  present  in  many  other  economic 
areas. 

The  Council,  in  common  with  other  parties,  is  concerned  that  medi- 
cal care  expenditures  and  Medicare  funds  in  particular  should  be 
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spent  most  effectively  in  order  to  maximize  the  benefits  received 
for  the  funds  expended.  The  Council  is  very  much  aware  that  there 
are  limits  to  the  time  during  which  medical  cost  can  continue  to  rise 
as  rapidly  as  in  recent  years  without  creating  serious  issues  of  the 
priority  of  allocation  of  further  resources  to  medical  care  rather  than 
to  housing  in  the  inner  city,  to  education  or  to  the  multitude  of  other 
demands  not  now  fully  satisfied.  The  ways  that  Medicare  sets  the 
amount  it  will  pay  for  covered  services  may  have  very  important 
effects  on  the  entire  health  care  industry. 

Controls  on  the  Escalation  of  Hospital  Costs 

In  the  three-year  period,  1965-68,  hospital  prices  rose  a  total  of 
47.8  percent  compared  to  a  rise  in  overall  consumer  prices  of  10.3 
percent.  The  Council  believes  that  while  it  was  clearly  not  the  intent 
of  the  Congress  to  establish  arbitrary  limitations  on  the  cost  which 
is  to  be  considered  reasonable  and  reimbursable,  it  was  intended 
that  what  was  not  reasonable  should  not  be  paid.  The  authority 
to  consider  and  adopt  principles  generally  applied  in  other  programs, 
or  by  prepayment  organizations,  suggests  that  the  direction  the 
Medicare  program  should  take  in  establishing  reasonable  cost  limi- 
tations may  be  indicated  by  private  program  approaches. 

The  Council  is  aware  that  some  third-party  payers  have  adopted 
tests  of  reasonableness  of  provider  costs.  Examples  of  these  are: 
(1)  grouping  institutions  within  an  area  by  size  and  type  with 
limitations  on  the  allowable  cost  increases  based  on  a  comparison  of 
one  facility's  costs  with  those  of  the  average  of  the  group;  (2)  limita- 
tions on  specific  costs  related  to  size  or  occupancy  of  institutions; 
and  (3)  limitation  on  reasonable  cost  reimbursement  so  that  cost 
does  not  exceed  the  charges  paid  by  uninsured  patients.  However, 
the  problem  of  establishing  reasonable  costs  is  not  a  simple  one. 
Costs  for  a  period  are  not  known  definitely  until  that  period  is  over 
and  a  cost  report  is  received  and  audited.  If  analysis  at  that  point 
indicates  the  cost  was  unreasonable  and  an  attempt  is  made  to 
recover  a  large  sum,  the  hospital  may  be  severely  hurt.  The  most 
urgent  need  is  to  develop  ways  to  induce  present  and  future  correc- 
tive action  where  costs  appear  out  of  line.  The  Council  is  following 
with  interest  the  Social  Security  Administration's  present  consider- 
ation of  possible  tests  of  the  reasonableness  of  provider  Medicare 
costs  and,  because  of  the  influence  this  program  has  on  reimbursing 
for  heath  care  costs,  urges  that  a  high  priority  be  given  to  this 
activity. 

Similarly,  the  Council  is  following  with  care  the  related  "incentive 
reimbursement"  experiments  which  the  Social  Security  Administra- 
tion is  carrying  out  under  authority  provided  in  the  Social  Security 
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Amendments  of  1967.  In  essence,  these  experiments  are  designed 
to  test  alternative  methods,  seeking  practical  and  effective  reim- 
bursement techniques  which  would  provide  hospitals,  and  other 
providers  under  Part  A,  with  incentives  to  control  costs,  in  substitute 
for  the  reimbursement  formula  now  in  use.  Present  law  requires 
that  all  such  experiments  be  conducted  on  a  voluntary  basis,  i.e., 
hospitals  and  other  groups  must  volunteer  to  participate  in  the 
experiment,  they  cannot  be  required  to  test  a  new  method.  While 
it  would  be  premature  to  draw  any  final  conclusion,  the  Council 
is  concerned  that  participation  on  a  voluntary  basis  has  not  thus 
far  brought  forth  the  wide  range  and  diversity  of  experiments  needed 
to  develop  and  test  superior  reimbursement  techniques. 

The  Council  intends  to  follow  the  course  of  the  incentive  reim- 
bursement experimentation  program  closely,  and  will  make 
such  recommendations  as  seem  appropriate  in  view  of  how  the 
program  develops. 

Incentive  Reimbursement  Experiments  Involving 
Changes  in  the  Scope  of  Benefits 

The  Council  also  notes,  however,  that  under  the  incentive  reim- 
bursement provisions,  experiments  can  be  entered  into  only  with 
respect  to  the  method  of  reimbursement  for  covered  services.  There 
is  no  provision  for  experimentation  with  respect  to  services  which 
are  not  covered  or  for  possible  modifications  with  respect  to  other 
limitations  such  as  deductibles  or  coinsurance  under  Medicare, 
Medicaid,  and  the  Maternal  and  Child  Health  and  other  Federal 
health  care  programs  for  experiments  which  may  induce  more  effec- 
tive health  activities. 

A  possible  experiment  involving  changes  in  the  scope  of  benefits 
provided  under  Medicare,  Medicaid,  and  the  Maternal  and  Child 
Health  services  would  be  one  in  which  a  group  practice  prepayment 
plan  or  a  neighborhood  health  center  is  reimbursed  for  part  or  all 
of  the  package  of  health  care  benefits  it  provides  to  beneficiaries  so 
long  as  the  services  are  at  least  equal  to  those  covered  under  Medi- 
care and  the  cost  of  this  package  is  less  than  the  amount  paid  for 
the  care  of  similar  patients  outside  tr>j§  group  practice  setting. 

The  experiment  might  provide  for  some  financial  advantage  to  bene- 
ficiaries who  enroll  in  the  plan — perhaps  a  reduction  in  premiums 
related  to  the  savings  to  the  program  derived  from  their  participa- 
tion in  the  experimental  plan. 

Recommendation  12: 

The  Council  recommends  that  the  legislative  provisions  relating 
to  the  incentive  experiments  should  be  broadened  so  that  the 
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Medicare,  Medicaid,  and  Maternal  and  Child  Health  programs 
can  participate  in  experiments  which  seek  to  achieve  greater 
economy  and  efficiency  by  modifying  health  benefits  and  cover- 
age in  ways  that  may  promote  improvements  in  the  organiza- 
tion and  delivery  of  health  services  without  increasing  the  costs 
of  these  programs. 

Health  Facilities  Planning 

Although  it  is  essential  that  the  program  continue  to  explore  and 
develop  administrative  safeguards  against  possible  reimbursement 
for  inappropriate  or  unreasonable  provider  costs,  the  problem  of 
increasing  hospital  costs  goes  far  beyond  Medicare.  The  lack  of 
effective  health  facilities  planning  is  generally  acknowledged  to  con- 
tribute to  such  increases.  The  uncoordinated  establishment  of  new 
health  care  facilities  and  expansion  of  existing  institutions  not  only 
lead  to  the  unwarranted  expenditure  of  health  dollars,  but  also  cause 
the  waste  of  scarce  health  personnel.  Several  national  advisory 
bodies,  including  the  Secretary's  Advisory  Committee  on  Hospital 
Effectiveness,  have  urged  the  development  of  coordinated  planning 
systems  designed  to  curtail  the  establishment  of  unnecessary  facili- 
ties, and  wasteful  duplication  of  available  services.  Many  of  the 
Committee's  14  recommendations  were  related  to  improving  the 
planning  process.  The  Council  agrees  with  the  Committee  that  every 
health  service  should  be  included  within  the  purview  of  a  planning 
agency. 

The  Blue  Cross  Association  has  recommended  to  its  plans  that  they 
actively  support  planning  activities  through  the  development  of 
payment  methods  which  take  into  account  the  findings  of  planning 
agencies  in  determining  whether  a  facility  should  be  permitted  to 
participate  in  a  plan  as  well  as  in  determining  how  much  a  facility 
should  be  reimbursed.  At  present,  at  least  20  Blue  Cross  plans  (in 
13  States)  support  planning  activities  by  including  such  provisions 
in  their  contracts  with  member  hospitals.  The  American  Hospital 
Association  has  also  recommended  the  coupling  of  the  financing  of 
capital  needs  with  the  planning  process. 

Recommendation  13: 

The  Council  recommends  that  appropriate  legislation  be  devel- 
oped, to  be  effective  when  and  where  appropriate  health  facili- 
ties planning  bodies  become  operational,  which  would  assure 
that  the  reimbursement  under  Medicare  would  not  be  incon- 
sistent with  the  plans  and  findings  of  these  bodies.  One  method 
of  insuring  the  rapid  establishment  of  such  planning  groups 
would  be  the  adoption  of  the  recommendation  by  the  Secre- 
tary's Advisory  Committee  on  Hospital  Effectiveness  which 
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would  make  Federal  health  grants  to  States  conditional  upon 
the  establishment  of  planning  bodies. 

The  Escalation  of  Physician's  Charges 

The  medical  insurance  program  (Part  B)  is  designed  to  reimburse 
the  beneficiary,  or  pay  on  his  behalf,  reasonable  charges  incurred  for 
physicians'  services  and  certain  other  medical  services,  subject  to 
applicable  deductible  and  coinsurance  amounts. 

The  law  does  not  contemplate  that  reimbursement  of  physicians  will 
be  based  on  a  fee  schedule.  Nor  was  it  expected  that  an  individual's 
income  would  determine  the  amount  of  the  payment  to  be  made. 
It  is  also  clear,  however,  that  Congress  did  not  contemplate  reim- 
bursement of  physicians  without  controls  of  any  kind  over  the  costs 
of  the  program  or  without  limit  to  the  liabilities  it  assumed.  The  law 
thus  provides  that  only  reasonable  charges  shall  be  reimbursed.  To 
implement  this  reasonable  charge  limitation,  the  law  calls  for  indi- 
vidual determinations  of  reasonable  charges  for  specific  services  by 
the  Medicare  carrier  which  may  not  exceed  the  amount  the  carrier 
customarily  pays  under  its  own  program  under  comparable  situa- 
tions and  which  take  into  account:  (1)  the  customary  charges  of 
the  physician;  and  (2)  the  prevailing  charges  in  the  community. 
The  concept  of  "customary"  charges  incorporates  the  idea  that 
physician's  fees  to  Medicare  beneficiaries  for  a  given  service  should 
be  no  higher  than  his  charges  to  other  patients  for  the  same  service. 
As  the  program  has  developed,  it  has  become  clear  that  effective 
administration  of  this  concept  requires  recognition  of  the  idea  that 
the  physician's  charges  should  not  be  higher  than  those  that  have 
been  applicable  in  his  practice  for  some  time — in  short,  that  "cus- 
tomary" fees  should  be  those  that  have  in  fact  been  established  by 
custom.  The  concept  of  "prevailing"  charges  incorporates  the  idea 
that  a  particular  physician's  fees  to  a  Medicare  beneficiary  for  a 
specific  service  should  not  be  out  of  line  with  the  level  of  fees  gen- 
erally charged  in  the  locality. 

The  statute,  therefore,  is  based  upon  the  view  that  reasonable 
charges  by  physicians  and  other  persons  under  the  program  include 
only  those  which  stay  within  the  bounds  marked  out  by  the  criteria 
of  "customary,"  "prevailing,"  and  "comparability." 

Enforcement  of  these  concepts,  under  the  Medicare  program,  is  in 
the  hands  of  the  insurance  carriers,  operating  within  the  regulations 
and  under  the  supervision  of  the  Social  Security  Administration. 
They  are  required  to  assure  that  the  charges  determined  to  be 
reasonable  for  Medicare  meet  the  "customary"  and  "prevailing" 
criteria.  Comparison  of  individual  charges  with  a  "profile"  of 
charges  derived  both  from  their  Medicare  records  and  the  records 
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relating  to  their  own  policy-holders  and  subscribers,  and  with  other 
data  on  physicians'  charges  are  the  primary  means  of  determining 
that  the  Medicare  reimbursement  conforms  to  the  statutory  require- 
ments. These  policies  and  procedures  were  not  sufficient  to  prevent 
an  acceleration  in  the  rate  of  increase  in  physicians'  fees  that  out- 
paced increases  in  other  consumer  prices.  From  calendar  year  1960 
to  1965,  the  average  annual  increase  in  physicians'  fees  had  been 
2.8  percent,  compared  to  a  2.0  percent  rise  in  the  all  services  com- 
ponent of  the  Consumer  Price  Index.  Beginning  with  calendar  year 
1966,  the  rate  of  increase  of  physicians'  fees  accelerated  sharply. 
The  annual  increase  in  fees  was  5.8  percent  from  1965  to  1966,  7.1 
percent  from  1966  to  1967,  and  5.6  percent  from  1967  to  1968. 
Charges  paid  by  Medicare  have  similarly  climbed. 

Experience  during  the  first  two-and-one-half  years  of  the  Medicare 
program  has  demonstrated  that  many  Part  B  carriers  were  unable 
to  obtain  and  apply  the  needed  data  on  the  customary  and  prevailing 
charges. 

During  the  past  year,  the  staff  of  the  Social  Security  Administration, 
together  with  representatives  of  the  Part  B  carriers,  special  groups 
of  consultants,  representatives  of  organized  medicine,  and  the  Health 
Insurance  Benefits  Advisory  Council  reviewed  the  reasonable-charge 
criteria,  the  pertinent  regulations,  and  the  manner  in  which  they  are 
applied  in  the  light  of  emerging  Medicare  experience,  to  develop 
modifications  designed  to  avoid  any  unnecessary  contribution  to 
further  price  increases.  In  response  to  a  recommendation  made  by 
HIBAC  in  the  spring  of  1968,  the  Social  Security  Administration 
appointed  a  work  group,  composed  of  experts  "in  the  field  of  medical 
economics  and  related  fields,  including  representatives  of  Part  B 
intermediaries  as  well  as  physicians  who  have  had  experience  in 
determining  charges  for  physician-controlled  private  programs.  This 
group  was  asked  to  examine  the  criteria  for  the  determination  of 
reasonable  charges  and  to  review  the  experience  of  the  carriers  in 
applying  them.  The  group  met  several  times  during  the  year  and 
made  a  number  of  recommendations  related  to  the  development  of 
possible  safeguards  against  the  escalation  of  physicians'  fees.  (See 
Appendix  A.) 

In  December  1968,  the  Social  Security  Administration  outlined  in 
detail  many  of  the  considerations  pertinent  to  the  proper  establish- 
ment and  use  of  the  reasonable  charge  criteria  and  established  more 
rigorous  standards  of  performance  for  all  carriers  in  processing 
Medicare  claims. 

Among  the  more  important  of  these  instructions  were  those  which: 
•  had  the  effect  of  reducing  the  frequency  with  which  an  increase 
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in  customary  charge  would  be  recognized; 

•  tightened  up  the  standards  for  prevailing  charges  bringing 
those  carriers  with  looser  standards  into  line  with  those  having 
more  rigorous  standards. 

In  addition,  in  February  following  the  announcement  by  the  Sec- 
retary that  the  medical  insurance  premium  would  remain  at  $4 
(with  an  equivalent  matching  payment  made  by  the  Federal  Govern- 
ment from  general  revenues)  and  as  part  of  the  effort  to  keep  pay- 
ment for  services  within  premium  income  for  the  next  fiscal  year, 
additional  instructions  were  issued  which: 

•  prohibited,  at  least  until  July  1,  1970,  any  further  recognition 
of  increases  in  the  prevailing  charges  now  in  effect,  except  upon 
specific  approval  by  the  Social  Security  Administration  of 
changes  required  by  unusual  and  extenuating  circumstances; 

•  instructed  carriers  to  review  present  customary  charges  to  as- 
sure that  they  do  not  exceed  the  median  charge  of  the  physician 
and  that  increases  in  reasonable  charges  above  the  current  level 
not  be  recognized  except  in  individually  identified,  highly  un- 
usual situations  where  equity  clearly  requires  such  an  adjust- 
ment or  where  sufficient  time  has  elapsed  to  warrant  consider- 
ation of  an  increase. 

Application  of  these  criteria  should  provide  additional  assurance 
that  program  payments  under  Part  B  are  based  on  reasonable 
charges.  They  should  also  help  to  insure  that  carrier  claims  processes 
include  appropriate  constraints  against  escalation  to  the  extent  such 
constraints  are  possible  under  the  present  statute. 

The  Council  strongly  endorses  this  effort  to  secure  more  rigor- 
ous and  uniform  application  by  Part  B  carriers  of  the  reason- 
able charge  determination  criteria,  and  has  recommended  that 
the  Administration  continue  to  move  ahead  vigorously  in  devel- 
oping and  carrying  out  measures  designed  to  assure  full  appli- 
cation of  the  reasonable  charge  concept  under  the  Medicare 
program. 

The  Council  considers  this  problem  of  how  to  determine  the  reason- 
able level  of  the  fees  to  be  reimbursed  under  Part  B  to  be  of  the  high- 
est importance  not  only  to  the  future  of  the  Medicare  program  but 
to  the  way  medical  care  will  be  provided  in  this  country  in  the 
years  ahead.  The  fact  that  in  this  critical  area  the  Council  is  at 
this  time  making  no  recommendation  for  legislative  action  simply 
reflects  its  firm  conviction  that  the  new  procedures  now  required  of 
the  carriers  should  be  given  more  time  and  that  physicians  them- 
selves, as  the  program  continues  to  mature,  will  exercise  restraint 
in  setting  the  fees  charged  their  patients.  It  is  the  Council's  hope 
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that  the  reasonable  charge  concept  can  be  made  operative  and 
effective  and  that  legislative  action  to  modify  the  system  of  charge 
reimbursement  will  not  be  needed. 

Medical  Costs  and  the  Definition  of  Medical  Services 

It  is  impossible  to  administer  effective  controls  on  reasonable  costs 
and  charges  or  on  the  utilization  of  services,  either  under  Part  A  or 
Part  B  of  the  Medicare  program,  without  paying  strict  attention  to 
the  problem  of  carefully  defining  the  services  in  question.  Develop- 
ing effective  incentive  reimbursement  methods  for  hospitals  may 
depend,  in  part,  on  successfully  defining  and  classifying  the  services 
for  which  reimbursement  is  made.  Similarly,  meaningful  applications 
of  "customary"  and  "prevailing"  charge  criteria  by  carriers  under 
Part  B  hinges  upon  a  careful  definition  of  services. 

The  Council  has  become  concerned  about  the  growth  of  one  par- 
ticular set  of  practices  under  Part  B  of  the  program  which  make  the 
application  of  reasonable  charge  standards  particularly  difficult.  In 
recent  years,  there  has  been  an  increasing  tendency  to  charge  for 
individual  services  which  formerly  had  been  billed  on  the  basis  of 
one  overall  package  charge  for  the  series  of  services.  The  total  charges 
for  the  itemized  services  seem  to  often  substantially  exceed  the 
charge  previously  made  for  the  entire  service  package. 

For  program  payment  on  the  basis  of  customary  and  prevailing 
charges  to  be  effective,  it  is  vital  that  increased  attention  be  given 
to  definitions  of  services;  that  is,  carrier  profiles  and  payment  de- 
termination should  take  account  of  any  variations  in  the  content  of 
the  services  for  which  the  physician  or  supplier  may  bill,  and  carriers 
should  actively  seek  to  get  better  definitions  of  services  and  endeavor 
to  have  them  uniformly  reported.  The  objective,  of  course,  should  be 
for  Medicare  to  pay  the  physician's  or  supplier's  customary  charge 
subject  to  the  prevailing  charge  in  the  community  for  his  customary 
services.  The  new  Social  Security  Administration  instructions  to 
carriers,  described  above,  include  measures  aimed  at  this  problem. 

The  Council  strongly  supports  efforts  of  the  Social  Security 
Administration  to  obtain  the  accurate  definition  and  uniform 
reporting  of  medical  services  by  clarifying  and  implementing 
the  pertinent  instructions  to  Part  B  carriers  and  by  working 
with  physicians  and  professional  groups.  The  Council  also 
urges  that  the  profession  support  package  charges  where  they 
are  feasible  rather  than  further  fragmenting  services  and 
charges. 

Reasonable  Charges  for  Laboratory  Services 

The  Council  has  identified  two  areas  of  concern  with  respect  to 
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reimbursement  for  independent  laboratory  services  under  Medicare. 
These  are:  (1)  the  wide  variation  between  charges  for  services  ren- 
dered by  laboratories  using  manual  techniques  and  those  using  auto- 
mated techniques;  (2)  the  practice  whereby  the  physician  bills  the 
beneficiary  for  laboratory  services  purchased  by  the  physician  from 
an  outside  laboratory.  In  this  latter  case,  the  physician  generally 
purchases  such  services  from  an  automated  high  volume  laboratory 
at  a  very  low  price  per  test  to  himself,  but  often  does  not  pass  the 
saving  on  to  the  beneficiary  in  the  Medicare  program. 

Automation  of  clinical  laboratories  can  significantly  reduce  the  cost 
as  well  as  improve  the  quality  of  laboratory  services.  Indeed,  the 
actual  cost  per  automated  test  may  be  only  a  small  percentage  of 
the  cost  (and  charge)  for  the  same  determination  done  by  manual 
methods.  The  Council  believes  that  cost  savings  resultant  from  auto- 
mation of  laboratories  should  be  passed  on  to  the  beneficiary  and 
the  taxpayers,  something  which  is  not  assured  under  current  policies. 

The  Social  Security  Administration  has  issued  instructions  to  the 
carriers  that  in  those  instances  in  which  the  physician  bills  for 
laboratory  services  purchased  by  him  from  an  outside  laboratory, 
the  carriers  base  the  reasonable  charge  allowance  on  the  actual  cost 
of  the  services  to  the  physician.  The  Council  expects  to  study  the 
effectiveness  of  this  directive  in  assuring  that  the  fiscal  benefits  of 
automation  are  realized  by  the  beneficiary.  The  Council  also  expects 
to  review  two  other  questions:  (1)  whether  payment  under  Medi- 
care for  services  by  a  laboratory  should  be  made  only  to  the  labora- 
tory or  whether  billing  by  the  physicians  should  continue  to  be  per- 
mitted; and,  (2)  whether  services  of  an  independent  laboratory 
should  continue  to  be  paid  for  on  a  reasonable  charge  basis  or 
whether  reimbursement  on  a  reasonable  cost  basis  may  be  better. 

Group  Practice  Prepayment  Plans 

Reimbursement  under  Part  B,  generally,  is  on  the  basis  of  reason- 
able charges  made  on  a  fee-for-service  basis.  Prepaid  group  practice 
plans,  however,  provide  service  benefits  on  a  prepaid  basis  with  no 
fees  for  individual  services.  Congress  recognized  the  distinctive 
character  of  group  practice  prepayment  plans  and  provided  an  al- 
ternative method  of  payment  for  such  plans.  They  may  elect  to  be 
reimbursed  80  percent  of  the  reasonable  cost  of  covered  services, 
rather  than  80  percent  of  reasonable  charges,  both  subject  to  the 
deductible. 

Representatives  of  the  plans  have  indicated  that  the  present  method 
for  reimbursing  group  practice  prepayment  plans  has  required  the 
plans  to  make  major  departures  from  their  normal  methods  of 
operation.  They  also  pointed  out  that  the  present  method  of  re- 
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imburssment  causes  them  to  lose  some  of  their  incentives  for  ef- 
ficiency of  operation  and  utilization.  The  representatives  of  the 
plans  urged  that  the  present  method  of  reimbursement  be  reviewed 
and  that  a  capitation  payment  for  the  full  spectrum  of  covered  serv- 
ices be  negotiated  in  order  that  the  plans  can  continue  to  provide 
services  in  their  usual  manner. 

Recommendation  14: 

The  Council  recommends  that  legislation  be  enacted  authoriz- 
ing the  Secretary  to  negotiate  capitation  reimbursement  pay- 
ments to  group  practice  prepayment  plans. 
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chapter  IV 


quality  of  administration 

No  matter  how  sound  a  law  may  be,  the  program  based  upon  it  will 
be  good  only  if  it  is  well  administered.  Administration  of  Medicare 
is  both  an  unusually  difficult  process  and  a  very  critical  element  in 
achievement  of  the  results  intended  by  the  legislative  enactment. 

Medicare  represents  a  means  by  which  the  administrative  and  finan- 
cial devices  of  social  insurance  can  be  brought  to  bear  on  problems  of 
health  and  medical  care.  It  requires  the  performance  of  the  usual 
social  security  functions  of  collection  of  social  security  contributions 
and  premium  collection,  enrollment  of  the  eligibles  and  maintenance 
of  the  rolls  of  the  insured.  However,  the  review  of  claims  is  a  very 
different  process  in  Medicare  than  in  other  parts  of  social  security. 
Medicare  has  to  handle  some  50  million  claims  a  year,  some  eight 
times  as  many  as  in  all  the  rest  of  social  security.  Where,  in  the  rest 
of  social  security,  the  average  claim  involves  benefits  worth  tens  of 
thousands  of  dollars,  in  Medicare  the  value  of  a  claim  is  in  tens  or 
hundreds  of  dollars.  In  social  security,  generally,  reasonable  admin- 
istrative costs  can  be  achieved  while  each  claim  is  carefully  and 
individually  appraised  and  all  the  evidence  fully  developed.  The 
administrative  expenses  to  support  such  a  process  would  be  inde- 
fensible in  handling  a  $7  charge  for  a  visit  to  a  doctor's  office. 

On  the  medical  care  side,  the  Medicare  program,  through  all  its 
contracting  agencies,  must  judge  the  quality  of  hospitals,  extended 
care  facilities,  home  health  agencies,  independent  laboratories,  and 
physical  therapy  clinics.  Medicare  must  determine  what  costs  of 
hospitals  and  other  institutions  are  reasonable  and  what  charges  for 
medical  services  are  reasonable.  It  must  determine  whether  utiliza- 
tion review  committees  of  hospitals  and  extended  care  facilities  are 
appraising  their  services  adequately.  It  must  determine  whether 
services  being  billed  for  are  medically  reasonable  and  necessary.  In 
all  this,  good  relations  with  those  who  provide  health  services  are 
essential,  so  that  the  health  professions  are  cooperative  with  the 
program  and  receptive  to  comments  and  suggestions  and  help  from 
Medicare. 
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Performance  of  Carriers  and  Intermediaries 

Fiscal  intermediaries  are  responsible  for  processing  claims  and  de- 
termining reasonable  costs  of  providers  under  Part  A.  Carriers  per- 
form similar  functions  for  Part  B,  except  that  in  most  cases  reason- 
able charges  rather  than  reasonable  costs  are  the  relevanjt  factors 
in  Part  B. 

In  the  early  stages  of  Medicare  it  was  natural  that  carriers  and 
intermediaries  should  concentrate  their  energies  upon  developing 
the  machinery  to  process  expeditiously  the  huge  volume  of  claims 
under  the  new  program.  In  fiscal  year  1968,  for  example,  inter- 
mediaries processed  13.7  million  bills,  while  carriers  handled  34  mil- 
lion claims.  As  the  problems  related  to  processing  a  massive  work- 
load have  been  tackled  and  mastered,  it  is  now  essential  that  car- 
riers and  intermediaries  devote  an  increasing  part  of  their  energies 
to  strengthening  their  ability  to  deal  with  the  problems  of  determin- 
ing reasonable  costs  and  charges. 

Chapter  III  discussed  the  rapid  escalation  of  medical  prices  and  the 
role  of  Medicare  in  this  situation.  It  outlined  the  steps  which  have 
been  and  are  being  taken  to  improve  the  criteria  for  reasonable 
charge  determination.  This  effort,  however,  cannot  be  successful 
without  the  whole-hearted  cooperation  of  carriers  and  intermediaries. 
Carrier  and  intermediary  performance  varies  widely  in  discharging 
their  functions  with  respect  to  the  determination  of  reasonable 
charges  and  reasonable  costs.  While  many  of  these  organizations 
have,  indeed,  developed  meaningful  statistical  systems,  charge  pro- 
files, and  screening  procedures,  others  have  lagged  behind.  The 
Council  believes  that  this  area  should  receive  the  highest  priority 
attention  by  the  Social  Security  Administration  and  by  the  carriers 
and  intermediaries. 

The  Council  has  recommended  to  the  Secretary  that  the  Social 
Security  Administration  continue  to  exercise  careful  supervi- 
sion over  carrier  and  intermediary  performance  in  the  matter 
of  reasonable  charge  and  cost  determination  and  utilization 
safeguards.  In  reviewing  performance  of  carriers  and  inter- 
mediaries when  contract  continuation  is  being  considered,  the 
Social  Security  Administration  should  place  particular  weight 
upon  their  performance  in  the  field  of  cost  control. 

The  organizational  ramifications  of  the  program  are  enormous.  They 
require  that  there  be  coordination  of  85  intermediaries  which  process 
hospital  insurance  claims,  50  carriers  which  process  medical  insur- 
ance claims,  and  some  54  State  agencies  which  apply  the  quality 
standards  of  the  program.  In  view  of  the  newness  and  complexities 
of  the  program,  the  Council  believes  it  essential  for  the  Social  Secu- 
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rity  Administration  to  exercise  continued  oversight  of  performance 
by  contractors.  Maintaining  full  knowledge  of  the  details  of  per- 
formance of  so  many  agents  is  a  difficult  enough  task,  but  changing 
the  performance  when  the  primary  weapon  against  inadequacy  is 
termination  of  the  contract  greatly  handicaps  disciplining  the  in- 
adequate performer.  Termination  is  not  merely  a  threat  to  the 
contracting  agency  but  also  to  the  program,  because  it  is  certain 
that  the  performance  of  a  contractor  which  foresees  the  end  of  a 
contract  is  likely  to  deteriorate  further. 

The  Council  also  has  recommended  to  the  Secretary  that  the 
Social  Security  Administration  undertake  a  study  of  how  the 
concept  of  incentive  reimbursement  can  be  applied  to  carriers 
and  intermediaries,  so  that  outstanding  performance  can  be 
rewarded  and  poor  performance  penalized,  without  the  sole 
reliance  on  the  "massive  retaliation"  of  contract  termination. 
The  Council  supports  the  use  of  cooperation  and  persuasion 
to  seek  improvement  among  carriers  and  intermediaries,  but  in 
those  cases  where  persuasion  is  unsuccessful  and  the  agency 
fails  to  carry  out  the  policy  standards  which  are  established, 
termination  of  the  contract  will  have  to  be  the  avenue  which 
is  pursued. 

The  statistical  program  is  of  unusual  importance  in  Medicare  be- 
cause it  provides  the  information  base  from  which  those  who  ad- 
minister the  program,  as  well  as  students  of  medical  care  and  the 
public  and  its  representatives,  can  judge  its  effectiveness  and  de- 
termine where  improvements  are  needed. 

The  Council  urges  that  ways  be  sought  to  provide  the  essential 
statistical  information  base  as  promptly,  completely,  and  ac- 
curately as  possible,  taking  into  account,  of  course,  the  limita- 
tions on  funds  which  are  appropriate  to  the  task. 

Many  of  the  activities  performed  for  Medicare  are  quite  analogous  to 
some  performed  for  Medicaid.  The  effectiveness  of  both  processes 
would  be  advanced,  the  cost  would  be  minimized,  and  the  problems 
to  the  health  services  industry  would  be  reduced  if  Medicaid  func- 
tions to  the  extent  feasible  were  delegated  to  the  agencies  perform- 
ing similar  services  for  Medicare.  One  inspection  and  one  audit  may 
be  able  to  substitute  for  two  now  performed  if  such  a  change  were 
made.  Consistency  between  program  results  could  be  achieved 
without  the  expense  of  coordination. 

The  Council  urges  that,  to  the  extent  feasible,  Medicaid  pro- 
grams delegate  their  functions  to  the  organizations  which  per- 
form analogous  functions  for  Medicare. 
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appendix  a 

recommendations  of  the 
technical  work  group  on 

reasonable  charge 
determination  methodology 

Final  Recommendations  of  the  Work  Group 

During  their  final  meeting  on  October  18,  1968,  the  members  of  the 
work  group  submitted  the  following  final  recommendations  for  trans- 
mittal to  the  Health  Insurance  Benefits  Advisory  Council. 

1.  The  group  recommended  the  establishment,  possibly  under  the 
aegis  of  the  Health  Insurance  Benefits  Advisory  Council,  of 
a  continuing  national  advisory  body,  serviced  by  an  inde- 
pendent staff  of  technical  experts  which  would  (a)  maintain 
continuing  surveillance  of  physicians'  fees;  (b)  develop  a  body 
of  statistical  information  related  to  physicians'  charges;  and 
(c)  prepare  reports  on  its  findings,  directed  at  physicians,  car- 
riers, and  other  individuals  and  organizations  involved  in  the 
delivery  of  health  care  services,  which  would  provide  guidelines 
both  with  respect  to  the  appropriate  fees  for  specific  services, 
and  for  warranted  adjustments  in  fees  related  to  changes  in  the 
prices  of  other  services. 

2.  The  establishment  of  additional  criteria  for  determining  the 
reasonableness  of  a  physician's  charge  beyond  current  charging 
practices  and  the  prevailing  fees  in  the  locality.  (Although  the 
work  group  did  not  offer  specific  recommendations  for  such 
criteria  with  respect  to  all  physicians'  services,  they  did  discuss 
one  example  of  a  possible  criterion  of  reasonableness — they 
indicated  that  the  cost  of  providing  the  services  might  be 
relevant  in  determining  the  reasonable  charge  for  certain  labo- 
ratory services.) 

3.  The  establishment  of  a  fixed  waiting  period,  for  example,  90 
days  before  a  revision  to  a  physician's  charge  for  a  specific 
service  can  be  recognized  as  his  new  customary  charge.  (In  that 
connection,  the  group  also  suggested  that  the  physician  submit 
to  the  carrier  a  statement  of  his  intention  to  increase  his  fees 
for  a  particular  service.)  The  group  also  recommended  as  a 
further  modification  that  a  physician's  customary  charge  should 
not  be  revised  more  frequently  than  once  in  a  specified  period — 
for  example,  once  a  year. 
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4.  In  addition,  while  the  work  group  formed  no  final  consensus 
with  respect  to  possible  modifications  in  the  methodology  for 
determining  prevailing  fee  limits,  the  group  recommended  that 
the  staff  investigate  alternatives  to  the  present  methodology 
which  would  result  in  more  uniform  practices  and  increased 
controls  in  determining  prevailing  fees. 
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home  health  agencies 


number,  size,  distribution,  scope  of  services, 
utilization,  and  cost 


As  of  the  end  of  December  1968  there  were  2,173  home  health  agen- 
cies certified  for  Medicare,  an  increase  of  about  900  since  the  end  of 
October  1966.  Over  400  subunits  of  State  Health  Departments  in 
8  States  were  not  counted  separately  in  the  earlier  counts.  Thus, 
about  half  of  the  increase  in  the  number  of  agencies — from  1,275 
as  of  October  31,  1966,  to  2,173  as  of  December  31,  1968— reflects 
this  difference  in  counting  procedures. 

The  seed  money  provided  by  the  Congress  through  the  community 
health  services  legislation  enacted  in  1962  and  special  appropria- 
tions in  1966  and  1967  markedly  increased  the  number  of  agencies 
able  to  qualify.  Previously  less  than  250  home  health  agencies  had 
furnished  more  than  nursing  service. 

Of  these  agencies  44%  are  official  agencies,  25%  are  Visiting  Nurse 
Associations,  1%  are  combined  government  and  voluntary  nursing 
agencies,  7%  are  hospital-based.  Others  are  based  in  rehabilitation 
facilities,  extended  care  facilities,  retirement  villages,  and  26  in 
other  types  of  agencies.  One  large  voluntary  non-profit  agency  has 
amalgamated  the  interests  and  concerns  of  9  hospitals  and  their 
outpatient  departments  in  providing  a  full  range  of  home  health 
services  for  patients  of  all  ages  who  are  served  by  these  hospitals. 
Although  there  are  more  than  twice  as  many  official  agencies  as 
Visiting  Nurse  Associations,  the  latter  provide  the  bulk  of  the 
service. 

The  extent  to  which  agencies  are  certified  to  provide  services  in 
addition  to  nursing  is: 


There  is,  however,  a  wide  range  in  the  extent  to  which  agencies  are 
providing  the  comprehensive  range  of  services  envisioned  by  the 
Congress. 


Physical  Therapy 
Occupational  Therapy 
Speech  Therapy 
Medical  Social  Service 
Home  Health  Aide 


69.4% 

15.1 

22.7 

22.6 

38.6 
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Number  of  agencies 


Number  of  Services 
in  addition  to  nursing  provided 


1,166 
444 
195 
116 
78 


1 

2 
3 
4 

5 


About  one-fifth  of  these  agencies  also  provide  nutrition  guidance 
and  a  few  provide  inhalation  therapy. 

Geographically  the  distribution  of  agencies  is  very  uneven.  All  States 
and  territories  have  at  least  one  home  health  agency.  In  Rhode 
Island,  Delaware,  Pennsylvania,  District  of  Columbia,  Maryland, 
Virgin  Islands,  and  Guam,  home  health  service  agencies  cover  all 
geographic  areas  of  the  jurisdiction  and,  hence,  are  available  for 
100  percent  of  the  population.  Thirteen  States  have  between  90 
and  99  percent  coverage.  At  the  other  extreme,  Vermont  has  the 
fewest  people  (31  percent)  covered  by  home  health  agencies  of  any 
continental  State. 

Another  measure  of  the  uneveness  of  actual  availability  of  home 
health  services  is  the  "starts  of  care"  data.  In  Rhode  Island  in  the 
year  ending  June  30,  1968  there  were  34.3  starts  of  care  per  1000 
beneficiaries.  In  Mississippi,  the  count  was  3.2  and  in  North  Caro- 
lina, 3.3. 

Agencies  in  1,381  counties  provide  coverage  county- wide.  Partial 
coverage  is  available  in  106.  No  coverage  is  available  in  54  percent 
of  the  counties.1  Many  of  these  are  mountainous  or  desert  areas  in 
which  few  people  live,  or  rural  areas  where  the  population  is  too  small 
to  support  a  home  health  agency.  Scattered  among  25  States,  how- 
ever, there  are  99  counties  with  populations  over  50,000  without  a 
home  health  agency.  The  beneficiary  population  in  these  counties 
is  652.000.  In  these  99  counties  there  are  many  hospitals,  extended 
care  facilities,  mental  health  centers,  and  a  few  rehabilitation 
centers.  Thirty-six  of  these  counties  which  appear  to  be  especially 
favorable  locations  are  receiving  special  attention  from  the  Public 
Health  Service  in  promoting  home  health  services. 

In  large  metropolitan  areas  the  agencies  tend  to  provide  a  compre- 
hensive range  of  services.  For  example,  in  Los  Angeles  three  of  the 
nine  agencies  provide  the  full  range  of  services  specified  in  the  law, 
four  provide  three  services  in  addition  to  nursing  and  two  provide 
two.  Seven  of  the  nine  programs  provide  nutritional  guidance. 

The  uneven  coverage  due  to  geographic  differences  and  staffing 
JSee  p.  64  for  map  of  the  United  States  showing  total,  partial,  and  no  coverage. 


50 


patterns  has  resulted  in  a  large  number  of  agencies  with  only  one 
nurse  (23  percent)  or  two  nurses  (17  percent).  Small  agencies  are 
expensive  to  administer  because  of  uneven  usage,  and  often  are 
staffed  by  personnel  with  other  responsibilities  and  who  are  no 
longer  oriented  to  or  interested  in  bedside  nursing.  Usually  these 
are  official  agencies. 

A  few  States  have  achieved  much  in  sparsely  settled  areas.  In 
Colorado,  for  example,  90  percent  of  the  population  has  access  to 
home  health  services  through  20  agencies,  four  of  which  are  multi- 
county  units.  In  Utah  87  percent  of  the  population  has  access  to 
home  health  services  through  11  home  health  agencies.  Six  of  these 
provide  physical  therapy,  two  offer  medical  social  work  on  a  part- 
time  basis,  and  all  but  one  offer  home  health  aide  service.  In  Idaho 
69  percent  of  the  population  has  access  to  home  health  agencies 
through  nine  agencies,  four  of  which  are  multi-county  units. 

The  problem  of  uneven  coverage  has,  in  general,  three  kinds  of 
solutions: 

a.  Combination  of  two  or  more  agencies  to  assure  better  super- 
vision of  professional  services  and  better  utilization  of  scarce 
manpower; 

b.  Development  of  more  programs  under  the  auspices  best  suited 
to  that  community  after  thorough  examination  of  the  potential 
resources  of  hospitals,  group  practices,  and  other  facilities; 

c.  Encouragement  of  existing  areas  of  coverage  to  increase  the 
comprehensiveness  of  services. 

Because  Medicare  operates  not  independently  but  within  the  frame- 
work of  a  complicated,  primarily  voluntary  medical  care  system, 
relationships  with  other  programs  are  of  greatest  importance.  Other 
funding  sources  are  involved  as  are  State,  regional,  and  areawide 
planning  agencies. 

One  of  the  programs  with  which  home  health  service  agencies  must 
develop  close  relationships  is  the  medical  assistance  program,  usually 
administered  by  welfare  departments.  Because  medical  care  for 
many  persons  over  65  is  financed  totally  or  partially  by  public 
assistance  the  relationship  between  these  two  programs  is  crucial 
to  the  success  of  both.  At  the  Federal  level  a  variety  of  coordination 
activities  are  underway.  Some  States  also  have  such  agreements  and 
all  are  urged  to  develop  them. 

Home  health  services  which  serve  only  aged  persons  are  expensive, 
and  in  small  communities  the  demand  for  service  may  not  be  suffi- 
cient to  assure  viability.  For  service  to  younger  families  with  chil- 
dren, the  Children's  Bureau  makes  grants.  The  extent  to  which 
these  programs  now  help  finance  home  health  services  has  not  been 
analyzed  but  it  is  substantial. 
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Through  the  Comprehensive  Health  Planning  Act  funds  are  avail- 
able for  a  variety  of  purposes  relevant  to  the  future  of  home  health 
services.  The  State  and  areawide  planning  provisions  provide  ex- 
cellent resources  for  rational  decision-making  concerning  where  new 
agencies  need  to  be  developed,  and  old  ones  strengthened  and  com- 
bined or  discontinued.  Not  all  such  agencies  have  representation 
from  home  health  agencies,  but  the  Council  believes  all  should  seek 
this.  From  the  formula  grant  programs  of  this  legislation,  State 
agencies  can  make  seed  money  available  to  help  new  programs 
become  firmly  established.  A  disappointing  number  of  States  have 
done  so.  The  project  grants  could,  if  the  appropriation  were  in- 
creased, also  serve  this  purpose. 

The  Regional  Medical  Programs  are  another  relatively  new  source 
of  funds  and  leadership.  In  at  least  two  counties  in  California  not 
adequately  covered  with  home  health  services,  the  Regional  Medical 
Program  is  helping  meet  the  manpower  problems  which  are  a  wide- 
spread deterrent  to  the  growth  of  home  health  agencies. 

The  Meharry  Neighborhood  Health  Center,  opened  in  1968  in  North 
Nashville,  is  jointly  sponsored  by  the  Tennessee  Mid-South  Regional 
Medical  Program  and  the  Office  of  Economic  Opportunity  and 
funded  by  the  latter.  Here  entire  families  are  offered  continuing, 
personalized  comprehensive  care.  The  Office  of  Economic  Oppor- 
tunity also  helps  finance  home  health  programs  in  neighborhood 
health  centers  in  Boston,  New  York,  Chicago,  Mound  Bayou,  and 
some  rural  counties  in  Kentucky. 

The  Appalachian  Regional  Commission  has,  since  July  1968,  made 
funds  available  for  home  health  agencies  serving  16  counties  in 
Kentucky,  one  in  Virginia,  and  nine  in  West  Virginia.  Five  of  these 
are  hospital-based  programs. 

Voluntary  sources  of  support  are  also  identifiable:  foundations,  Blue 
Cross,  other  insurance,  and  United  Givers  Funds.  National  founda- 
tions have  rarely  helped  support  home  health  agencies  but  a  number 
of  local  foundations  do  so.  The  same  is  true  of  categorical  disease 
agencies.  In  many  localities  such  agencies  help  support  home  health 
agencies  and  a  few  Easter  Seal  Societies  have  been  certified  for 
Medicare. 

As  such  support  develops  and  programs  mature,  there  should  be  a 
sharp  reduction  in  the  number  of  Medicare  beneficiaries  who  do 
not  have  access  to  home  health  agencies.  Such  support  will  also  be 
reflected  in  increased  utilization.  In  the  first  two  years  of  Medicare 
payment  was  authorized  for  560,000  claims  under  Hospital  Insur- 
ance and  529,000  claims  under  Medical  Insurance.  The  total  cost  was 
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$71,530,000  or  one  percent  of  the  total  benefits  in  the  first  two  years 
of  the  program. 


improving  the  Quality  of  Home 
Health  Services 


The  Conditions  of  Participation  for  Home  Health  Agencies  were 
promulgated  by  the  Secretary  to  assure  quality  services  for  Medicare 
beneficiaries  and  to  serve  as  the  basis  for  home  health  agencies  to 
qualify  as  providers  of  services.  Several  States  have  set  higher 
standards  for  home  health  services  than  those  adopted  under  Medi- 
care. California  and  New  York  accomplished  this  by  enacting  State 
licensure  for  the  agencies,  while  Connecticut,  New  Jersey,  Massa- 
chusetts, and  Rhode  Island  requested  of  the  Secretary  and  received 
his  approval  for  standards  higher  than  the  conditions  of  participa- 
tion. These  standards  principally  related  to  the  use  of  public  health 
nurses  as  supervisors  and  agency  administrators.  The  Council  urges 
that  other  States  adopt  higher  standards  when  they  have  the 
capacity  to  do  so. 

Despite  the  national  shortage  of  health  professionals,  most  home 
health  agencies  have  been  able  to  meet  the  standards  related  to  the 
qualifications  of  their  personnel.  As  of  August  1968,  the  percentage 
of  agencies  that  had  major  deficiencies  in  relation  to  personnel 
qualifications  were: 


The  greatest  difficulties  which  home  health  services  are  experiencing 
in  meeting  the  conditions  have  to  do  with  organizational  and  man- 
agement aspects  of  their  program  operation.  Five  of  the  first  nine 
conditions  of  participation  relate  to  these  activities.  Deficiencies  are 
common  in  such  areas  as  the  effective  provision  of  a  second  service 
which  is  required  for  certification,  provision  for  full-time  professional 
supervision,  the  appropriate  use  of  a  professional  advisory  committee, 
adequate  personnel  policies,  and  well-defined  admission  and  dis- 
charge policies.  More  than  100  agencies  have  not  made  available 
the  second  service  required;  nor  have  they  informed  physicians  and 
beneficiaries  that  the  service  is  available.  The  requirement  for  a 
professional  advisory  committee  which  is  basic  to  good  administra- 


Type  of  Service 


Percentage  of  Agencies 
with  Major  Deficiencies 


Nursing 

Occupational  Therapy 
Medical  Social  Work 
Speech  Therapy 
Physical  Therapy 
Home  Health  Aide 


6.8 
4.7 
4.1 
3.7 
3.4 
1.8 
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tion  has  been  misunderstood  by  many  agencies  and  ignored  by 
others.  Some  agencies  have  not  provided  full-time  professional 
supervision  for  the  days  and  hours  when  home  health  care  is  avail- 
able. Through  administrative  action  the  relevant  conditions  of 
participation  are  now  in  process  of  revision.  The  requirement  for 
periodic  evaluation  also  is  not  being  implemented  effectively  by 
many  agencies.  There  is  also  need  for  a  provision  for  regular  collec- 
tion of  statistics  and  review  of  patient  records  to  show  that  patient 
needs  are  being  met  quantitatively  and  qualitatively.  This  condition, 
too,  is  being  revised  to  specify  what  agencies  are  expected  to  do  to 
assure  overall  program  effectiveness  as  well  as  better  statistics  and 
record  review.  Resurveys  of  certified  agencies  have  also  shown  that 
some  have  difficulty  meeting  another  three  conditipns  covering  how 
patients  are  accepted,  how  the  plan  of  treatment  is  established 
initially  and  regularly  reviewed,  and  how  clinical  records  are  main- 
tained. Three  of  these  conditions  are  in  process  of  revision. 

To  assist  agencies  in  carrying  out  the  intent  of  such  revised  condi- 
tions, the  Public  Health  Service  and  the  Social  Security  Administra- 
tion will  make  available  tools  which  have  been  developed  by  State 
and  local  agencies.1  2  3  4  5  6  7 

The  survey  process  has  revealed  a  number  of  general  problems  in 
the  application  of  the  standards.  Interpretations  have  varied  among 
the  States,  and  as  a  result  the  Social  Security  Administration  is 
developing  expanded  guidelines  which  will  insure  more  uniformity 
and  equity  in  State  action. 

Most  State  Medicare  agencies  became  involved  with  home  health 
agencies  for  the  first  time  during  their  initial  certification,  in  con- 
trast to  their  having  had  previous  relationships  with  hospitals  and 
extended  care  facilities  through  State  licensure  or  voluntary  ap- 
proval programs.  Simultaneously  with  the  certification  of  existing 
agencies,  State  agencies  were  urged  to  encourage  the  development 
of  home  health  agencies.  The  same  agencies  were  largely  responsible 

1  "A  Guide  for  Program  Evaluation,"  developed  by  Ohio  State  Department  of 

Health,  published  by  Public  Health  Service,  in  press. 
2 Report  of  the  Special  Study  and  Evaluation  Committee  of  Board  of  Directors 

of  Home  Care  Association  of  Monroe  County  (N.Y),  Inc.,  published  by 

Public  Health  Service,  in  press. 

3  Home  Health  Agencies  after  One  Year  of  Medicare,  USDHEW,  PHS,  1967 
(49  pp.)  (Appendix  includes  model  record  forms.) 

4  "Guidelines  for  Good  Record  Keeping  in  HHA's,"  published  by  Public  Health 
Service,  in  press. 

5  "Guidelines  for  Use  of  Home  Health  Agency  Case  Record  Review,"  devised 
by  Ad  Hoc  Committee  of  the  Associated  Hospital  Service  Home  Health 
Agency  Medicare  Liaison  Committee,  New  York,  N.Y.,  8  pp.,  in  press. 

6National  League  of  Nursing,  Report  of  Regional  Meeting,  Sept.  25-27,  1968. 
7  U.S.D.H.E.W.,  PHS,  HSMHA,  Community  Health  Service,  "Home  Health 
Agencies  Professional  Groups,  Four  Observations,"  in  press. 
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for  distributing  seed  money  from  the  Public  Health  Service  to  assist 
new  and  struggling  agencies  to  meet  Medicare  requirements  and 
expand  services  where  feasible. 

Concern  about  the  availability  of  services  and  the  dispatch  with 
which  the  State  agencies  were  compelled  to  do  the  initial  surveys 
contributed  to  inaccuracies  which  they  are  now  moving  to  eliminate. 

The  Council  has  found  that  fiscal  intermediaries  that  employ  public 
health  nurses  (Massachusetts  Hospital  Service,  Michigan  Hospital 
Service,  Hospital  Service  of  New  York,  and  Blue  Cross  of  Greater 
Philadelphia)  are  more  effectively  carrying  out  their  responsibilities 
to  State  agencies  and  providers.  During  1969,  special  attention  will 
be  given  to  upgrading  the  performance  of  fiscal  intermediaries  in 
States  where  there  are  few  home  health  agencies  which  offer  only 
minimal  services  to  a  limited  number  of  beneficiaries. 

The  Effects  of  the  Cost  Reimbursement 
Principles  on  Home  Health  Agencies 

There  are  indications  that  for  various  reasons — lack  of  familiarity 
on  the  part  of  some  home  health  agencies  with  recordkeeping  and 
accounting  practices  and  comparable  unfamiliarity  of  some  inter- 
mediaries with  the  home  health  agencies  and  services,  a  number  of 
agencies  have  experienced  some  special  difficulties  in  implementing 
the  cost  reimbursement  principles.  At  present,  home  health  agencies 
have  the  option  of  five  methods  for  the  determining  of  the  cost  of 
services.  Three  of  these  methods  were  developed  by  the  National 
League  for  Nursing,  another  by  the  Public  Health  Service  and  the 
fifth  consists  of  apportionment  of  costs  under  the  RCCAC  Method 
(ratio  of  charges  to  charges  applied  to  costs)  suggested  by  the  Social 
Security  Administration. 

Cost  and  reimbursement  vary  considerably  depending  upon  the 
provider's  program  and  policies  and  the  method  used  to  determine 
costs.  Programs  range  from  those  that  provide  only  home  visits  for 
care  of  the  sick  to  the  multiple  activities  found  in  health  depart- 
ments and  other  types  of  agencies  that  operate  clinics  and  other 
services.  A  more  equitable  reimbursement  results  in  the  latter 
agencies  when  costs  are  identified  by  category  or  visits  since  visits 
for  care  services  of  the  sick  are  the  most  costly. 

The  variations  in  cost  can  be  demonstrated  by  two  communities  with 
multiple  agencies.  In  one  of  these,  the  average  visit  cost  ranges  from 
$4.62  in  an  extended  care  based  agency  to  $26.72  in  a  public  hospital 
based  program.  Three  voluntary  agencies  offering  multiple  and 
similar  services  had  consistent  costs  of  about  $14.50  with  variations 
of  only  a  few  cents.  In  the  other  community  with  four  agencies, 
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nursing  visit  costs  range  from  $3.68  to  $18.55.  The  Visiting  Nurse 
Association  costs  were  $3.68.  Two  health  departments  had  costs 
between  $9.00  and  $10.00;  and  the  proprietary  agency  had  costs 
of  $18.55. 

As  yet  no  suitable  mechanism  has  evolved  for  evaluating  the  wide 
differences  in  volume  and  cost  of  service  among  agencies.  Staff  of 
the  Public  Health  Service  and  Social  Security  Administration  are 
engaged  in  a  major  effort  to  develop  community  profiles  primarily 
for  the  use  of  fiscal  intermediaries.1  A  secondary  use  will  be  guidance 
to  areawide  and  local  planning  agencies  in  the  establishment  of  new 
agencies  and  the  consolidation  of  small  ones. 

At  the  outset  of  Medicare,  only  agencies  experienced  in  fee  collection 
and  program  budgeting  had  usable  information.  Many  official  agen- 
cies had  never  accepted  fees  and  in  a  number  of  States,  laws  pro- 
hibited their  collecting  fees.  These  laws  had  to  be  rescinded.  In 
some  States  the  reimbursement  to  official  agencies  goes  to  a  general 
State  or  county  fund.  There  may  be  no  relationship  between  the 
volume  of  service  for  which  the  State  or  county  makes  appropriations 
and  the  volume  of  service  provided;  also  Medicare  reimbursement 
may  go  into  a  general  fund  with  no  earmarking  for  home  health 
services.  Agencies  in  this  predicament  have  little  interest  in  develop- 
ing good  costing  methods. 

Prior  to  Medicare,  only  a  few  fiscal  intermediaries  had  had  experi- 
ence with  home  health  agencies.  They  assumed  their  reimbursement 
responsibilities  without  prior  knowledge  and  experience  and  in  many 
instances  with  staff  who  had  had  no  exposure  to  home  health  care. 
Similarly,  neither  the  professional  nor  administrative  staff  of  most 
providers  had  had  experience  with  billing  procedures.  In  addition, 
Part  B  claims  represent  special  complexities  because  many  elderly 
patients  do  not  understand  the  deductible  and  coinsurance  provi- 
sions. Nurses  spend  costly  time  explaining  these  provisions  to 
patients  and  their  families.  Only  four  intermediaries  have  included 
public  health  nurses  on  their  staff  to  help  carry  out  the  intermediary 
responsibilities  in  relation  to  home  health  services.  Some  providers 
have  not  understood  that  the  fiscal  intermediary  is  responsible  for 
claims  review  and  have  considered  such  external  review  to  be 
interference  with  the  delivery  of  services.  The  Council  strongly 
endorses  all  efforts  to  provide  increased  assistance  to  those  agencies 
which  have  experienced  difficulties  with  respect  to  the  reimburse- 
ment principles. 

Payment  at  predetermined  regular  intervals  and  on  the  basis  of 
anticipated  rather  than  actual  costs  also  has  not  always  been 

1  See  Community  Profiles,  pp.  65-78 


56 


understood  in  its  relationship  to  the  adjustments  at  the  end  of  the 
cost  reporting  period. 

One  of  the  inherent  limitations  affecting  reimbursement  in  the  insur- 
ance approach  is  the  exclusion  of  custodial  care.  Other  social  mech- 
anisms must  be  developed  for  some  needs  of  older  people.  Under 
Medicare,  for  example,  home  health  services  are  available  only  to 
homebound  ill  patients  under  active  medical  care.  A  substantial 
number  of  persons  over  65,  however,  do  not  need  skilled  nursing, 
or  other  professional  health  services  but  do  need  intermittent  part- 
time  services  of  a  home  health  aide  for  personal  care  and  house- 
keeping duties.  Failure  to  understand  this  exclusion  resulted  in 
heavy  losses  to  some  agencies  during  1967-68;  and  they  continue 
to  face  the  problem  of  funds  for  this  kind  of  service.  There  is  real 
need  for  the  Congress  to  provide  funds  for  part-time  intermittent 
home  health  aide  services  through  legislation  other  than  Medicare 
when  this  non-professional  service  is  all  the  individual  needs. 


Table  1. 

Number  of  Certified  Home  Health  Agencies  by  Type: 
1966-1968 


October 

January 

May 

August 

Type  of  Agency 

1966 

1968 

1968 

1968 

Total1 

1,543 

1,898 

2,029 

2,101 

'Visiting  Nurse  Association 

494 

569 

553 

538 

Combined  Government 

81 

98 

106 

105 

and  Voluntary 

Official  Health1 

829 

1,033 

1,164 

1,243 

Hospital  Based 

79 

150 

154 

161 

Rehabilitation  Facility 

8 

12 

14 

12 

Based 

Extended  Care 

4 

14 

16 

15 

Facility  Based 

Other 

48 

22 

22 

27 

SOURCE:  SOCIAL  SECURITY  ADMINISTRATION  (Type  of  agency  from 
application  form  SSA-1515) 

1  Includes  the  sub-units  of  7  State  health  departments  certified  on  a  Statewide 
basis. 

Prepared  by  Community  Profile  Data  Center,  October  8,  1968 
*The  trend  in  the  reduction  of  the  number  of  certified  VNA's  is  primarily 
attributable  to  the  merger  of  agencies. 
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Table  2 

Estimated  Population  in  Service  Areas  of 
Certified  Home  Health  Agencies,  by  Region 
and  State  October  1967 

Total  .  oP°PulatAion 


Region  and  State  Population1  Number  Percent 


TOTAL    200,232,200  162,451,310  81 

REGION  I 

Connecticut    2,899,700  2,859,713  99 

Maine    989,100  470,499  48 

Massachusetts    5,424,500  4,969,705  92 

New  Hampshire   663,100  483,607  73 

Rhode  Island   904,300  904,300  100 

Vermont    401,000  123,552  31 

REGION  II 

Delaware    518,100  518,100  100 

New  Jersey    6,910,700  6,678,099  97 

New  York    18,101,700  18,007,000  99 

Pennsylvania    11,711,400  11,711,400  100 

REGION  III 

District  of  Columbia   809,200  809,200  100 

Kentucky   3,164,500  590,543  19 

Maryland    3,636,200  3,636,200  100 

North  Carolina   4,944,000  1,566,256  32 

Puerto  Rico    2,697,000  1,782  * 

Virginia   ...   4,535,300  4,455,700  98 

Virgin  Islands   56,000  56,000  100 

West  Virginia   1,771,600  1,023,899  58 

Canal  Zone   55,600  0  0 

REGION  IV 

Alabama   3,510,000  2,632,700  75 

Florida    6,045,600  5,664,133  94 

Georgia   4,396,900  2,248,400  51 

Mississippi    2,311,300  1,571,600  68 

South  Carolina    2,605,600  2,059,700  79 

Tennessee   3,866,900  3,594,000  93 

REGION  V 

Illinois    10,775,300  9,645,600  90 

Indiana   4,958,400  2,756,200  56 

Michigan    8,392,100  8,090,900  96 

Ohio    10,537,200  9,238,642  88 

Wisconsin   4,247,100  3,218,229  76 
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Table  2  (cont'd) 

Total 
Resident 

Region  and  State  Population1 
REGION  VI 

Iowa  .   2,813,600 

Kansas    2,272,100 

Minnesota    3,615,800 

Missouri    4,516,000 

Nebraska    1,473,900 

North  Dakota   644,400 

South  Dakota    706,400 

REGION  VII 

Arkansas   1,936,600 

Louisiana    3,617,300 

New  Mexico   1,048,400 

Oklahoma   2,459,000 

Texas    10,898,500 

REGION  VIII 

Colorado    2,020,300 

Idaho    702,300 

Montana   718,900 

Utah   1,019,600 

Wyoming   r  351,600 

REGION  IX 

American  Samoa   28,800 

Alaska   263,200 

Arizona   1,652,000 

California    19,225,700 

Guam    94,000 

Hawaii    736,400 

Nevada    461,200 

Oregon    1,951,100 

Washington    3,072,700 

Trust  Territories   93,000 


Population 
in  Service  Areas - 


Number 


Percent 


1,159,063 

A  t 

41 

1     O  1  H  AAA 

1,319,000 

C  Q 

oo 

2,747,400 

76 

2,922,438 

65 

r*  a  o  c\f\c\ 

648,000 

A  A 

44 

OC1    H  f\C\ 

351,701) 

00 

acq  i  r\  n 
45o,100 

bo 

i,yuz,ouu 

no 

2,635,700 

73 

455,600 

43 

2,133,700 

87 

7,147,800 

66 

1,746,600 

86 

460,700 

66 

444,900 

62 

856,400 

84 

188,300 

54 

0 

53,000 
1,410,058 
18,144,737 
94,000 
728,372 
271,160 
1,866,823 
2,719,300 
0 


0 
20 
85 
94 
100 
99 
59 
96 
88 

0 


*Less  than  0.5 

1  Estimates  for  50  States  as  of  December  31,  1966,  from  Market  Statistics,  Inc., 
Survey  of  Buying  Power.  Estimates  for  other  areas  as  of  July  1,  1967,  from 
U.  S.  Bureau  of  the  Census,  Current  Population  Reports. 

2  Based  on  geographic  service  area  data  collected  from  State  departments  of 
health  by  the  Regional  offices  of  the  U.S.  Public  Health  Service  for  Home 
Health  Agencies  certified  for  participation  in  Medicare  as  of  October  30,  1967. 
Estimates  of  population  in  the  service  areas  were  made  by  the  Community 
Profile  Data  Center,  usin;:  data  from  Market  Statistics,  Inc.,  supplemented 
when  necessary  by  estima.es  based  on  data  from  the  U.S.  Census  Bureau. 
Prepared  by  Community  Profile  Data  Center  revised  October  7,  1968 
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Table  3 

Estimated  Number  of  Part  A  Beneficiaries 
in  Service  Areas  of  Certified  Home  Health 
Agencies,  by  Region  and  State:  October  1967 

Total  Beneficiary  Po 

t-,  n  ■  in  Service  P 
Beneficiary   

Region  and  State  Population1  Number 


TOTAL    18,710,952  14,865,835  79 

REGION  I 

Connecticut    270,576  257,255  95 

Maine    115,527  55,281  48 

Massachusetts    614,947  565,077  92 

New  Hampshire   76,421  55,068  72 

Rhode  Island   99,179  99,179  100 

Vermont    47,381  14,370  30 

REGION  II 

Delaware    41,514  41,514  100 

New  Jersey   648,099  626,750  97 

New  York   1,896,392  1,885,742  99 

Pennsylvania    1,221,136  1,221,136  100 

REGION  III 

District  of  Columbia   66,832  66,832  100 

Kentucky    321,183  55,687  17 

Maryland    258,288  258,288  100 

North  Carolina    370,796  114,022  31 

Puerto  Rico    137,864  142  * 

Virginia    326,647  317,222  97 

Virgin  Islands   2,267  2,267  100 

West  Virginia   190,047  112,945  59 

REGION  IV 

Alabama   296,379  220,338  74 

Florida    711,896  652,025  92 

Georgia   330,223  148,669  45 

Mississippi    208,122  133,756  64 

South  Carolina    172,917  133,338  77 

Tennessee   352,459  321,507  91 

REGION  V 

Illinois    1,061,043  903,802  85 

Indiana   474,760  240,888  51 

Michigan   725,670  691,738  95 

Ohio    958,899  832,221  87 

Wisconsin   451,157  339,703  75 
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Table  3  (Cont'd) 


Region  and  State 

REGION  VI 

Iowa   

Kansas   

Minnesota   

Missouri   

Nebraska   

North  Dakota  .  . 
South  Dakota  .  . 

REGION  VII 

Arkansas   

Louisiana   

New  Mexico  .... 

Oklahoma  

Texas   

REGION  VIII 

Colorado  

Idaho   

Montana   

Utah   

Wyoming   

REGION  IX 

Alaska   

Arizona  

California  

Guam   

Hawaii   

Nevada  

Oregon   

Washington 
Other  Territories 
American  Samoa 


Total 
Beneficiary 
Population 1 


Beneficiary  Population 
in  Service  Areas 2 


Number 


Percent 


345,531 

122,833 

35 

256,512 

131,423 

51 

393,280 

278,490 

71 

534,468 

302,575 

57 

176,012 

61,719 

35 

64,266 

31,926 

50 

77,815 

oU,Ubo 

CIA 

o4 

216,643 

212,027 

98 

276,127 

195,346 

71 

62,181 

25,692 

41 

272,687 

227,374 

83 

o  /  /  ,Uz  / 

JffC  COO 

CO 

Do 

175,092 

145,979 

83 

63,685 

40,553 

64 

67,180 

40,527 

60 

68,613 

55,290 

81 

29,345 

14,386 

49 

5,589 

1,149 

21 

120,746 

106,915 

89 

1,608,277 

1,478,068 

92 

1,124 

1,124 

100 

37,307 

36,687 

98 

24,230 

14,702 

61 

206,214 

196,445 

95 

301,904 

262,263 

87 

295 

0 

0 

181 

0 

0 

*Less  than  0.5  percent 

irrhe  number  of  persons  enrolled  for  hospital  insurance  benefits  under  Medi- 
care, as  of  July  1,  1966. 

2 Based  on  service  area  data  obtained  in  study  conducted  by  U.S.  Public  Health 
Service  through  its  regional  offices.  Since  data  are  not  available  at  less  than 
county  levels,  estimates  for  these  areas  were  based  on  the  assumption  that 
the  distribution  of  Part  A  beneficiaries  is  the  same  as  that  of  the  total 
population. 

Prepared  by  Community  Profile  Data  Center,  October  14,  1968. 
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Table  4 

Percent  of  Counties  Having  Total,  Partial,  or 
no  Coverage  by  Service  Areas  of  Certified  Home 
Health  Agencies,  by  State— October  1967 

Percent  of  Counties 


Total         Partial  No 
State  Coverage     Coverage  Coverage 


TOTAL    43  3  54 

Alabama   61  —  39 

Alaska   5  —  95 

Arizona   29  28  43 

Arkansas   45  —  55 

California    71  3  26 

Colorado   40  —  60 

Connecticut    25  75  — 

Delaware    100  —  — 

Dist.  of  Col   100  —  — 

Florida    75  3  22 

Georgia   18  —  82 

Guam    100  —  — 

Hawaii    40  40  20 

Idaho    39  —  61 

Illinois   51  —  49 

Indiana   23  2  75 

Iowa    10  9  81 

Kansas    31  —  69 

Kentucky    8  3  89 

Louisiana    45  —  55 

Maine    19  56  25 

Maryland    100  —  — 

Massachusetts    14  79  7 

Michigan   84  —  16 

Minnesota    43  —  57 

Mississippi    51  —  49 

Missouri    21  2  77 

Montana   30  —  70 

Nebraska    4  1  95 

Nevada   6  41  53 
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Table  4  (Cont'd) 

Percent  of  Counties 


Total         Partial  No 
State  Coverage     Coverage  Coverage 


New  Hampshire   —  100  — 

New  Jersey   62  38  — 

New  York   97  —  3 

New  Mexico   13  —  87 

North  Carolina    12  3  85 

North  Dakota   36  2  62 

Ohio    69  6  25 

Oklahoma   66  —  34 

Oregon    69  6  25 

Pennsylvania    100  —  — 

Puerto  Rico    1  —  99 

Rhode  Island   100  —  — 

South  Carolina    61  —  39 

South  Dakota   42  —  58 

Tennessee    81  —  19 

Texas    13  —  87 

Utah    28  —  72 

Vermont   —  43  57 

Virgin  Islands    100  —  — 

Virginia   96  —  4 

Washington    67  —  33 

West  Virginia   38  4  58 

Wisconsin   49  11  40 

Wyoming    33  —  67 


Prepared  by  Community  Profile  Data  Center,  U.  S.  Public  Health  Service, 
March  1969. 
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consultants 

The  following  served  as  consultants  to  the  Council  during  the 
course  of  its  deliberations  and  the  preparation  of  its  Annual  Report: 


Leslie  L.  Alexander,  M.D. 
Downstate  Medical  Center 
Brooklyn,  New  York 

Mr.  William  E.  Beaumont,  Jr. 
Nursing  Home  Owner-Operator 
Little  Rock,  Arkansas 

Miss  Norma  L.  Beerweiler 
Home  Care 

Michigan  Hospital  Service 
Detroit,  Michigan 

Dr.  Howard  L.  Bost 
Professor  of  Med.  and  Hosp. 

Economics 
University  of  Kentucky 
Lexington,  Kentucky 

Miss  Florence  Brown 
Home  Care  Program 
Associated  Hospital  Service  of 

Greater  Philadelphia 
Philadelphia,  Pennsylvania 

Francis  Browning,  M.D. 

Kodak  Park  Medical  Department 

Rochester,  New  York 

Mr.  J.  Douglas  Colman,  President 
Associated  Hospital  Service  of 

New  York 
New  York,  New  York 

Karl  C.  Corley,  M.D. 
Chancellor,  American  College  of 

Radiology 
Doctors  Hospital 
Washington,  D.C. 

John  M.  Dennis,  M.D. 
University  Hospital 
Baltimore,  Maryland 

Miss  Barbara  Doody 
Home  Health  Administrator 
Massachusetts  Hospital  Service,  Inc. 
Boston,  Massachusetts 


James  J.  Feffer,  M.D. 

Associate  Dean  of  Clinical  Affairs 

George  Washington  Univ.  Medical 

Center 
Washington,  D.C. 

Silas  W.  Grant,  M.D. 
Private  Practice  of  Medicine 
Hillsboro,  Texas 

John  Griffith 

Bureau  of  Hospital  Administration 
University  of  Michigan 
Ann  Arbor,  Michigan 

Mrs.  Mary  Hahn 

Ohio  Department  of  Health 

Columbus,  Ohio 

Philip  Hampton,  M.D. 
Private  Practice  of  Medicine 
Tampa,  Florida 

Donald  Harrington,  M.D. 
President,  Foundation  for  Medical 

Care  for  San  Joaquin  County 
Stockton,  California 

Robert  Jack 

Administrative  Director  of  the 
Kaiser  Foundation's  Medicare 
Liaison  Division 

Oakland,  California 

Richard  C.  Kilborn 
President,  Mutual  Medical 

Insurance,  Inc. 
Indianapolis,  Indiana 

Miss  Margaret  Lewis,  Director 
Visiting  Nurse  Service 
Denver,  Colorado 

Henry  Manning 

Deputy  Commissioner,  Department 

of  Hospitals 
New  York,  New  York 

Mr.  J.  A.  McMahon,  President 
North  Carolina  Blue  Cross- 
Blue  Shield 
Durham,  North  Carolina 
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George  W.  Melcher,  M.D. 
President,  Group  Health 

Insurance,  Inc. 
New  York,  New  York 

Russell  M.  Morgan,  M.D. 
Johns  Hopkins  Hospital 
Baltimore,  Maryland 

Harold  Newman 

Group  Health  Cooperative  of 

Puget  Sound 
Seattle,  Washington 

Seymour  Ochsner,  M.D. 

Ochsner  Clinic 

New  Orleans,  Louisiana 

Antolin  Raventos,  M.D. 
University  of  Pennsylvania 

Medical  School 
Philadelphia,  Pennsylvania 

Miss  Helen  Rawlinson 
Administrator,  Home  Care  Program 
Associated  Hospital  Service  of 

Greater  Philadelphia 
Philadelphia,  Pennsylvania 

Eva  Reese,  R.N. 

Visiting  Nurse  Service  of  New  York 
New  York,  New  York 

John  Rowland 

American  Medical  Association 
Chicago,  Illinois 

Wendell  G.  Scott,  M.D. 
Washington  University 

School  of  Medicine 
St.  Louis,  Missouri 


Reverend  Robert  P.  Slattery 
The  Cardinal  Ritter  Institution 
St.  Louis,  Missouri 

J.  Minott  Stickney,  M.D. 
Mayo  Foundation 
Rochester,  Minnesota 

Joseph  Terenzio 
Commissioner,  Department  of 

Hospitals 
New  York,  New  York 

Miss  Anne-Marie  Thorn 
Director  of  Home  Care 
Associated  Hospital  Service  of 

New  York 
New  York,  New  York 

Eugene  Vayda,  M.D. 

Medical  Director  of  Community 

Health  Foundation 
Cleveland,  Ohio 

William  C.  White,  Jr. 
Director,  Health  Insurance 

Relations,  Government  Affairs 

Department 
Prudential  Insurance  Company  of 

America 
Newark,  New  Jersey 

Stanley  M.  Wyman,  M.D. 
Harvard  Medical  School 
Boston,  Massachusetts 

Alonzo  S.  Yerby,  M.D. 
Associate  Dean, 
School  of  Public  Health 
Harvard  University 
Boston,  Massachusetts 
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THE     ADVISORY     COUNCIL     ON     PUBLIC  WELFARE 


^Having  the  Power, 
We  have  the  Duty" 


REPORT  TO  THE  SECRETARY  OF  HEALTH,  EDUCATION,  AND  WELFARE 

U.S.  DEPARTMENT  OF  HEALTH,  EDUCATION,  AND  WELFARE    •    WELFARE  ADMINISTRATION 


WASHINGTON,  D.C. 


JUNE  29,  1966 


LETTER  OF  TRANSMITTAL 


June  29,  1966 


The  Honorable  John  W.  Gardner 
Secretary  of  Health,  Education,  and  Welfare 

Dear  Mr.  Secretary: 

In  accordance  with  section  1114  of  the  Social  Security  Act,  as 
amended  in  1962,  there  is  transmitted  herewith  the  report  of  the  Advisory 
Council  on  Public  Welfare,  appointed  in  1964.  The  report,  as  directed  by 
law,  includes  the  Council's  findings  and  recommendations  with  respect  to 
the  administration  of  the  public  assistance  and  child  welfare  services  pro- 
grams. On  January  28,  1963,  these  programs  were  brought  within  the 
Department's  Welfare  Administration. 

Respectfully  submitted, 


FEDELE   F.    FAURI,  CHAIRMAN 


MRS.    D  F.LESLIE  ALLEN 


WALTER   E.   BROWN,  M.D. 
JAMES    W.  FOOARTY 


MRS.   CERNORIA   D.  JOHNSON 
GUY    R.  JUSTIS 
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LEONARD  LESSER 


C.    VIRGIL  MARTIN 


FRANK    W.  NEWGENT 


EUGENE    H.  NIGKERSON 


SANFORD  SOLENDER 


ELIZABETH  WICKENDEN 


FOREWORD 


The  Advisory  Council  on  Public  Welfare  was  appointed  in  July 
1964  by  the  Secretary  of  Health,  Education,  and  Welfare,  acting  under  a 
Congressional  directive  included  in  the  Public  Welfare  Amendments  of  1962. 
This  directive  called  upon  the  Council: 

to  review  the  administration  of  the  public  assistance  and  child  welfare 
services  programs  for  which  the  Social  Security  Act  authorizes  Federal 
funds;  and  to  make  recommendations  for  improvements  in  these  programs, 
taking  account  of  their  administration,  relationships  with  the  Old  Age, 
Survivors,  and  Disability  Insurance  program,  the  fiscal  capacities  of  the  States 
and  the  Federal  Government,  and  other  matters  relating  to  Federal-State 
shares  in  these  assistance  and  welfare  services  programs.1 

The  Committee  on  Ways  and  Means  of  the  House  of  Repre- 
sentatives pointed  out  that  "independent  review"  by  such  a  group  would  be 
particularly  useful  not  only  because  the  Nation's  public  welfare  programs 
are  "large  and  complex,"  but  also  because  they  "must  respond  to  problems 
which  shift  with  the  changing  nature  of  our  social  and  economic 
conditions."  2 

SOCIAL  PROGRESS  THROUGH  LEGISLATION 

By  enacting  the  1962  Amendments,  Congress  made  it  possible  for 
the  federally  aided  welfare  programs  to  respond  more  effectively  to  some 
of  the  social  and  economic  changes  with  which  public  welfare  must  deal. 
By  allowing  for  an  interval  before  the  appointment  of  the  Advisory  Council, 
Congress  wisely  left  time  for  the  States  to  act  on  the  provisions  in  this  new 
legislation.  As  indicated  in  this  Report,  progress  has  been  substantial,  but 
not  without  problems.    This  was  to  be  expected. 

What  could  not  be  clearly  foreseen,  even  as  recently  as  1962,  was 
the  continuing  upswing  in  national  concern  and  in  Federal  action  on  social 
and  economic  problems  of  individuals  and  families  since  the  Council  came 


1  Title  XI,  sec.  1114  of  the  Social  Security  Act  as  amended  in  1962. 

2  Public  Welfare  Amendments  of  1962:  House  of  Representatives  Report  No.  1414  (to 
accompany  H.R.  10606) .    For  citation,  see  page  25. 


into  being.  The  forward  movement  led  to  the  Social  Security  Amendments 
of  1965,  coincidentally  marking  the  30th  anniversary  of  the  original  Social 
Security  Act.  This  has  been  a  history  making  period  in  American  social 
legislation. 

These  developments  have  added  greatly  to  the  scope  and  the  chal- 
lenge of  the  Advisory  Council's  assignment.  Through  an  unprecedented 
combination  of  old  and  new  measures,  public  welfare  is  not  only  strengthen- 
ing its  traditional  services,  but  assuming  new  responsibilities  including  civil 
rights  and  broadened  war-on-poverty  activities.  While  taking  account  of 
these  inter-relationships,  the  Advisory  Council  has  been  careful  to  keep  a 
sharp  focus  on  the  area  of  concern  assigned  to  it  by  Congress — the  present 
operation  and  continuing  improvement  of  public  welfare  in  the  United  States. 

SOURCES  OF  INFORMATION 

To  bring  together  a  comprehensive  body  of  current  information 
and  experience,  the  Advisory  Council  has  tapped  three  major  sources: 

First,  the  Advisory  Council  members  have  drawn  upon  their  own 
backgrounds  to  contribute  factual  content  as  well  as  points  of  view. 

Second,  the  resources  within  the  Federal  Government  have  been 
fully  utilized.  As  the  agency  most  directly  involved,  the  Welfare  Adminis- 
tration has  been  a  generous  and  unfailing  source  for  needed  information. 
The  Advisory  Council  has  also  had  the  benefit  of  information  supplied  by  the 
Social  Security  Administration  and  other  agencies  with  related  programs. 

Third,  a  series  of  six  regional  open  hearings  of  the  Advisory  Council 
proved  to  be  an  invaluable  source  of  first-hand  information  and  experience.3 
The  Council's  purpose  in  seeking  this  coast-to-coast  sampling  of  opinion 
about  public  welfare  was  to  build  the  broadest  possible  base  for  its  own  review 
and  conclusions.  The  regional  hearings  amply  fulfilled  this  purpose.  This 
composite  view  of  public  welfare  in  action — always  candid  and  in  sum  total 
constructive — has  made  an  outstanding  contribution  to  the  Advisory  Coun- 
cil's work. 

REACHING  A  CONSENSUS 

The  core  of  the  Advisory  Council's  review  and  recommendations 
was  the  product  of  its  own  work  sessions.  With  what  may  well  be  a  mini- 
mum of  absences  for  such  groups,  this  scheduled  series  of  2-day  meetings  at 
3-month  intervals  brought  the  Council's  full  membership  together  in  Wash- 


3  See  appendix:  Regional  Hearings  of  the  Advisory  Council  on  Public  Welfare. 


ington.  Special  assignments  were  also  undertaken  by  small  committees 
and  by  individual  Council  members. 

Both  the  diversity  in  background  among  Council  members  and 
their  common  interest  in  public  welfare  have  been  reflected  throughout 
their  deliberations.  Many  questions  were  raised — and  on  occasion  long 
debated. 

PAST,  PRESENT,  AND  FUTURE 

As  part  of  its  task,  the  Advisory  Council  has  reviewed  the  reports 
of  its  immediate  predecessors  4  and  it  has  been  impressed  by  the  extent  to 
which  their  views  are  embodied  in  recent  steps  to  strengthen  the  public  wel- 
fare program. 

Since  it  serves  as  a  connecting  link  between  these  earlier  groups 
and  similar  groups  to  come,  the  present  Advisory  Council  feels  a  strong 
sense  of  continuity  with  both  past  and  future.  At  the  same  time,  however, 
it  recognizes  that  it  enjoys  two  unique  distinctions : 

First,  it  is  the  first  Federal  advisory  body  in  this  field  to  be  appointed 
since  the  establishment  of  the  Welfare  Administration — and  therefore  the 
first  to  have  an  opportunity  of  considering  the  total  public  welfare  program 
as  a  comprehensive  entity  within  which  public  assistance,  including  medical 
assistance;  family  welfare  services;  juvenile  delinquency;  and  child  health 
and  welfare  services  are  all  essential  components. 

Second,  it  has  been  privileged  to  have  the  personal  interest  of  two 
Secretaries  of  Health,  Education,  and  Welfare — the  Honorable  Anthony  J. 
Celebrezze,  who  appointed  the  Advisory  Council  on  Public  Welfare,  and  the 
Honorable  John  W.  Gardner,  who  succeeded  Judge  Celebrezze  in  the  summer 
of  1965,  and  to  whom  the  Council  now  submits  its  Report. 
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Public  Welfare:  A  Comprehensive  Program  of  Basic  Social  Guarantees 


A  Statement  of  the  Council's  Central  Recommendations 


THE  PRESENT  SITUATION 

Public  welfare  is  the  only  governmental  pro- 
gram operating  in  the  United  States  today  which 
has  as  its  assigned  task  the  provision  of  an  ulti- 
mate guarantee  against  poverty  and  social  de- 
privation. Its  role  in  society  is  to  assure  to  in- 
dividuals, families,  and  communities  the 
recognized  basic  essentials  of  living  within  a 
framework  of  related  governmental  and  volun- 
tary measures. 

Its  ability  to  carry  out  this  function  is  neces- 
sarily governed  by  its  legislative  mandate  and  the 
financial  resources  it  is  given  by  the  public.  At 
the  present  time  public  welfare  is  desperately 
handicapped  in  both  respects.  But  it  is  neverthe- 
less to  public  welfare  that  people  must  look  for 
aid  when  income  from  other  sources  falls  short 
or  the  traditional  protections  of  family  and  other 
forms  of  voluntary  association  do  not  adequately 
meet  their  social  needs.  All  societies  in  order  to 
survive  must  make  provision  for  these  needs 
within  the  limits  of  their  resources  and  social 
pattern.  The  United  States  is,  however,  distin- 
guished from  other  countries  in  the  degree  to 
which  unprecedented  resources  combine  with  the 
unprecedented  interdependence  to  make  such 
basic  protections  both  possible  and  essential. 

The  very  concept  of  a  guarantee  requires  that 
it  be  available  to  all  it  is  intended  to  protect,  be 
adequate  to  their  needs,  consistent  with  the 
standards  of  the  society  in  which  they  live,  and 
available  on  a  dignified  basis  as  a  matter  of  legal 
right. 

Today,  despite  legislative  improvements  and 
courageous  administrative  leadership,  our  public 
welfare  provisions  fall  short  on  all  these  counts. 


They  are  expected  to  make  up  to  individuals  for 
all  deficiencies  of  economic  and  social  function- 
ing in  our  society  but  are  given  limited  resources 
in  law  and  financing  with  which  to  do  so. 
Approximately  8  million  persons  are  today  de- 
pendent on  a  precariously  low  level  of  assistance. 
But  an  additional  26  million  are  living  below  the 
income  level  which  the  Government  defines  as 
constituting  poverty  within  American  standards. 
Social  services  for  the  protection  of  children,  aid 
to  families,  and  facilitating  help  for  the  aged,  the 
disabled,  the  isolated,  the  uprooted  or  other  in- 
dividuals overburdened  by  problems  beyond  their 
powers  of  personal  solution  are  so  spotty  as  to 
constitute  a  token  of  help  for  some  rather  than 
a  true  guarantee  for  all.  Public  welfare  is  not 
the  only  or  always  the  best  answer  to  all  these 
problems  but  in  the  realities  of  today's  situation 
it  is  caught  between  overwhelming  needs  and 
inadequate  resources  with  which  to  meet  them. 

Congress  recognized  the  inadequacy  of  our 
present  public  welfare  provisions  when  it  author- 
ized in  1962  the  creation  of  an  Advisory  Council 
on  Public  Welfare  to  review  the  present  Federal 
provisions  for  public  assistance  and  child  wel- 
fare services  and  to  submit  recommendations  for 
their  improvement. 

The  Advisory  Council  on  Public  Welfare  has 
diligently  pursued  this  assignment  since  its  ap- 
pointment in  1964.  It  has  met  a  total  of  18  days 
in  Washington.  It  has  studied  all  available  docu- 
ments, reports,  and  statistics.  It  has  conferred 
with  responsible  officials  from  all  the  operating 
bureaus  charged  with  the  administration  of  these 
programs  at  the  Federal  level.  It  has  conducted 
six  open  hearings  in  various  sections  of  the  coun- 


try  at  which  the  opinions  and  recommendations 
of  almost  350  interested  persons  were  solicited, 
heard,  recoided,  and  analyzed.  Witnesses  in- 
cluding spokesmen  for  State  governments,  mem- 
bers of  the  legislatures,  State  and  local  public 
welfare  administrators,  experts  from  voluntary 
social  welfare  agencies  and  universities,  repre- 
sentatives of  business  and  labor  organizations,  and 
persons  representing  the  public  welfare  benefi- 
ciary groups. 

On  all  counts  and  from  all  sources  the  weight 
of  the  evidence  is  incontestable:  a  major  up- 
dating of  our  public  welfare  system  is  essential 
if  it  is  to  fulfill  its  assigned  task  of  assuring  a  basic 
floor  of  economic  and  social  security  for  all  Amer- 
icans. The  remedies  must  match  these  indict- 
ments : 

•  Public  assistance  payments  are  so  low  and  so 
uneven  that  the  Government  is,  by  its  own  stan- 
dards and  definitions,  a  major  source  of  the 
poverty  on  which  it  has  declared  unconditional 
war. 

•  Large  numbers  of  those  in  desperate  need,  in- 
cluding many  children,  are  excluded  even  from 
this  level  of  aid  by  arbitrary  eligibility  require- 
ments unrelated  to  need  such  as  those  based  on 
age,  family  situation,  degree  of  disability,  alleged 
employability,  low  earnings,  unrealistic  require- 
ments for  family  contribution,  durational  resi- 
dence requirements,  and  absence  of  provisions 
for  emergency  assistance. 

•  The  methods  for  determining  and  rede- 
termining eligibility  for  assistance  and  the  amount 
to  which  the  applicant  is  entitled  are,  in  most 
States,  confusing,  onerous,  and  demeaning  for 
the  applicant;  complex  and  time  consuming  for 
the  worker;  and  incompatible  with  the  concept 
of  assistance  as  a  legal  right. 

•  The  lack  of  adequate  social  services  for  fami- 
lies, children,  young  people,  and  individuals  iso- 
lated by  age  or  disability  is  itself  a  major  factor 


in  the  perpetuation  of  such  social  evils  as  crime 
and  juvenile  delinquency,  mental  illness,  illegiti- 
macy, multigenerational  dependency,  slum  en- 
vironments, and  the  widely  deplored  climate  of 
unrest,  alienation,  and  discouragement  among 
many  groups  in  the  population. 

•  Neither  the  war  on  poverty  nor  achievement 
of  the  long  range  goals  implicit  in  a  Great  Society 
concept  can  succeed  so  long  as  the  basic  guaran- 
tees of  a  practical  minimum  level  of  income  and 
social  protection  are  not  assured  for  all. 

THE  COUNCIL'S  RECOMMENDATIONS 

Only  comprehensive  nationwide  protections 
can  meet  this  challenge.  The  Council,  there- 
fore, recommends  the  addition  of  a  title  to  the 
Social  Security  Act  to  provide,  in  cooperation 
with  the  States,  a  new  nationwide  program  of 
basic  social  guarantees  on  the  following  basis: 

1.  General  Proposal 

The  new  program  would  require  that  adequate 
financial  aid  and  social  services  be  available  to 
all  who  need  them  as  a  matter  of  right.  To  make 
this  possible  a  new  pattern  of  Federal-State  co- 
operation is  proposed.  The  Federal  Government 
would  set  nationwide  standards,  adjusted  by  ob- 
jective criteria  to  varying  costs  and  conditions 
among  the  States,  and  assume  the  total  cost  of 
their  implementation  above  a  stipulated  State 
share.  The  States  would  thus  be  freed  to  con- 
centrate their  efforts  on  meeting  human  needs, 
relieved  of  the  present  multiple  Federal  program 
requirements  and  the  constant  pressure  to  find 
new  sources  of  State  financing.  The  required 
components  for  participation  in  this  new  program 
are  described  below. 

2.  Assistance  Standards 

A  floor  of  required  individual  or  family  in- 
come would  be  established  for  each  State  in  terms 


of  the  cost  of  a  modest  but  adequate  family  budget 
for  families  of  various  sizes  and  circumstances  as 
established  by  objective  methods  of  budget  cost- 
ing. This  would  constitute  the  minimum  level  of 
assistance  which  must  prevail  in  that  State. 

3.  Eligibility  for  Aid 

All  persons  with  available  income  falling  below 
this  established  budget  level  would  be  entitled  to 
receive  aid  to  the  extent  of  that  deficiency.  Need 
would  be  the  sole  measure  of  entitlement  and 
irrevelant  exclusions  such  as  those  based  on  age, 
family  composition  or  situation,  degree  of  dis- 
ability, presumption  of  income  not  actually  avail- 
able to  the  applicant,  low  earning  capacity,  filial 
responsibility,  or  alleged  employability  would  not 
conform  with  requirements  of  this  program. 
Provision  for  immediate  emergency  aid  when 
needed  would  also  be  required. 

4.  Eligibility  Determination 

Applicants  for  aid  would  establish  their  initial 
eligibility  by  personal  statements  or  simple  inquiry 
relating  to  their  financial  situation  and  family 
composition,  subject  only  to  subsequent  sample 
review  conducted  in  such  manner  as  to  protect 
their  dignity,  privacy,  and  constitutional  rights. 

5.  Child  and  Youth  Welfare  Services 

The  Federal  Government  would  also  specify 
the  required  components  for  child  and  youth  wel- 
fare services  to  be  included  within  the  compre- 
hensive new  program.  These  would  include  pro- 
tective and  social  services  for  children  in  a  vulner- 
able situation,  foster  care  placement  in  homes 
and  institutions  at  reasonable  rates  of  reimburse- 
ment, adoptive  placement  services,  services  to  un- 
married mothers,  homemaker  services,  day  care, 
other  types  of  group  service,  provisions  for  spe- 
cialized institutional  care,  probation  and  school 
social  service  (where  not  otherwise  available), 
special  programs  for  young  people,  and  services 


related  to  the  licensing  of  nongovernmental  pro- 
grams. Special  provisions  would  be  required  for 
young  people  coming  to  the  attention  of  authori- 
ties for  unlawful  or  antisocial  acts  or  believed  to 
be  vulnerable  to  such  activity. 

It  is  the  goal  of  the  Council  that  adequate  child 
welfare  services  should  be  available  to  all  children 
in  need  of  them  as  a  matter  of  enforceable  legal 
right.  Recognizing,  however,  the  practical  dif- 
ficulty of  assuring  the  universal  availability  of  a 
full  range  of  services  immediately,  it  is  recom- 
mended that  the  Federal  Government  distinguish 
between  services  which  must  be  available  to  all 
eligible  children  and  those  which  may  be  included 
in  the  comprehensive  program  on  a  progressively 
expanding  basis  within  the  same  financing 
pattern. 

6.  Other  Social  Services 

The  comprehensive  State  plan  would  also  in- 
clude other  specified  social  services  for  families, 
older  persons,  individuals  with  special  problems 
relating  to  health  or  other  handicaps,  and  for  a 
better  ordering  of  community  social  resources. 
Again  a  distinction  would  be  made  between 
those  to  which  individuals  would  be  entitled  by 
legal  right  on  the  basis  of  universal  availability 
and  those  approved  for  inclusion  within  the  State 
plan  on  a  basis  of  progressive  coverage.  Ex- 
amples of  such  social  services  would  include  the 
following:  neighborhood  advice  and  referral 
centers;  services  to  assist  the  aged  and  home- 
bound  in  meeting  their  medical,  housing,  recrea- 
tional, social  and  activity  needs;  supportive  serv- 
ices for  mothers  with  special  problems;  social 
services  related  to  health  needs  including  family 
planning;  services  to  advance  employability — 
including  aid  in  moving  to  new  locations  promis- 
ing employment  opportunity;  and  community 
planning  services. 

7.  Legal  Rights 

Entitlement  to  all  benefits  and  services  within 


this  program  would  be  protected  by  the  follow- 
ing legally  enforceable  rights :  ( 1 )  the  right  to 
apply  and  receive  prompt,  objective,  and  impar- 
tial determination  of  eligibility  for  and  provision 
of  benefit  or  service,  ( 2 )  the  right  to  be  given  a 
fair  hearing  against  unacceptable  judgments,  by 
an  impartial  appeals  agent,  ( 3 )  the  right  to  repre- 
sentation in  appeals,  by  an  attorney  whose  services 
and  costs  would  be  compensated  by  the  agency 
if  not  otherwise  provided  for,  (4)  the  right  to 
court  review,  and  (5 )  the  obligation  on  the  agency 
to  publicize  the  conditions  of  entitlement  to  all 
benefits  and  services.  The  right  to  services  would 
be  conditioned  on  the  need  for  service  rather  than 
income  level. 

8.  Personnel 

Because  the  fulfillment  of  all  these  objectives 
depends  upon  a  dramatic  increase  in  the  present 
limited  national  pool  of  professional  social  work- 
ers, social  work  aides,  and  related  auxiliary  per- 
sonnel, special  legislation  for  Federal  financial  aid 
to  encourage  and  expand  the  training  of  such 
workers  is  essential  to  this  plan. 

9.  States'  Share 

The  State's  share  in  the  financing  of  this  com- 
prehensive program  would  be  established  each 
year  on  a  total  dollar  basis  determined  by  objec- 
tive criteria  related  to  its  fiscal  capacity  and  effort. 

10.  Federal  Share 

For  States  operating  under  this  program  of 
basic  social  guarantees  the  Federal  Government 
would  assume  the  full  financial  responsibility  for 
the  difference  in  cost  between  the  State's  share 
and  the  total  cost  of  the  new  program.  This  con- 
stitutes in  effect  a  revolutionary  reversal  of  roles  of 
the  Federal  and  State  governments  in  the  financ- 
ing pattern.  Under  the  present  system  it  is  as- 
sumed that  the  primary  responsibility  for  deter- 
mining the  scope,  level  of  benefits,  and  financing 


of  the  various  components  of  a  public  welfare 
program  rests  with  the  States.  Under  the  new 
proposal  national  standards  of  performance 
would  be  recognized  as  calling  for  an  equivalent 
national  assumption  of  financial  responsibility  by 
the  Federal  Government.  Within  this  pattern, 
since  no  differentials  would  be  applied  among 
types  of  expenditures,  Federal  auditing  would  be 
limited  to  actual  expenditures  and  program  per- 
formance in  terms  of  required  Federal  standards. 
States  would,  of  course,  be  required  either  to  fi- 
nance their  share  by  State  funds  or  to  make  com- 
parable financial  arrangements  with  their  politi- 
cal subdivisions  to  assure  equitable  and  universal 
standards  throughout  the  State. 

1 1 .  Interim  Option 

States  not  yet  prepared  to  participate  in  the 
new  nationwide  program  could  continue  on  a 
transitional  but  limited  interim  basis  to  operate 
under  the  existing  titles.  States'  rights  and  State 
options  would  thus  be  protected  during  the  period 
of  accommodation  but  the  fiscal,  policy,  and  ad- 
ministrative advantages  to  the  States  of  a  plan 
which  fixes  and  limits  their  total  financial  obliga- 
tion in  relationship  to  their  fiscal  capacity  would 
be  a  powerful  incentive  to  cooperate  in  this  new 
plan  of  partnership.  The  simplification  of  ac- 
counting, reporting,  and  audit  procedure  alone 
would  eliminate  many  of  the  complexities  and 
confusions  that  presently  plague  Federal-State 
relationships. 

ANSWERS  TO  SOME  BASIC  QUESTIONS 

Can  We  Afford  This  Proposal? 

America  is  not  only  a  country  of  actual,  ad- 
vancing, and  virtually  unlimited  potential  ma- 
terial prosperity,  it  is  also  a  country  committed 
to  high  social  aspirations.  The  elimination  of 
poverty  and  the  achievement  for  all  its  people  of 


social  justice,  basic  security,  and  opportunities  for 
self-realization  are  the  announced  goals  of  the 
Great  Society.  We  have  the  resources  in  pro- 
ductivity and  institutional  adaptability  to  realize 
these  aspirations  for  our  own  people  without 
sacrificing  our  obligations  to  the  peace  and  de- 
velopment of  the  rest  of  the  world.  It  is  not  only 
our  present  national  income  and  growth  rate  that 
justify  this  assumption;  it  is  also  our  faith  in 
America's  capacity  to  make  continuing  advances 
in  the  most  effective  development  and  use  of  its 
vast  resources. 

Public  welfare,  as  the  ultimate  source  of  pro- 
tection against  poverty  and  social  deprivation,  has 
its  unique  role  to  play  in  this  great  national  un- 
dertaking. But  it  is  one  of  many  measures 
through  which  we  are  seeking  to  reduce  the  extent 
of  such  economic  and  social  hardships.  At 
present  it  is  expected  to  do  too  much  in  some 
situations  and  too  little  in  others.  This  is  so 
because  we  have  not  yet  sufficiently  expanded 
those  other  measures  that  can  prevent  poverty  be- 
fore it  occurs  and  thus  free  public  welfare  for  its 
essential  social  service  task.  It  should  not  be  ex- 
pected to  serve  either  as  a  universal  panacea  or  a 
universal  scapegoat  for  all  the  ills  of  society. 
Measures  to  prevent  poverty  should  reduce  its 
burden  and  thereby  bring  the  cost  of  doing  its 
own  job  within  manageable  proportions. 

Much  of  the  cost  of  an  adequate  program  of 
basic  guarantees  against  poverty  and  social  depri- 
vation can  and  should  be  reduced  by  measures  to 
assure  adequately  paid  jobs  to  all  who  can  and 
should  work,  an  adequate  system  of  replacement 
income  through  the  proven  mechanism  of  social 
insurance  for  those  no  longer  able  to  work,  an 
adequate  network  of  educational  and  health 
measures,  and  adequate  legal  protections  for  those 
vulnerable  to  discrimination  and  exploitation. 
Others  are  intrinsic  to  the  social  task  of  public 
welfare  and  must  be  met  if  the  promise  of  a  Great 
Society  is  to  be  achieved.    For  the  very  com- 


plexity of  the  social  organization,  on  which  our 
vaunted  prosperity  depends,  demands  an  equiva- 
lent assumption  of  social  responsibility  toward  its 
individual  members.  Not  only  can  we  well  afford 
the  costs  involved,  but  we  can  not  afford  to  ignore 
the  responsibility  to  further  this  adaptation  at  all 
levels  of  our  community  life.  This  is  the  core 
job  of  public  welfare  to  the  achievement  of  which 
the  Advisory  Council's  recommendations  are 
directed. 

Why  a  National  Program? 

The  United  States  is  a  single  Nation,  operating 
within  a  nationwide  economic  system,  and  com- 
mitted to  a  single  set  of  social  values.  The  mo- 
bility of  its  population  is  not  only  necessary  to 
the  functioning  of  the  economy  but  is  guaranteed 
by  the  Constitution.  Its  citizens  have  the  right  to 
expect  comparable  protections  wherever  they  live 
and  wherever  they  may  move  in  the  interests 
of  their  own  and  the  Nation's  welfare.  Only 
through  the  leadership  of  the  Federal  Govern- 
ment, agent  of  all  the  American  people,  can  this 
goal  be  achieved.  Not  only  does  it  require  a  na- 
tional program  standard  but  a  plan  of  financing 
which  recognizes  that  the  costs  and  burdens  of 
such  a  standard  tend  to  fall  most  heavily  on  those 
areas  of  the  country  least  able  to  bear  them.  Ex- 
perience has  shown  that  the  Federal  Government 
must  be  prepared  to  carry  the  additional  cost  to 
the  States  of  the  standards  it  imposes  if  they  are 
to  be  effective.  A  guarantee  which  is  not  sup- 
ported by  adequate  nationwide  requirements  and 
financing  is — in  the  realities  of  modern  America — 
no  guarantee  at  all. 

Why  a  Plan  of  Federal-State  Cooperation? 

Public  welfare  has  by  tradition  and  Constitu- 
tional interpretation  been  an  administrative 
responsibility  of  the  States  and  their  political  sub- 
divisions. There  are  many  advantages  in  building 
on  this  existing  nationwide  institutional  base  and 


the  Council  believes  its  proposal  would  success- 
fully reconcile  the  values  of  national  program 
standards  with  decentralized  administration. 
Alternative  plans  for  Federal  administration  of 
minimum  income  guarantees  seem  to  assume  that 
we  will  never  be  able  to  prevent  or  greatly  reduce 
poverty  by  other  measures  and  must,  therefore, 
retool  our  assistance  program  on  a  depersonalized 
basis  to  carry  a  major  part  of  the  load.  The 
Council's  recommendation,  on  the  other  hand, 
assumes  that  a  reduction  in  the  extent  of  prevent- 
able poverty  will  serve  to  emphasize  the  individ- 
ualizing service  role  of  public  welfare  as  a  com- 
prehensive program  of  aid  and  services  function- 
ing at  a  neighborhood  level. 

Recognizing,  however,  that  the  success  of  any 
innovation  depends  upon  its  acceptability  to  those 
with  the  means  and  authority  to  make  it  work, 
the  Council  recommends  a  limited  transitional 
period  during  which  the  States  would  have  the 
option  to  continue  under  the  existing  assistance 
and  child  welfare  titles  of  the  Social  Security  Act. 
Frequently  time  is  required  for  States  to  evaluate 
the  full  advantages  of  a  new  proposal  and  make 
the  necessary  legislative  and  administrative 
changes.  The  Council's  recommendation  in  this 
respect  follows  the  precedent  of  optional  alter- 
natives already  adopted  by  the  Congress  with 
respect  to  titles  XVI,  XIX  and  the  provisions  for 
social  service  reimbursement  but  offers  an  un- 
precedented incentive  in  its  financial  and  admin- 
istrative advantages  to  the  States  as  described 
below. 

Why  the  New  Pattern  of  Financial  Sharing? 

Under  the  Council's  proposal,  which  is  the  very 
essence  of  simplicity,  the  States  would  be  offered 
a  new  kind  of  relationship  to  the  Federal  pro- 
gram :  basic  Federal  financing  on  a  lump  sum 
residual  basis  in  return  for  ( 1 )  the  adoption  of 
minimum  national  program  standards  and  (2) 


the  investment  of  a  fixed  State  share  which  would 
be  predetermined  according  to  objective  criteria 
related  to  fiscal  capacity  and  effort.  States  wish- 
ing to  use  their  own  funds  to  move  above  the 
prescribed  national  minimum  would,  of  course, 
be  encouraged  to  do  so.  But  within  the  pre- 
scribed national  standards  the  responsibility  of 
the  States  would  be  fixed. 

There  are  clear  advantages  to  both  the  Federal 
and  State  administering  agencies  in  such  a  plan. 
It  would  obviate  much  of  the  elaborate  paper- 
work now  made  by  after-the-fact  auditing  of  in- 
dividual expenditures  to  meet  complex  reim- 
bursement formulae.  It  would  overcome  the 
differentials  in  Federal  matching  which  have  dis- 
criminated so  severely  against  children  under 
both  the  AFDC  and  child  welfare  programs.  It 
would  give  the  States  great  freedom  in  the  in- 
ternal organization  of  their  programs  and  the 
distribution  of  their  resources. 

But  the  principal  advantage  is  that  it  would 
clearly  implement  the  concept  of  minimum  na- 
tional standards  by  placing  on  the  Federal  Gov- 
ernment the  full  responsibility  for  the  additional 
costs  of  the  policies  and  levels  of  benefit  it 
prescribes. 

Why  a  National  Floor  Under  Assistance 
Payments? 

Present  variations  in  the  levels  and  scope  of  in- 
come guarantee  are  unconscionable  by  any  meas- 
ure. Once  the  practical  limitation  of  State  fiscal 
capacity  has  been  eliminated  by  the  plan  of  fi- 
nancing proposed  by  the  Council  the  logic  of 
nationwide  Federal  standards  becomes  incon- 
testable. Just  as  minimum  wage  legislation  places 
a  floor  under  most  wages  so  such  a  standard  would 
place  a  practical  floor  under  the  American  level 
of  living.  Differentials  in  the  costing  of  such  a 
level  of  living  could  be  objectively  determined  by 
periodic  spot  checks  such  as  those  now  made  by 
the  Labor  and  Agriculture  Departments. 


There  are  many  advantages  to  the  States  them- 
selves in  such  a  national  floor.  For  the  States 
where  standards  are  now  low  it  would  act  as  a 
powerful  lever  in  upgrading  the  economic  level 
of  the  whole  population.  For  the  States  where 
standards  are  higher  it  removes  the  argument  for 
residence  restrictions  based  on  the  assumption  that 
assistance  serves  as  an  incentive  to  migration. 
But  the  greater  long  run  advantage  lies  in  the  fact 
that  people  who  are  in  fact  moving  under  the 
inexorable  pressure  of  labor-market  changes 
would  not  bring  with  them  the  accumulated 
handicaps  imposed  by  prior  economic  depriva- 
tion. 

For  the  Nation  as  a  whole  a  floor  under  income 
constitutes  a  clear  declaration  of  conscience  and 
of  practical  intention  to  move  above  that  level. 
All  our  experience  has  shown  that  it  is  the  prac- 
tical minimum  which  acts  as  a  lever  on  other 
sources  of  income  in  the  total  dynamic  of  income 
policy.  The  Council  does  not  recommend  a  floor 
under  income  on  the  defeatist  assumption  that 
millions  of  Americans  must  settle  for  a  minimum 
level  of  living  dependent  for  its  financing  on  the 
more  affluent  majority.  Its  advocacy  of  this  step 
is  based  on  the  positive  belief  that  this  is  a  prac- 
tical step  toward  minimizing  that  depressed 
minority  by  assuring  a  guaranteed  level  of  living 
and  service. 

Why  Are  Services  Essential  to  a  Program  of 
Basic  Social  Guarantees? 

The  goal  of  the  Great  Society  assumes  a  social 
setting  in  which  all  individuals  and  families  are 
able  to  realize  their  full  potential  for  self-realiza- 
tion and  participation  in  community  life.  This 
means  that  every  child  should  be  assured  the 
supportive  care  necessary  to  his  growth  and  devel- 
opment, that  every  individual  should  have  avail- 
able to  him  necessary  help  when  age,  disability,  or 
isolation  creates  need  beyond  the  scope  of  his  per- 
sonal or  family  resources,  that  no  one  should  feel 


lost  in  the  present  day  variety  of  specialized  pro- 
grams, and  that  no  community  should  lack  a  focus 
of  responsible  leadership  in  assuring  that  existing 
needs  are  met  and  new  services  developed  as  new 
needs  emerge.    This  is  the  essential  service  task. 

The  Council's  recommendations  assume  that 
the  proposed  program  of  basic  social  guarantees 
must  combine  provision  for  these  services  with 
those  for  assuring  minimum  income  and  that  these 
services  should  be  available  as  a  matter  of  legal 
right  to  all  who  need  them.  From  the  point  of 
view  of  individuals  and  families  experiencing  dif- 
ficulty or  needing  help,  their  problems  do  not  ap- 
pear in  neatly  segmented  categories;  their  need  is 
for  a  single  source  of  aid  or  guidance.  The  over- 
burdened mother  suddenly  left  with  several  chil- 
dren may  need  day  care  or  other  services  as  much 
as  income.  The  chronically  ill  older  person  re- 
quiring constant  care  needs  help  in  locating  as 
well  as  paying  for  a  nursing  home  or  other  suitable 
arrangements.  But  within  the  proposed  compre- 
hensive financing  pattern  the  responsible  public 
welfare  agency  would  have  much  wider  freedom 
than  at  present  in  organizing  the  actual  admin- 
istration of  specialized  services  in  such  a  way  as 
to  make  the  best  use  of  available  resources  in  meet- 
ing actual  need. 

The  Council  proposes  that  the  concept  of  legal 
entitlement  to  specified  services  be  extended  as 
rapidly  as  universal  availability  can  be  assured. 
This  challenge  is  nowhere  more  apparent  than  in 
the  area  of  our  oldest  social  service  responsibility, 
that  of  child  welfare  services.  The  vitality  of  any 
society  can  be  measured  by  the  way  it  treats  the 
children  on  whom  its  own  future  health  depends. 
Adults  who  in  childhood  have  failed  to  receive 
the  physical  and  emotional  nourishment  neces- 
sary for  their  own  best  development  become,  in 
their  turn,  inadequate  parents,  poor  citizens,  and 
economic  misfits,  incapable  of  the  adaptations 
required  by  our  technological  society.  Some- 
where this  cycle  must  be  broken  and  this  is  the 


task  of  those  social  services  broadly  covered  by 
the  term  "child  welfare."  The  Council  proposes 
that  these  services  be  extended  to  all  who  need 
them  on  the  basis  of  a  legally  enforceable  right. 

Historically  child  welfare  services  have  been 
centered  on  the  most  obviously  vulnerable  child : 
the  child  left  without  adequate  adult  protection 
because  of  death,  illness,  desertion,  neglect,  abuse, 
or  inadequacy  on  the  part  of  one  or  both  parents. 
Substitute  care  has  been  provided  in  the  form  of 
placement  in  a  foster  home  or  institution  or 
through  adoption.  Recently  the  concept  of  child 
welfare  has  widened  to  include  measures  to  im- 
prove the  situation  of  the  child  in  his  own  home 
through  the  counseling  of  parents,  the  provision 
of  ancillary  services,  such  as  day  care  and  other 
group  activities,  specialized  services  for  children 
with  particular  physical  or  psychological  handi- 
caps, etc.,  and  the  provision  of  homemaker  service 
when  the  mother  is  ill  or  absent  or  otherwise 
unable  to  meet  her  basic  responsibilities  to  the 
family.  The  potential  scope  for  services  of  these 
kinds  is  almost  unlimited  and  offers  a  new  frontier 
in  our  increasingly  service  oriented  economy. 

The  existing  program  of  child  welfare  services 
has  pioneered  in  all  these  areas  but  coverage  is  so 
spotty  both  geographically  and  in  scope  of  bene- 
fits that  it  offers  little  guarantee  of  protection  to 
the  Nation's  children.  Some  of  the  most  vulner- 
able, especially  children  in  minority  groups,  have 
had  the  least  protection  where  they  need  the  most. 
Adapting  to  these  needs  and  deprivations  as  best 
they  can,  today's  neglected  children  become  to- 
morrow's social  problems.  The  Council  believes 
that  a  nationwide  guarantee  of  protection  and 
help  to  these  children  should  have  a  top  priority 
in  the  Great  Society  program. 

While  child  welfare  services  have  the  longest 
history  among  the  social  services,  the  role  of  serv- 
ices generally  in  our  society  is  currently  ex- 
periencing an  explosive  growth  in  extent  and 
variety.    On  all  sides  new  developments  and  ex- 


periments are  responding  to  the  demands  of  an 
increasingly  complex,  changing,  and  urbanized 
environment  in  which  the  traditional  role  of 
family  and  neighborly  mutual  aid  requires  these 
supports  and  supplementation  of  organized 
measures.  Some  of  these  services  are  highly  spe- 
cialized requiring  the  competence  of  professional 
social  workers  while  others,  under  professional 
supervision  and  organization,  can  be  effectively 
rendered  by  individuals  with  special  but  sub- 
professional  training.  For  example,  the  family 
of  small  children  temporarily  deprived  by  illness 
of  a  mother's  care  or  the  homebound  elderly  per- 
son of  limited  strength  and  mobility  can  be  helped 
to  maintain  his  accustomed  way  of  life  by  a  home- 
maker  trained  for  that  particular  function,  work- 
ing under  professional  supervision. 

Services  are  important  not  only  in  assisting 
families  and  individuals  in  situations  of  special 
crisis  and  continuing  need;  they  also  become 
increasingly  essential  as  the  inescapable  speciali- 
zation of  community  services  confronts  people 
with  a  complex  and  often  baffling  maze  of  bene- 
fits and  services.  People  need  a  readily  accessible 
source  of  advice  and  counsel  in  negotiating  the 
complexities  of  finding  the  best  answer  to  all  re- 
quirements and  desires.  Neighborhood  centers 
should  be  universally  available  as  a  source  of 
advice,  help,  and  service  to  people  of  all  income 
levels.  For  while  poverty  compounds  the  dif- 
ficulties that  create  a  need  for  social  services,  the 
pressures  of  modern  life  do  not  limit  this  need  to 
the  poor. 

Helping  individuals  is,  however,  only  one  side 
of  the  social  service  job.  As  the  need  and  demand 
for  social  services  grow  so  does  the  complex  task 
of  organizing  community  resources — govern- 
mental, voluntary,  and  the  traditional  method  of 
neighborhood  self-help — in  a  way  that  creates  a 
coherent  network  of  answers  to  those  needs  and 
demands.  Provision  must  be  assured  not  only 
for  this  kind  of  coordinated  approach  to  social 


services  but  for  one  in  which  all  elements  of  the 
local  community,  including  those  who  need  and 
benefit  from  such  services,  have  a  voice  in  the  way 
they  are  provided. 

The  service  functions  of  public  welfare,  while 
less  conspicuous  than  those  of  assistance  in  the 
present  scene,  stand  on  the  frontier  of  a  new  phase 
in  American  social  development.  Already  a  ma- 
jority of  those  in  our  working  force  are  engaged 
in  service  occupations.  As  technological  devel- 
opments increasingly  turn  over  to  machines  the 
traditional  jobs  of  producing  and  distributing  ma- 
terial goods,  the  expansion  of  needed  services 
opens  up  new  careers  for  those  whose  labor  is 
freed  from  these  ancient  imperatives.  Social 
services,  like  those  in  education,  health  and  rec- 
reation, are  not  only  needed  by  people  in  their 
role  as  consumers  but  are  also  a  necessary  devel- 
opment in  furnishing  them  with  outlets  to  serve 
their  society  in  the  role  of  workers. 

Why  Emphasize  Legal  Right  and  Entitlement? 

All  social  welfare  programs  are  based  on  the 
recognition  of  a  social  risk  which  warrants  social 
remedy  in  the  form  of  special  benefits  and  pro- 
tections. Public  assistance  is  a  remedy  for  the 
risk  of  economic  deprivation  and  child  welfare  a 
protection  against  the  risk  to  a  child  of  failure  of 
normal  parental  care.  But  a  protection  which 
is  not  available  to  all  who  incur  the  risk  under  a 
rule  of  enforceable  law  is  a  gratuity  subject  to  ele- 
ments of  chance  or  the  caprice  or  prejudices  of 
those  who  determine  its  policies  or  control  its 
administration. 

The  federally  aided  programs  of  public  assist- 
ance under  the  Social  Security  Act  are  the  one 
area  of  social  protection  against  the  risk  of  actual 
poverty  which  carries  built-in  provisions  for 
legally  enforceable  entitlement.  Recently  the 
concept  of  legal  entitlement  to  public  assistance 
has  received  new  emphasis  through  rulings  of  the 
Federal  department  and  the  growing  interest  of 


the  legal  profession.  The  Advisory  Council 
wishes  to  give  its  full  support  to  this  development 
and  recommends  its  further  extension  to  all  areas 
of  public  assistance  and  social  services. 

The  very  concept  of  a  guarantee  assumes  ob- 
jectively determinable  rights  for  all  those  who  are 
eligible  for  the  benefit  or  protection.  Two  condi- 
tions are  essential  if  such  a  right  or  guarantee  is 
to  become  a  practical  reality :  ( 1 )  the  benefits 
must  be  available  in  sufficient  quantity,  quality, 
and  distribution  to  meet  the  need  toward  which 
they  are  directed  on  the  basis  of  a  "reasonable 
classification"  and  (2)  the  practical  means  must 
be  provided  to  assure  their  equitable  availability  to 
all  those  entitled  to  them.  While  the  latter  re- 
quirement is  best  served  by  a  mechanism  for  ap- 
peal outside  the  line  of  administration  with  an 
ultimate  recourse  to  the  court  system  in  cases  of 
ambiguity,  it  also  requires  clearly  and  publicly 
stated  policies  toward  which  the  appeal  may  be 
directed  and  the  services  of  a  professional — 
typically  an  attorney — in  marshalling  the  facts 
and  arguments  in  behalf  of  his  client. 

There  are  many  today  who  express  a  sincere 
anxiety  or  alarm  lest  the  growing  interdepend- 
ence of  people  in  the  modern  world,  reflected  in 
turn  in  their  growing  dependence  on  the  instru- 
mentalities of  government,  throw  into  imbalance 
the  carefully  designed  weighting  of  rights  reserved 
to  the  individual  and  powers  assigned  to  the  State. 
These  people  fear  that  a  beneficent  State  may  be- 
come, in  effect,  an  oppressive  State.  But  again 
there  is  little  value  in  closing  one's  eyes  to  the 
practical  needs  of  the  day  or  mourning  for  the 
different  conditions  of  an  earlier  time.  The  only 
practical  remedy  for  this  legitimate  anxiety  is  to 
accompany  each  new  assignment  of  responsibility 
to  governmental  programs  with  equivalent  pro- 
tections for  the  rights  of  those  affected  by  those 
programs.  In  this  sense  the  Advisory  Council's 
emphasis  on  rights  and  guarantees  to  the  citizen 
in  his  most  vulnerable  situations  follows  the  high- 
est tradition  of  American  democracy. 


PROFILE  OF  AN  AFDC  CASELOAD 


The  necessity  of  having  highly 
skilled  and  qualified  public  assist- 
ance personnel  is  demonstrated  by 
examining  the  components  of  an 
"average"  caseload  in  the  pro- 
gram for  Aid  to  Families  with 
Dependent  Children  (AFDC). 

The  Caseload  of  63  families 
includes: 


THE  FAMILY 


31  families  with  three  or  more  children 
9  mothers  who  are  less  than  25  years  old 
27  mothers  who  have  had  eight  or  fewer  years 
of  education 

18  mothers  with  no  work  experience 

19  mothers  who  are  either  unskilled  or  are 
domestic  workers  or  farm  laborers 


These  63  families  would  have  a 
total  of  190  children  including: 


This  is  a  minimal  statement  of  the 
health  problems  of  the  190  chil- 
dren, based  upon  the  caseworker's 
observation.  On  the  basis  of  past 
findings,  medical  examination 
would  reveal  that  about  170  of 
the  children  have  health  problems. 


THE  CHILDREN 


THE  HEALTH  OF 
THE  CHILDREN 


I 


r 


< 


63  who  are  below  school  age 
1  who  is  of  school  age  but  is  too  incapacitated 

mentally  or  physically  to  attend  school 
3  of  school  age  who  are  not  attending  for 
other  reasons 
132  who  have  no  father  living  at  home 
20  who  have  no  mother  living  at  home 
41  who  have  an  incapacitated  father 
46  who  were  born  out  of  wedlock 


nent 


11  who  have  a  visual  defect 

3  who  have  a  hearing  impairment 

4  with  a  speech  defect 

3  with  heart  abnormalities 

4  with  an  orthopedic  impairment 
17  with  a  dental  impairment 

5  who  are  mentally  retarded 

6  who  have  emotional  or  other  neurotic 
disorders 


XX 


Source:  U.S.  Department  of  Health,  Education,  and  Welfare;  Welfare  Administration.  Bureau  of 
Family  Services.  April  1963.  Characteristics  of  Families  Receiving  Aid  to  Families  with 
Dependent  Children,  November— December  1961. 


"A  nation's  greatness  is  measured  by  its  concern  for 
the  health  and  welfare  of  its  people.  Throughout  the 
history  of  our  democracy,  this  commitment  has  grown 
and  deepened." 

Lyndon  B.  Johnson 
March   1,  1966 

I.  INTRODUCTION 

THE  REPORT  of  this  Advisory  Council  on  Public  Welfare  is  made  in  a 
time  of  unprecedented  national  concern  about  the  causes  and  consequences 
of  many  still  unresolved  social  problems. 

Currently  the  whole  country  is  engaged  in  a  massive  reexamina- 
tion of  its  resources  and  institutional  arrangements  in  the  light  of  its  commit- 
ment to  the  solution  of  these  problems.  This  is  the  meaning  of  the  "War  on 
Poverty"  and  the  "Great  Society."  The  work  of  this  Advisory  Council  is 
part  of  this  larger  whole.  It  has  been  our  task  to  identify  the  role  of  public 
welfare  in  this  national  quest  and  propose  the  changes  needed  to  make  the 
fullest  use  of  its  potential  in  that  quest. 

PROPORTION 

OF  POVERTY 

GROUP 

RECEIVING 

PUBLIC 

ASSISTANCE, 

1964 


ASSISTANCE 
7,4  Million 


Sources:  U.S.  Department  of  Health,  Education,  and  Welfare;  Welfare  Administration.  Office  of 
Economic  Opportunity.    Dimensions  of  Poverty  in  J  964.    October  1965. 
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As  the  Advisory  Council's  study  of  the  role  and  the  effectiveness 
of  the  Nation's  public  welfare  program  developed,  a  number  of  basic  ques- 
tions emerged.  The  answers  to  them  are  the  backdrop  against  which  the 
Council's  report  can  be  viewed  in  its  proper  perspective. 

Those  questions,  the  distillation  of  many  asked  again  and  again  by 
the  appropriations  committees  of  the  Congress,  other  legislators,  members 
of  the  public,  the  press,  and  many  of  the  witnesses  who  appeared  at  the 
regional  hearings  of  the  Council,  can  be  stated  in  the  following  terms : 

1.  What  is  the  role  of  public  welfare  in  modern  American  society? 

2.  Why  are  there  so  many  Americans  in  need  of  public  welfare  in  a 
time  of  prolonged  and  unprecedented  prosperity? 

3.  Why  are  the  costs  and  numbers  of  recipients  of  public  assistance 
rising? 

4.  Why  are  recent  measures,  such  as  the  Economic  Opportunity 
Act  and  many  others,  not  reducing  the  need  for  public  assistance? 

5.  What  are  the  possibilities  for  self  support  among  the  present 
clients  of  public  welfare  programs? 

6.  What  should  be  the  extent  and  nature  of  Federal  responsibility 
in  the  administration  and  financial  support  of  the  public  welfare 
program,  including  financial  aid,  medical  assistance,  and  a  wide 
range  of  social  services? 

7.  What  is  the  Role  of  Public  Welfare  in  Modern  American  Society? 

The  public  welfare  program  is  the  channel  through  which  the  Gov- 
ernment assures  each  individual  and  family  that  their  basic  living  needs  will 
be  met.  When,  because  of  age,  illness,  disability,  or  other  factors  beyond 
personal  control,  individual  initiative  cannot  produce  food,  clothing,  housing, 
medical  care,  or  the  other  essentials  of  life,  the  public  assistant  program  stands 
as  a  basic  income  guarantee. 

The  social  services  component  of  a  modern  public  welfare  program 
offers  counseling  and  guidance  in  individual  and  family  problems  to  persons 
in  all  walks  of  life.  It  holds  great  potential  for  the  prevention  of  dire  poverty, 
isolation,  delinquency,  the  breakdown  of  family  life,  and  many  other  social 
problems  and  for  rehabilitative  and  treatment  services  for  already  existing 
problems  of  social  or  economic  maladjustment. 

Migration  to  the  cities,  automation,  social  isolation,  racial  dis- 
crimination, age,  disability,  lack  of  education  in  an  economic  structure  that 


has  an  ever-shrinking  number  of  places  for  the  unskilled — these  are  among 
the  major  factors  that  bring  people  to  welfare  agencies  seeking  public  social 
services  or  financial  aid. 

To  discharge  its  current  responsibilities  and  to  exercise  its  full 
potentials,  the  public  welfare  program  must  provide:  (a)  A  minimum  level 
of  living  below  which  none  need  fall;  (b)  help  for  children  to  rise  above 
handicaps  of  deprivation  or  neglect;  (c)  guidance  and  counseling  to  families 
and  individuals  in  need  of  assistance  in  resolving  or  preventing  personal  or 
family  problems;  (d)  medical  care  for  all  who  have  need  of  it  but  cannot 
pay  for  the  costs;  (e)  rehabilitative  services  for  the  disabled  to  attain  or  retain 
the  fullest  use  of  their  capacities;  (/)  special  services  for  the  care  and  comfort 
of  the  aged;  and  (g)  training  or  retraining  services  as  part  of  comprehensive 
services  for  potentially  employable  persons. 

The  public  welfare  program  provides  supplemental  and  supportive 
services  for  individuals  and  families  who,  for  a  variety  of  reasons,  cannot 
solve  their  problems  in  our  complex  modern  life  without  special  help.  In 
this  role,  it  is  becoming  the  modern  equivalent  of  the  neighborly  community 
or  the  large  multigeneration  family  of  a  simpler,  more  rural  age. 

The  importance  of  a  fully  effective  public  welfare  program,  avail- 
able as  a  matter  of  right  to  all  who  need  its  services,  has  gained  increasing 
recognition  as  a  governmental  program  essential  to  the  health  and  well-being 
of  the  body  politic  in  a  country  committed  to  the  realization  of  the  values  of 
a  Great  Society  for  all. 

2.  Why  are  There  so  Many  Americans  in  Need  of  Public  Welfare  in  a  Time 
of  Prolonged  and  Unprecedented  Prosperity? 

It  has  become  a  virtual  cliche  in  reports  like  this  to  refer  to  the 
complexity,  interdependence,  and  pressures  upon  the  individual  in  contem- 
porary social  organization.  But  when  these  same  pressures  bring  an  increas- 
ing number  of  persons  to  the  public  welfare  agency,  the  truism  is  too  often 
forgotten. 

During  the  past  few  years  many  preconceptions  about  the  poor 
and  the  dependent  are  giving  way  before  the  manifest  social  effects  of  tech- 
nological change,  urbanization,  racial  discrimination,  and  weakened  family 
structures. 

America  is  discovering  that  in  a  prolonged  period  of  continuous 
economic  growth  there  are  still  more  than  34  million  of  its  citizens  living  in 
bleak  and  separate  prisons  of  poverty.  It  has  become  obvious  that  it  will 
take  more  than  great  general  prosperity  to  free  them.  Only  a  short  time  ago 
most  of  us  believed  that  it  would. 


We  have  discovered  that  the  economic  and  social  pressures  gen- 
erated by  a  swiftly  developing  technology  fall  with  unequal  weight  upon 
various  members  of  our  society. 

Tenant  farmers  forced  into  urban  ghettos  by  the  mechanization  of 
farming  are  expected  to  adapt  like  19th  century  settlers  on  the  western  frontier 
or  experienced  assembly  line  technicians.  Old  people,  displaced  in  today's 
mobile  and  single-family  way  of  life,  are  hidden  out  of  sight  in  the  lonely 
isolation  of  rooming  house  or  nursing  home.  Childen — for  all  our  public 
affirmations — are  not  only  neglected  but  expected  to  bear  the  full  burden  of 
the  alleged  deficiencies  of  their  parents.  These  are  only  a  few  examples  of 
the  ways  our  failure  to  adapt  our  institutional  structure  to  changing  needs  and 
conditions  has  taken  its  toll  from  those  least  able  to  protect  themselves. 

Additional  factors  perpetuate  poverty  and  deprivation  in  the  midst 
of  prosperity : 


As  the  total  population  grows,  the  dependent  age  groups — the  young 
and  the  old — increase  at  a  faster  pace  while  the  wage-earning  group 
becomes  relatively  smaller. 


TOTAL  INCREASE 
ALL  AGES- 
(42.5  Million) 


INCREASE  IN 
AGES  65  &  OVER 
(5.9  Million) 


POPULATION 
INCREASE 
BY  MAJOR 
AGE  GROUPS 
IN  THE 
UNITED 
STATES, 
1950-1965* 


♦Totals  may  not  add  due  to  rounding. 

Source:  U.S.  Bureau  of  the  Census.  Current  Population  Reports,  Series  P— 25,  No.  276  (Novenv 
ber  19,  1963)  and  No.  321  (November  30,  1965). 


Many  measures  which  benefit  most  Americans  have  little  or  no 
effect  on  those  at  the  bottom  of  the  economic  ladder.  For  example, 
Federal  income  tax  reductions  do  not  help  the  family  head  or  older 
person  whose  income  is  so  low  that  he  pays  no  tax.  Similiarly,  new 
services  or  programs  frequently  do  not  reach  many  of  the  most  dis- 
advantaged who  so  often  dwell  apart  from  the  community  in  isola- 
tion and  hopelessness. 

Poverty  breeds  poverty.  As  our  institutions  become  more  com- 
plex, the  children  of  the  poor — without  proper  food,  housing,  educa- 
tion, parental  care,  medical  care,  or  social  services — face  an  even 
wider  separation  from  the  main  body  of  the  community  than  did 
their  parents. 

The  complexity  of  the  social  organization  upon  which  our  pros- 
perity is  built  demands  an  assumption  of  social  responsibility  toward  its  in- 
dividual members  through  a  wide  variety  of  measures  to  prevent  or  alleviate 
poverty.  Unless  that  demand  is  met,  social  problems  associated  with  poverty 
will  persist  even  in  the  face  of  ever  growing  abundance;  the  rights  of  indi- 
viduals in  our  democratic  society  to  essential  services  will  continue  to  be 
disregarded. 

3.  Why  are  the  Costs  and  Numbers  of  Recipients  of  Public  Assistance 
Increasing? 

The  congressional  appropriations  committees,  on  several  occasions, 
have  expressed  concern  about  the  rising  costs  of  public  assistance,  particu- 
larly since  the  1962  amendments  to  the  Social  Security  Act  were  designed  to 
provide  social  services  to  public  assistance  clients  which  would  enable  some 
of  them  to  become  more  self-sufficient.  This  is  a  question  that  concerned 
the  members  of  the  Advisory  Council  as  well. 

The  major  factors  accounting  for  the  rise  in  public  assistance  costs 
and  number  of  recipients  are : 

a.  The  progressive  Federal  legislation  of  recent  years  extending 
public  welfare  services,  benefit  levels,  and  coverage  inevitably 
results  in  greater  dollar  costs.  Federal  costs  are  greater  also  be- 
cause of  the  increases  in  the  Federal  share  of  the  costs  of  State 
and  local  public  welfare  programs  provided  in  this  legislation. 

It  must  be  noted,  however,  that  while  actual  dollar  costs  have 
risen,  public  welfare  expenditures  have  decreased  as  a  percentage 
of  national  personal  income  and  gross  national  product.1 


1  See  chart,  p.  14. 


FEDERAL  LEGISLATION  AND  ANNUAL  EXPENDITURES 
FROM  FEDERAL  FUNDS  FOR  PUBLIC  ASSISTANCE 
(FISCAL  YEARS  1935-1965) 
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1962  Amendments  raised  payment  maiimums  and  increased  Federal  snare  in  OAA.  AB  and  APTD. 
raised  from  50  to  75  percent  the  Federal  share  of  costs  of  welfare  services  specified  by  the 
Secretary  of  Health.  Education,  and  Welfare  in  all  programs 

1961  Amendments  raised  payment  maiimums  and  increased  Federal  share  in 
OAA,  AB.  and  APTD,  eitended  ADC  to  children  ol  unemployed  parents 

1960  Amendments  made  Federal  funds  available  for  MAA  program  and  based  an  increase 
in  Federal  share  of  OAA  on  amount  expended  for  vendor  medical  payments 

1958  Amendments  relate  Federal  share  J 
to  total  expenditure  lor  money  and 
vendor  medical  payments 

1956  Amendments  raised  payment  maximums,  increased 
Federal  share,  provided  separate  matching 
for  vendor  medical  payments 

*1952  Amendments  raised  payment  maximums, 
increased  Federal  share 

""1950  Amendments  made  Federal  funds  available  for 
APTD  program.ADC  caretaker,  vendor  medical 
payments,  Puerto  Rico  and  virgin  Islands 
1948  Amendments  raised  payment  maiimums. 
increased  Federal  share 

1946  Amendments  raised  payment  maximums, 
increased  Federal  share 


1939  Amendments  raised  aged  and  blind  payment  ma: 
increased  Federal  share  ADC 


J  I  L 


J  I  I  !  I  I  LJ  I  L 


1935     '37     '39      '41     '43     "45  '47 


'51     '53      '55     '57     '59     '61     '63  '65 


♦This  figure  does  not  reflect  the  impact  of  the  1966  Social  Security  Amendments  including  med- 
ical assistance,  increased  Federal  participation,  earnings  incentives,  etc.,  since  expenditures 
under  these  Amendments  were  not  made  until  fiscal  year  1966. 

Source:  U.S.  Department  of  Health,  Education,  and  Welfare;  Welfare  Administration.  Bureau  of 
Family  Services.    March  1966. 


b.  As  previously  pointed  out,  the  two  segments  of  the  population 
most  likely  to  be  dependent  upon  public  assistance — the  young  and 
the  old — have  increased  at  a  greater  rate  than  the  rest  of  the 
population. 

As  of  July  1964,  almost  half  of  the  people  in  the  United  States 
were  under  19  years  of  age  or  65  and  over. 

With  relatively  fewer  in  the  wage  earning  group  to  support  more 
in  the  dependent  age  groups,  broadened  social  and  economic  measures  will 
be  needed  to  provide  opportunities  for  self  care  and  self  support  for  those 
who  can  benefit  from  them,  and  increased  means  of  aid  and  services  for 
those  who  cannot. 


4.  Why  are  Recent  Measures,  Such  as  the  Economic  Opportunity  Act  and 
Many  Others,  Not  Reducing  the  Need  for  Public  Assistance? 

The  poverty  programs  mounted  under  the  Economic  Opportunity 
Act  have  not  yet  substantially  reduced  the  number  of  persons  requiring  assist- 
ance under  the  federally  aided  welfare  programs  because,  by  their  very  nature, 
they  are  not  primarily  directed  toward  the  groups  reached  by  public  assist- 
ance. For  most  public  assistance  recipients,  complete  self  sufficiency  is  not 
an  immediate  practicable  goal.  The  Nation's  first  line  of  defense  against 
the  impact  of  dire  poverty  is  public  assistance.  It  is  our  practical  approach 
to  supplying  urgently  needed  income  to  the  economically  deprived.  The 
newer  programs  are  generally  future-oriented.  The  first  problem  of  the  Wel- 
fare Administration  programs  is  the  impact  of  dire  poverty  today. 

For  example,  if  two  of  the  preschool  children  of  a  family  being 
assisted  by  the  Aid  to  Families  with  Dependent  Children  program  are  in  a 
Head  Start  project,  the  chances  are  that  these  children  will  be  better  prepared 
to  receive  formal  education,  but  it  will  not  lessen  the  current  needs  of  their 
families.  Similarly,  a  young  man  enrolled  in  the  Job  Corps  may  be  helped 
to  find  a  place  in  the  economy,  thereby  enabling  him  to  become  self  sustaining. 
This  will  not,  however,  solve  the  problems  of  his  younger  brothers  and  sisters, 
nor  of  his  unskilled  and  unemployed  mother  or  father,  or  of  his  aged  grand- 
parents. Hopefully,  it  will  help  him  become  the  self  supporting  head  of  a 
family,  which  may  ultimately  reduce  future  public  assistance  caseloads. 

5.  What  are  the  Possibilities  for  Self-Support  Among  the  Present  Clients 
of  Public  Welfare  Programs? 

In  examining  the  nature  of  the  public  welfare  caseload,  it  becomes 
evident  that  the  significant  potential  gains  to  be  made  in  achieving  self-support 
lie  primarily  with  the  more  than  3  million  children  on  the  Aid  to  Families 
with  Dependent  Children  program.  Keeping  these  children  in  school,  in 
good  health,  in  good  housing,  in  decent  neighborhoods,  and  in  a  society  free 
of  discrimination  will  go  a  long  way  toward  assuring  that  these  children  will 
not  be  recipients  of  public  assistance  tomorrow. 

Many  thousands  of  additional  children  will  require  the  protection 
of  child  welfare  services  to  grow  up  to  become  self-sufficient,  contributing 
members  of  our  society. 

The  general  assistance  caseload  of  approximately  two-thirds  of  a 
million  persons,  now  supported  entirely  by  State  and  local  funds,  could 
probably  be  reduced  if  the  more  comprehensive  services  of  the  Federal-State 
programs  were  made  available,  particularly  to  the  younger  adults  involved. 

Aged  public  welfare  recipients  number  about  2.1  million  men  and 
women.    Most  of  the  benefits  and  services  for  this  group  are  designed  to 


MAJOR  CAUSES  OF  DEPENDENCY 

OF  PUBLIC  ASSISTANCE  RECIPIENTS  (JUNE  1965) 


Source:  U.S.  Department  of  Health,  Education,  and  Welfare;  Welfare  Administration.  Bureau  of 
Family  Services. 


promote  self  care,  and  to  make  remaining  years  reasonably  comfortable  and 
secure.  For  some  it  means  helping  them  to  leave  costly  institutions  where 
they  have  been  placed  because  there  were  formerly  no  provisions  for  their 
care  in  their  home  communities. 

The  average  age  of  such  public  welfare  recipients  is  over  76,  and 
two-thirds  are  elderly  women.  While  much  can  be  done  to  help  the  aged 
recipient  retain  his  place  in  the  community  and  make  life  more  comfortable, 
it  is  unrealistic  to  expect  complete  independence. 

Most  of  the  disabled  and  blind  now  receiving  assistance,  like  the 
aged,  cannot,  even  with  modern  rehabilitative  services,  achieve  partial  or 
complete  self  support.  In  addition  to  the  physical  handicaps  of  blindness, 
chronic  diseases,  or  other  disabilities,  most  of  those  dependent  upon  public 
assistance  are  advanced  in  age,  possess  little  job  skill,  and  have  no  more  than 
grade  school  education.  The  program's  goals  are  to  make  them  as  self 
sufficient  as  possible  within  their  limitations. 


This  leaves  a  little  more  than  1  million  adults  who  are  parents  of 
the  over  3  million  children  covered  by  Aid  to  Families  with  Dependent 
Children  program  as  the  remaining  group  for  special  consideration. 

The  parents  of  these  children  are  divided  as  follows : 
900,000  mothers 
100,000  disabled  fathers 
50,000  unemployed  fathers 

FACTORS  CONTRIBUTING  TO  THE  INCREASE  IN  THE  NUMBER 
OF  AFDC  RECIPIENTS,  JANUARY  1961  TO  DECEMBER  1965* 


Amendment  to  Social  Security  Act  in 
1962  authorizing  Federal  participation 
in  aid  for  second  parent  when  both  are 
in  home  and  one  is  incapacitated  or 
unemployed  (second  adult  recipient  in 
incapacitated  father  families) 


Amendment  to  Social  Security  Act  in 
1961  authorizing  Aid  to  Families  wi 
Dependent  Children  because  of  unem 
ployment  ol  a  parent 


Other  factors 


Increase  resulting  from  increase  in  num- 
ber of  child  recipients  per  AFDC-non-UP 
family 

Increase  resulting  from  increase  in  num- 
ber of  families  aided  because  of  incapac- 
ity of  father 

Increase  resulting  from  increase  in  rafe 
ol  need  for  assistance  among  families 
in  general  population  with  female  head 
and  own  children  under  18  years  of 


♦Percentages  do  not  total  100  percent  due  to  rounding. 

Source:  U.S.  Department  of  Health,  Education,  and  Welfare;  Welfare  Administration.  Bureau  of 
Family  Services. 


Few  of  the  disabled  fathers  can  be  restored  to  self  sufficiency  as 
their  handicaps  are  major  and  of  long  continued  or  permanent  duration. 
The  chances  of  moving  the  50  thousand  jobless  fathers  to  self  support  are 
much  better,  given  proper  training,  counseling  and,  often,  basic  adult  educa- 
tion. Actually,  50  percent  return  to  employment  and  hence  support  of  their 
families  after  receiving  assistance  for  an  average  of  only  9  months. 

But  the  bulk  of  the  parents  are  mothers,  most  of  whom  have  little 
or  no  job  skills,  an  eighth  grade  education  on  the  average,  many  mental 
and  physical  disabilities,  and  small  children  who  can  best  be  looked  after 
by  their  mother  in  the  home.  It  is  estimated  that  between  200,000  and 
300,000  of  these  mothers  might  become  self  sufficient  if  appropriate  training 
can  be  provided,  if  jobs  they  can  handle  are  available,  and  if  suitable  care 
is  available  for  their  children.  (It  should  be  noted  that  there  are  only  suffi- 
cient approved  day  care  facilities  for  the  children  of  working  mothers  to 
accommodate  a  little  over  300,000  children  in  the  entire  United  States.  Four 
million  children  under  6  have  employed  mothers  and  two-fifths  of  American 
mothers  work.  Fifteen  million  children  under  age  1 8  are  in  families  living 
below  the  poverty  level. ) 

.This  examination  of  present  caseloads  highlights  the  fact  that  most 
public  welfare  recipients,  with  the  exception  of  the  children  and  the  younger 
adults,  cannot  realistically  be  expected  ever  to  become  self  sustaining. 

Further,  the  growing  national  recognition  that  we  can  no  longer 
tolerate  the  moral,  social,  and  financial  costs  of  destitution  and  that  we  have 
the  capability  to  eliminate  it  will  inevitably  lead  to  expanding  programs, 
additional  services,  and  rising  costs. 

Changing  economic  and  social  factors,  the  dramatic  emergence  of 
many  still  unmet  needs,  and  the  national  character  of  our  major  social  objec- 
tives call  for  a  new  assessment  of  the  respective  roles  and  responsibilities  of 
each  governmental  level. 

Action  is  needed  to  assure  that  the  objectives  of  broadened  public 
welfare  programs,  made  possible  by  congressional  action,  are  achieved. 

The  hope  that  there  would  be  equitable  and  adequate  public  wel- 
fare programs  in  all  States  as  a  result  of  Federal  legislative  action  without 
mandatory  provisions  has  not  been  realized.  Some  30  years  of  experience 
in  leaving  the  implementation  of  public  welfare  programs  largely  to  the  fiscal 
ability  and  willingness  of  the  State  demonstrates  that  inequities  among  the 
States,  between  programs,  and  most  important  between  groups  of  recipients, 
will  persist  if  the  Federal  Government  does  not  assume  a  stronger  leadership 
role. 


6.  What  Should  be  the  Extent  and  Nature  of  Federal  Responsibility  in  the 
Administration  and  Financial  Support  of  the  Public  Welfare  Programs, 
Including  Financial  Aid,  Medical  Assistance,  and  a  Wide  Range  of  Social 
Services? 

Effective  Federal  leadership  does  not  mean  Federal  administra- 
tion of  State  and  local  public  welfare  programs.  It  does  mean,  among  other 
things,  making  available  sufficient  funds  to  enable  all  States  to  implement 
the  programs  authorized  by  Federal  law.  It  means  setting  standards  for 
the  quality  and  administration  of  the  programs,  and  it  means  enforcing 
those  standards. 

Without  Strong  Federal  Leadership  and  Support,  It  Is  the  Opinion  of  the 
Advisory  Council  That  Present  Imbalances  Will  Continue  and  Are  Likely  to 
Increase. 

To  assure  adequate  funds  to  all  States  for  implementing  the  public 
welfare  programs  made  possible  by  Federal  law,  revision  of  present  Federal- 
State  matching  formulas  is  essential.  There  is  urgent  need  to  implement  the 
recommendation  of  this  Advisory  Council  for  new  ways  of  putting  Federal 
and  State  money  together  to  achieve  the  objectives  of  the  public  welfare 
program,  including  a  larger  role  by  the  Federal  Government  in  such 
financing.2 

Financing  and  program  standards  are  inextricably  bound  together. 
All  States,  with  their  varying  financial  resources,  cannot  be  expected  to  meet 
Federal  standards  of  acceptable  levels  of  quality  and  adequacy  unless  there 
are  sufficient  funds  available  to  them. 

Moreover,  even  sufficient  funds  and  standards  of  quality  and  equity 
may  well  prove  futile  without  an  essential  third  element — effective 
implementation. 

As  a  Nation,  we  have  recognized  the  need  for  effective  Federal 
implementation  in  health  matters,  as  in  our  food  and  drug  laws;  in  business, 
in  our  anti-trust  laws;  and  even  in  the  building  of  roads  wherein  Federal 
funds  are  withheld  if  Federal  standards  are  not  met.  The  aged,  the  dis- 
abled, the  ill,  the  hapless  young,  and  all  those  whose  circumstances  require 
them  to  seek  financial  aid,  medical  assistance,  and  social  services  are  entitled 
to  the  same,  even-handed  treatment  by  their  Government. 

A  far  greater  measure  of  Federal  leadership  and  the  establishment 
of  reasonable  standards  which  all  States  would  have  to  meet  in  order  to 
qualify  for  Federal  funds  were  urged  by  many  citizens  who  appeared  at 
the  regional  hearings  held  by  the  Advisory  Council.  Many  State  and  local 
welfare  officials  strongly  advocated  a  larger  Federal  Role. 


2  The  Council's  recommendation  on  a  new  pattern  for  financing  appears  in  ch.  IV. 


In  the  Council's  View,  the  Recognition  and  Acceptance  of  the  Principle  of 
Greater  Federal  Responsibility  Is  Fundamental  to  Assuring  an  Adequate, 
Nationwide  Public  Welfare  Program. 

The  answers  to  these  and  many  other  questions  concerning  the 
place  and  nature  of  the  public  welfare  system  were  developed  in  the  deliber- 
ations of  the  Advisory  Council  on  Public  Welfare,  the  reports  prepared  by 
expert  staff,  and  the  testimony  of  a  cross  section  of  citizens  in  the  regional 
hearings. 

Public  welfare  can  discharge  its  responsibility  only  if  the  scope  and 
limits  of  its  place  in  society  are  understood.  At  present  it  is  asked  to  do  too 
much  in  some  situations  and  too  little  in  others.  It  cannot  serve  either  as  a 
universal  panacea  or  a  universal  scapegoat  for  the  ills  of  our  complex  society. 

No  public  welfare  program,  no  matter  how  well  devised  or  sup- 
ported, can  or  should  be  expected  to  take  over  the  job  of  substitute  for  a 
full-employment  economy  and  an  adequate  social  insurance  system  in  assur- 
ing basic  income  and  preventing  poverty  for  most  of  the  population.  Neither 
can  any  program  of  public  social  services  replace  the  traditional  supports 
afforded  by  a  warm  friendly  neighborhood,  a  network  of  satisfying  personal 
associations,  and  community  acceptance  of  all  individuals  and  groups. 

Public  welfare,  moreover,  cannot  substitute  for  the  essential  health, 
educational,  and  community  services  that  strengthen  the  capacities  of  in- 
dividuals to  meet  the  requirements  of  modern  life. 

But  public  welfare,  by  providing  basic  services  and  income  guar- 
antees can  and  must  serve  in  a  complementary  and  supportive  role  to  all.  Its 
unique  task  is  to  stand  as  guardian  of  individual  and  family  welfare  in  an 
increasingly  complex  and  often  depersonalized  social  structure. 

As  the  Council  proceeded  in  its  study,  the  real  question  before  it 

became : 

How  Can  the  Public  Welfare  Program,  Reaching  Across  the  Nation  Into 
Every  Community,  Be  Strengthened  and  Thus  Better  Contribute  to  Assuring 
to  Each  American  a  Life  of  Dignity,  Hope,  and  Opportunity? 

The  recommendations  of  the  Advisory  Council  on  Public  Welfare 
contained  in  this  report  constitute  its  answer  to  this  question. 


Summary  of  Implementation  of  the  Major  1962  Amendments  in 
the  54  States  and  Other  Jurisdictions  1  (as  of  March  31,  1966) 


Social  Services   53    jurisdictions    with  plans 

which  qualified  for  the  75 
percent  Federal  matching 
funds  in  at  least  one  category 
(AFDC). 

39  jurisdictions  with  such 
plans  in  all  four  categories 
( OAA,  AB,  APTD,  and 
AFDC).2 


Community  Work  and  Training   11  jurisdictions. 

Unemployed  Parent  (AFDC-UP)   21  jurisdictions. 

Earned  Income  Exemption  (OAA)   18  jurisdictions: 

Conservation  of  Income  for  Future  Needs  26  jurisdictions. 
of  Child. 

Medical  Care  for  AFDC  Adult   24  jurisdictions. 

Protective  Payments   7  jurisdictions. 

Retroactive  Payment  of  Medical  Care   29  jurisdictions. 

Medical  Care  for  AFDC  Adult   16  jurisdictions. 

Title  XVI  ( consolidating  adult  programs )  _  16  jurisdictions. 


1  See  titles  of  Social  Security  Act,  as  amended,  for  specific  legislative  base. 

3  OAA — Old  Age  Assistance;  AB — Aid  to  the  Blind;  APTD — Aid  to  the  Permanently 

and  Totally  Disabled ;  AFDC — Aid  to  Families  with  Dependent  Children. 
3  Nine  States  are  now  using  the  1965  amendment  which  increases  the  amount  of  earned 

income  exemption. 


GROSS  NATIONAL  PRODUCT,  PERSONAL  INCOME,  PUBLIC 
ASSISTANCE  EXPENDITURES,  AND  PERCENT  OF  PERSONAL 
INCOME  SPENT  ON  PUBLIC  ASSISTANCE  (1950-1965) 


BILLIONS  OF  DOLLARS 


1950  '51    '52  '53    '54    '55    '56    '57    '58    '59    '60    '61    '62    '63    '64  '65 

Source:  U.S.  Department  of  Health,  Education,  and  Welfare;  Welfare  Administration.  Social 

Development:  Key  to  the  Greof  Society  and  U.S.  Department  of  Health,  Education,  and  Welfare, 
indicators.    March  1966. 


"I  believe  that  the  American  people  feel  that  with  the 
high  production  of  which  we  are  now  capable,  there  is 
enough  left  over  to  prevent  extreme  hardship  and 
maintain  a  minimum  standard  floor  under  subsistence, 
education,  medical  care  and  housing,  to  give  to  all  a 
minimum  standard  of  decent  living  and  to  all  children 
a  fair  opportunity  to  get  a  start  in  life." 


Senator  Robert  A.  Taft 

New  York  University,  February  15,  1949 


II.  A  MINIMUM  STANDARD  FOR 
PUBLIC  ASSISTANCE  PAYMENTS 


PUBLIC  ASSISTANCE  PAYMENTS  to  needy  families  and  individuals 
fall  seriously  below  what  this  Nation  has  proclaimed  to  be  the  "poverty 
level."  Federal  participation  in  a  nationwide  program  of  public  assistance 
payments  that  are  grossly  inadequate  and  widely  variable  not  only  perpetu- 
ates destitution  and  intensifies  poverty-related  problems  but  also  contradicts 
the  Nation's  commitments  to  its  poor. 

The  Advisory  Council  on  Public  Welfare  believes  that  it  is  possible  to  develop 
a  national  standard  for  public  assistance  payments  that  will  take  into  account 
any  significant  regional  variations.  It  also  believes  that  the  establishment  of 
such  a  standard  is  the  very  essence  of  our  sincerity  of  purpose  and  that  the 
ultimate  success  of  our  national  effort  to  solve  major  social  problems  depends 
upon  it.  The  Council  also  recognizes  the  importance  of  increased  Federal 
responsibility  in  assuring  the  implementation  of  such  a  standard. 

THEREFORE:  The  Advisory  Council  on  Public  Welfare  Recommends 


A  Minimum  Standard  for  Public  Assistance  Payments  Below 
Which  No  State  May  Fall 
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There  were  34.1  million  poor  persons  in  the  United  States  in  1964 
according  to  the  President's  Council  of  Economic  Advisers  which  classified 
as  poor  families  of  four  persons  whose  annual  income  is  less  than  $3,000,  and 
unattached  individuals  with  incomes  under  $1,500.1 

Only  a  fifth  of  the  poor  (7.5  million  out  of  34.1  million)  are  now 
being  helped  by  federally-aided  State  public  assistance  programs.  Further- 
more, they  are  receiving  payments  far  below  the  nationally  determined  pov- 
erty figure  of  $3,000  for  a  family  of  four,  or  $1,500  for  an  adult  living  alone. 

The  national  median  payment,  including  vendor  payments  for 
medical  care,  for  an  Old  Age  Assistance  recipient  was  $77.55  a 
month,  or  $930.60  a  year;  for  a  needy  child,  $35.45  a  month,  or 
$425.40  a  year;  or  for  a  family  of  four,  $141.80  a  month,  or 
$1,701.60  a  year. 

The  national  average  provides  little  more  than  half  the  amount 
admittedly  required  by  a  family  for  subsistence;  in  some  low-income  States, 
it  is  less  than  a  quarter  of  that  amount.  The  low  public  assistance  pay- 
ments contribute  to  the  perpetuation  of  poverty  and  deprivation  that  extends 
into  future  generations. 

Most  public  assistance  recipients  are  too  old,  blind,  chronically 
ill,  or  severely  disabled,  or  are  mothers  of  small  children,  or  are  children 
too  young  to  add  substantially  to  their  assistance  payments,  even  if  this  were 
allowed  without  deduction  by  State  standards. 

STATE  STANDARDS 

Under  present  provisions,  each  State  establishes  its  own  assistance 
payment  levels.  These  levels  not  only  reflect  the  State's  financial  capacity 
but  also  the  social  attitudes  and  judgment  that  color  the  climate  of  opinion 
surrounding  public  assistance. 

The  fact  that  prejudice  persists  toward  recipients  who  are  not 
dependent  through  choice,  but  are  victims  of  economic,  social,  or  health 
circumstances  beyond  their  control  is  one  of  the  fundamental  challenges  to 
which  this  Nation  is  now  addressing  itself. 

Standards  of  need  set  by  the  States  are  generally  very  low  accord- 
ing to  testimony  presented  at  the  open  hearings  of  the  Advisory  Council. 
A  1965  study  of  shelter  allowances  in  the  District  of  Columbia  for  families 
receiving  public  assistance  revealed,  according  to  an  official  of  the  Washing- 
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1  Economic  Report  of  the  President,  January  1966,  p.  111. 
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Source:  U.S.  Department  of  Health,  Edu- 
cation, and  Welfare;  Welfare  Administra- 
tion.    Bureau  of  Family  Services. 
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ACTUAL  DOLLARS 

ADJUSTED  DOLLARS.  1957  ■  1959  =-  100 


ton  Urban  League  who  appeared  before  the  Advisory  Council,  that  "40 
percent  of  the  recipients  surveyed  were  paying  50  percent  or  more  of  their 
total  income  to  rent  rat-infested  decaying  slum  housing.  The  affluent  Ameri- 
can cannot  afford  to  budget  more  than  25  percent  of  his  income  for  housing. 
As  a  result  food  must  be  sacrificed  to  rent.  Moreover,  to  achieve  lower  rents 
and  buy  food  many  fa?nilies  must  seek  cheaper  housing,  smaller  than  their 
needs.  Overcrowding  results  in  building  code  violations,  subsequent  evic- 
tions, and  never-ending  search  for  adequate  housing  which  does  not  exist, 
and  often  the  final  dissolution  of  the  family." 

Even  within  the  low  standards  the  States  have  established  for  mini- 
mum health  and  decency,  a  number  of  States,  because  of  inadequate  appro- 
priations, must  reduce  the  actual  amount  of  the  public  assistance  payment, 
regardless  of  the  amount  of  need  determined  under  these  standards.  For 
example,  percentage  cuts  are  imposed  across  the  board;  policies  with  respect 
to  other  income  or  resources  or  relatives'  responsibility  may  be  unrealistic;  or 
fixed  maximums  may  discriminate  against  the  larger  family.  As  a  result, 
actual  needs  are  frequently  overlooked,  understated,  or  ignored. 

Some  States,  to  meet  the  ever  present  problem  of  inadequate  State 
and  local  appropriations,  set  arbitral*)-  maximums  on  the  amount  of  assist- 
ance payments — 29  States  limit  arbitrarily  the  amount  of  the  assistance  pay- 
ment in  Old  x\ge  Assistance,  Aid  to  the  Blind,  and  Aid  to  Families  with 
Dependent  Children,  and  26  do  so  in  Aid  to  the  Permanently  and  Totally 
Disabled.  Other  States  pay  only  an  arbitrary  percentage  of  the  need  com- 
puted under  the  State  standard;  3  States  pay  only  a  percentage  of  need  in 
OAA  and  AB,  5  States  do  so  in  APTD,  and  1 3  States  in  AFDC. 

Standards  of  assistance  and  average  payments  are  not  only  low; 
they  vary  widely  from  State  to  State,  as  evidenced  in  the  range  of  average  pay- 
ments in  March  1966  for  a  dependent  child  from  a  low  of  $8.71  a  month 
to  a  high  of  $52.28;  and  for  an  aged  recipient  from  a  low  of  $40.92  to  a 
high  of  $123.16.  Should  a  child  or  an  aged  person  be  considered  more 
important  in  one  State  than  in  another? 

This  and  many  other  questions  about  the  harmful  effects  of  the  low 
assistance  payments  were  raised  by  most  of  those  who  testified  at  the  regional 
hearings  held  by  the  Advisory  Council.  Many  graphically  described  pay- 
ments providing  for  less  than  minimum  subsistence  in  such  terms  as  "shock- 
ingly inadequate,"  "utterly  indecent,"  "inhuman,"  "demoralizing  existence 
grants,"  "tragically  sub-minimum,"  "miring  people  into  a  poverty  from 
which  there  is  no  escape,"  and  "unrealistic  in  relation  to  current  costs." 

Some  referred  to  the  need  for  revising  standards  in  relation  to 
current  costs  noting  that  in  many  instances  such  standards  had  not  been 
revised  for  many  years,  another  result  of  inadequate  funds. 


In  one  jurisdiction  it  was  reported  that  food  allowances  are  still 
based  on  1957  costs.  In  another,  no  adjustment  has  been  made  for  clothing 
costs  since  1950,  for  fuel  supplies  since  1956,  nor  for  food  since  1960.  One 
State's  last  reevaluation  of  public  assistance  payments  in  relation  to  cost  of 
living  was  made  in  1958 ;  in  another,  1959.  In  still  another  State,  there  had 
been  no  adjustment  for  rising  housing  costs  since  1950;  in  another,  housing 
allowances  are  based  upon  1956  rates. 

The  prevailing  sentiment  of  many  who  participated  in  the  hearings 
was  expressed  by  Rt.  Rev.  Msgr.  David  Dorsch,  director  of  the  Associated 
Catholic  Charities  in  Baltimore,  Md.,  who  said : 

"I  do  believe  that  in  good  conscience,  Americans  living  in  the  most 
prosperous  period  of  our  history  cannot  allow  human  beings  to 
live  in  such  squalor  and  such  deprivation  and  with  inadequate 
health  and  food  standards." 

Others  commented  on  the  paradox  of  spending  millions  of 
dollars  to  eliminate  poverty  for  some,  and  to  sustain  it  for  others.  Accord- 
ing to  Dr.  Lemuel  C.  McGee,  an  executive  of  the  Hercules  Powder  Co., 
and  president  of  the  United  Community  Fund  of  Northern  Delaware  in 
Wilmington,  Del. : 

"Any  war  on  poverty  remains  rather  meaningless  as  long  as  most 
families  obliged  to  survive  on  AFDC  grants,  General  Assistance 
grants,  or  no  grants  at  all  are  kept,  by  the  system,  at  a  sub-poverty 
level  of  living  .  .  .  For  Federal  monies  to  be  poured  into  tragically 
sub-minimum  grants  and  perhaps  even  cruel  administrative 
practices  seems  unthinkable  in  a  civilized  society,  and  yet  this 
is  exactly  what  happens  in  State  after  State  and  day  after  day." 

HOW  TO  RAISE  PUBLIC  ASSISTANCE  STANDARDS 

In  the  public  hearings  there  was  near  unanimity  of  opinion  about 
the  urgent  need  to  increase  the  amounts  of  payments  to  those  persons 
dependent  on  public  assistance,  and  the  proposals  most  frequently  made  to 
achieve  this  were : 

the  establishment  of  a  required  national  floor  for  public  assistance 
payments  below  which  no  State  might  fall  and  still  receive  Federal 
funds; 

relating  the  levels  of  payments  to  regional  variations  and  differing 
State  conditions  as  they  affect  cost  of  living; 

increasing  the  amount  of  Federal  participation  to  help  States  meet 
the  cost  of  raising  levels; 


making  the  Federal  share  sufficient  to  bring  payments  up  to  the 
required  national  floor; 

exemption  of  some  earnings  for  all  recipients; 

using  the  same  formula  for  Federal  aid  for  all  categories; 

requiring  States  to  meet  100  percent  of  need  as  established  by  the 
States  themselves; 

supplementing  low  earnings; 

simplifying  budgeting  methods; 

establishing  procedures  for  keeping  standards  for  payments  cur- 
rent with  living  costs;  and 

elimination  of  maximums  for  payments. 

In  the  process  of  assessment  of  public  welfare  program  effective- 
ness, the  Advisory  Council  gave  careful  consideration  to  the  various  income 
maintenance  plans  and  issues  under  current  discussion.  These  included 
the  guaranteed  annual  income  plans  and  the  several  negative  income  tax 
proposals.  Demogrants,  such  as  family  or  children's  allowance  plans,  were 
also  considered.  Other  related  issues,  including  minimum  wages,  public 
works  program  projects,  benefits  in  kind  and  tax  equity  measures  also 
received  attention. 

After  exploration  of  the  objectives  of  these  several  measures  as 
possible  program  plans  to  alleviate  the  impoverished  conditions  of  the  very 
poor,  the  Advisory  Council  turned  its  attention  to  the  feasibility  of  imple- 
menting these  programs. 

There  are  great  administrative  complexities  inherent  in  such  prob- 
lems as:  verifying  the  family  income  level  on  a  periodic  basis;  evaluating 
assets;  and  weighing  the  pros  and  cons  of  State  and  local  interests  which 
would  include  substantial  financial  contributions. 

These  considerations  have  led  the  Advisory  Council,  at  this  time, 
to  the  conclusion  that  the  greatest  potential  for  strengthening  income  main- 
tenance for  the  poor  is  through  immediate  improvement  of  the  social 
insurance  and  public  assistance  programs. 

NEED  FOR  FEDERAL  LEADERSHIP  AND  RESPONSIBILITY 
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The  majority  of  those  testifying  at  the  regional  hearings  of  the  Ad- 
visory Council  not  only  made  urgent  pleas  for  increasing  the  amounts  of 


assistance  payments  but  also  expressed  the  conviction  that  increased  Federal 
leadership  and  financial  responsibility  were  essential  if  any  meaningful  change 
was  to  be  achieved  nationwide. 

There  are  many  advantages  to  the  States  themselves  in  the  estab- 
lishment of  a  national  floor  under  public  assistance  payments.  For  the 
States  where  standards  are  now  particularly  low  it  would  act  as  a  helpful 
lever  in  upgrading  the  economic  level  of  the  whole  population.  In  States 
where  standards  are  higher  it  would  refute  the  argument  for  residence  re- 
strictions based  on  the  assumption  that  better  assistance  payments  are  an  in- 
centive to  migration.  But  the  greater  long  run  advantage  lies  in  the  fact  that 
people  who  are  moving  under  the  inexorable  pressure  of  labor-market 
changes  will  not  bring  with  them  the  accumulated  handicaps  imposed  by 
prior  economic  deprivation. 

CONCLUSION 

The  Advisory  Council  on  Public  Welfare  believes  the  establish- 
ment of  a  Federal  floor  under  public  assistance  payments  to  be  of  prime 
importance.  A  proposal  for  financing  such  a  national  minimum  for  public 
assistance  payments  is  discussed  in  chapter  IV  of  this  report. 

For  the  Nation  as  a  whole,  a  floor  under  income  constitutes  a 
clear  declaration  of  conscience  and  of  practical  intention  to  eliminate  pov- 
erty. In  the  total  dynamic  of  income  policy  it  is  the  practical  step  which 
acts  as  a  stimulus  to  other  sources  of  income.  It  is  a  mistake,  however,  to 
emphasize  a  minimum  as  an  ultimate  goal;  rather  it  is  one  element  in  the 
achievement  of  higher  goals. 

Other  reforms  or  improvements  may  bring  about  superficial  or 
temporary  gains  in  some  States  but  unless  a  national,  mandatory  standard 
is  set — low  public  assistance  payments  will  continue  to  defeat  the  intent 
of  public  welfare  and  of  this  Nation's  historic  commitment  to  its  poor. 
For  the  Federal  Government  to  continue  to  participate  in  State  programs 
that  can  never  financially  sustain  even  minimum  levels  of  health  and  decency 
is  to  pursue  a  course  that  confounds  both  justice  and  logic. 

As  a  Nation,  we  have  reached  a  level  of  wealth  that  makes  the 
elimination  of  poverty  an  achievable  national  goal.  By  1975,  the  gross 
national  product  is  expected  to  have  more  than  doubled  the  1960  level  of 
$503.8  billion.  There  are  no  technical,  legal  or  financial  problems  that  can- 
not be  overcome  if  there  is  the  will  to  do  so.  The  long  ingrained  habit 
patterns  of  sentimental  pity  or  thinly  disguised  contempt  for  those  who  can- 


not,  unaided,  achieve  a  reasonable  standard  of  living  must  be  supplanted  by 
national  action  firmly  based  upon  principles  of  social  justice. 

As  pointed  out  above,  most  of  those  receiving  public  assistance 
are  too  old,  too  young,  too  ill,  or  too  disabled  to  be  self-sustaining.  Despite 
the  justly  celebrated  American  economic  miracle,  there  will  always  be  some 
persons  who  cannot  make  their  way  without  help.  To  extend  help  so  meager 
that  it  is  impossible  to  maintain  health  or  hope  is  to  condemn  these  poor 
and,  too  often,  their  children  to  life  sentences  of  hunger,  disease,  and  squalor. 
The  means  of  escape  from  the  vise  of  grinding  poverty  are  effectively  blocked, 
especially  for  the  children. 

It  is  the  Council's  conviction  that  strong  Federal  leadership,  com- 
bined with  greater  Federal  financial  responsibility,  are  absolutely  essential 
to  bringing  substandard  public  assistance  payments  up  to  a  proper  and  decent 
level. 

The  time  for  action  is  long  overdue.  This  issue  must  be  met  with- 
out further  delay  if  we  are  to  end  the  anomaly  of  Federal  subsidization  of 
programs  which  keep  over  7  million  American  citizens  well  below  the  poverty 
level. 

The  Advisory  Council  on  Public  Welfare  urges  prompt,  decisive 
action  to  bring  the  amounts  of  public  assistance  payments  throughout  this 
Nation  up  to  a  minimum  American  standard  of  health  and  decency. 


<c.  .  .  the  major  purpose  of  public  assistance  pro- 
grams, that  of  helping  people,  is  made  unnecessarily 
difficult  to  achieve.  This  is  because  we  have  segre- 
gated human  need  into  fragments  based  on  causal  or 
associated  factors  and  have  not  attempted  to  deal  with 
the  fact  of  need  itself." 


Maurice  P.  Beck,  Exec.  Dir.,  Michigan  Welfare  League 
Advisory  Council  Hearing — Chicago  March  26,  1965 


III.  A  SINGLE  ELIGIBILITY  REQUIREMENT:  NEED 

ELIGIBILITY  REQUIREMENTS  for  public  assistance  under  the  Social 
Security  Act  were  designed  to  deal  with  needs  and  circumstances  of  some  30 
years  ago.  Since  that  time  they  have  undergone  the  elaboration  of  repeated 
efforts  to  adapt  once-useful  concepts  to  changed  economic  facts,  new  social 
pressures,  developing  knowledge,  broadened  national  goals,  and  limited 
State  financial  resources. 

Today,  lack  of  Federal  provision  for  large  groups  of  needy  people,  plus  fur- 
ther limiting  requirements  for  groups  that  are  included,  prevent  many  of 
the  most  destitute  from  receiving  needed  assistance.  The  innumerable  fine 
distinctions,  sometimes  rigid  and  arbitrary  definitions  and  interpretations, 
and  an  avalanche  of  technicalities  consume  much  time  and  energy  of  staff 
that  could  be  far  better  spent  in  aiding  people  in  trouble.  Moreover,  appli- 
cants should  be  able  to  establish  initial  eligibility  by  statements  or  simple 
inquiry  relating  to  their  financial  situation  and  family  composition,  subject 
only  to  appropriate  sample  reviews. 

Federal  action  extending  coverage  to  all  needy  people  with  available  income 
falling  below  established  levels  and  eliminating  artificial  barriers  such  as 
categories,  imposition  by  States  of  prov  isions  narrower  than  in  Federal  law, 
and  restrictions  not  specifically  mentioned  or  proscribed  in  Federal  law, 
would  represent  a  giant  step  forward  in  securing  for  all  needy  Americans  the 
assistance  necessary  to  sustain  life  and  hope. 

THEREFORE:  The  Advisory  Council  on  Public  Welfare  Recommends 


A  Nationwide  Comprehensive  Program  of  Public 
Assistance  Based  Upon  a  Single  Criterion:  Need 


Only  a  relatively  small  segment  of  the  needy  are  now  helped  by 
public  assistance  programs — about  one-fifth  of  those  in  families  having  an 
annual  income  of  less  than  $3,000. 

This  is  largely  because  ( 1 )  there  are  gaps  in  the  categories  of 
needy  people  included  within  the  public  assistance  titles  of  the  Social  Security 
Act;  (2)  some  States  are  not  financially  able  or  do  not  wish  to  participate 
in  all  programs  provided  under  Federal  law;  (3)  some  States,  for  similar 
reasons,  impose  limitations  that  result  in  provisions  narrower  than  those  in 
Federal  law  or  add  additional  restrictions  not  expressly  prohibited  by  Fed- 
eral law;  and  (4)  standards  of  assistance  in  some  States  are  so  low  as  to 
exclude  many  persons  with  incomes  beyond  the  State  standard  but  far  less 
than  the  currently  accepted  poverty  level.1 

Among  the  poor  not  being  helped  by  any  federally-aided  public 
assistance  program  are : 

most  needy  adults  under  65  years  of  age  who  are  unemployed  or 
unable  to  earn  an  adequate  income; 

most  needy  children  living  with  both  parents  or  someone  other 
than  a  close  relative; 

needy  disabled  adults  who  are  not  both  permanently  and  totally 
disabled ; 

many  children  in  need  because  of  the  unemployment  of  a  parent; 

needy  otherwise  eligible  persons  who  have  not  resided  in  a  par- 
ticular State  for  a  specified  period  of  years; 

needy  mothers  who  are  employable  but  for  whom  no  jobs  are 
available;  and 

persons  rapidly  losing  their  vision  but  not  yet  blind  enough  to 
qualify  for  assistance  for  the  blind. 

FEDERAL  LAW  EXCLUDES  MANY  OF  THE  NEEDY 

Under  the  public  assistance  titles  of  the  Social  Security  Act,  Federal 
aid  is  authorized  to  assist  States,  as  far  as  practicable,  to  provide  financial 
assistance,  medical  care,  and  appropriate  social  services  only  to  specified 
categories  of  needy  people:  the  needy  aged,  the  blind,  the  permanently  and 
totally  disabled,  and  certain  needy  families  with  dependent  children.  No 


1  See  chapter  II. 


one  else,  however  destitute,  can  qualify  for  financial  assistance  or  other  wel- 
fare services. 

Persons  ineligible  under  federally-aided  programs  may  receive  lim- 
ited or  sporadic  assistance  in  some  parts  of  some  States  from  State  or  locally 
financed  general  assistance  programs.  While  in  some  States  this  type  of 
aid  might  be  a  little  more  adequate,  in  many  of  the  poorest  localities  of  the 
Nation  it  does  little  to  alleviate  the  effects  of  stark  poverty. 

Many  persons  pointed  out  in  the  regional  hearings  of  the  Advisory 
Council  that  some  States  provide  no  funds  for  general  assistance,  or  only 
poor  relief  in  extreme  emergencies,  or  general  assistance  may  be  available  in 
some  parts  of  some  States  which  have  very  low  standards.  The  situation 
described  by  Lloyd  E.  Rader,  director  of  the  Oklahoma  Department  of  Pub- 
lic Welfare,  was  typical  of  many  reports : 

"While  the  law  authorizes  we  can  make  a  $35  payment,  we  don't 
have  the  money  in  our  funds.  The  maximum  monthly  payment 
that  we  make  to  any  family  is  $20,  and  $10  to  a  single  person  .  .  . 
it  doesn't  need  any  clarification  or  any  discussion  as  to  the  ade- 
quacy of  the  family  which  is  limited  to  $20  a  month,  with  a  further 
limitation  of  only  two  payments,  except  in  the  extreme  case.  So, 
you  might  say  we  have  little  or  no  general  assistance  program  in 
Oklahoma." 

Even  within  the  categories  of  individuals  included  within  the  Fed- 
eral law,  there  are  further  eligibility  limitations  on  age  and  degree  of  dis- 
ability. 

AGE  LIMITATIONS 

Under  Federal  law,  Old  Age  Assistance  is  available  only  to  adults 
65  years  of  age  or  over.  Some  adults  under  65  are  in  equal  or  even  more 
desperate  need.  But  there  is  no  provision  in  the  Federal  law  for  aid  to  any 
adults  under  65  unless  they  are  needy  because  they  are  blind,  permanently 
and  totally  disabled,  or  they  are  caring  for  children  deprived  of  parental 
support  because  of  death,  incapacity,  absence,  or  unemployment  of  a  parent. 

Aid  to  the  Permanently  and  Totally  Disabled  is  available  only  to 
persons  18  years  of  age  and  over.  There  are  seriously  needy  disabled 
children  below  the  age  of  18  who  are  not  covered. 

Aid  to  Families  with  Dependent  Children  is  available  to  children 
only  up  to  18  years  of  age  unless  they  are  attending  school,  and  then  up  to  2 1 
years  of  age.   Older  children  may  also  be  needy. 

Medical  assistance  can  be  extended  to  children  under  21  under 


Title  XIX  of  the  Social  Security  Act,  but  there  is  no  requirement  to  meet 
costs  of  dental  care  for  any  age  group,  or  skilled  nursing  services  at  home 
for  those  under  21,  to  list  only  two  of  the  more  obvious  deficits. 

Limitations  in  Degree  of  Disability 

A  needy  disabled  person  to  be  eligible  for  assistance  under  the 
legal  requirements  for  Aid  to  the  Permanently  and  Totally  Disabled  must 
meet  the  requirements  of  total  and  permanent  disability.  Yet  among  the 
needy  disabled  there  are  some  who  are  disabled  but  not  "permanently  and 
totally."  Disabled  persons  with  significant  impairments,  not  necessarily 
permanent  or  total,  might  have  a  high  potential  for  future  independence  if 
help  were  provided.  Similarly,  some  near-blind  persons  do  not  meet  the 
specified  degree  of  blindness  to  be  eligible  for  Aid  to  the  Blind,  but  might  be 
helped  to  conserve  the  sight  they  still  possess. 

Many  who  testified  at  the  regional  hearings  of  the  Advisory  Coun- 
cil argued  for  the  elimination  of  categories  in  such  terms  as: 

They  exclude  too  many  needy  people,  permit  differential  treat- 
ment between  needy  children  and  the  aged,  and  do  not  con- 
tribute to  keeping  the  family  intact.  The  marginal  wage  earner, 
unable  to  provide  sufficient  income  to  meet  his  family's  basic 
needs,  often  becomes  the  absent  father  so  that  his  family  can  be 
helped  in  the  categorical  assistance  program.  If  we  really  believe 
the  family  is  the  basic  and  most  important  unit  of  our  society,  the 
emphasis  in  welfare  programs  must  shift  from  the  individual  to 
the  family. 

Complexities  of  Administration 

Many  spokesmen  appearing  at  the  hearings  cited  the  complex 
paperwork,  the  detailed  investigation,  accounting,  reporting,  and  fiscal  com- 
plexities associated  with  categories  of  assistance.3  The  value  of  freeing 
workers  for  constructive  helping  services  was  also  stressed.  They  said  the 
diversity  of  categorical  programs,  with  separate  Federal-State  financial 
formulas  and  different  eligibility  conditions,  as  specified  in  law,  create 
almost  insurmountable  problems  in  administering  assistance  and  impede 
public  understanding  of  the  public  assistance  program.  According  to 
Stephen  P.  Simonds,  director  of  the  Bureau  of  Social  Welfare  of  the  Maine 
Department  of  Health  and  Welfare : 
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3  Recent  Federal  policy  encourages  States  to  adopt  simplification  ( 1 )  of  eligibility 
determination  through  use  of  declarations  and  (2)  budgeting  methods  to  the  extent 
possible. 


"Categories  no  longer  serve  a  useful  purpose.  They  impose  un- 
necessary and  arbitrary  limitations,  impair  the  State  agency's 
ability  to  render  early  preventive  and  rehabilitation  services,  and 
involve  a  substantial  amount  of  unproductive  and  costly  adminis- 
trative time  and  expenses  .  .  . 

"Even  community  leaders,  having  been  informed  and  exposed  to 
the  problem,  almost  without  exception,  see  elimination  of  categories 
as  an  important  move  to  take;  many  are  businessmen  who  can't 
understand  why  we  allow  this  kind  of  inefficiency,  cost,  and 
duplication  in  our  welfare  programs." 

FEDERAL  PROVISIONS  ARE  NOT  FULLY  UTILIZED 

Many  needy  people  do  not  receive  assistance  under  programs  pro- 
vided for  them  by  Federal  law  because  the  State  in  which  they  reside  does 
not  participate  fully  in  available  programs.4 

For  example,  Federal  aid  is  available  to  families  in  need  because 
of  unemployment  of  a  parent,  but  only  2 1  out  of  54  jurisdictions  have  adopted 
this  program,  as  of  June  1966.  Although  Federal  provision  has  been  made 
for  children  in  need  because  of  the  unemployment  of  a  parent,  relatively 
few  such  children  in  the  Nation  are  being  helped. 

It  has  become  increasingly  clear  that  without  the  stimulus  of  in- 
creased and  better  designed  Federal  financial  aid,  the  pace  at  which  most 
States  will  participate  fully  in  the  Federal  provisions  for  public  assistance  will 
remain  too  slow  to  meet  clearly  demonstrated  needs.  While  progress  has 
been  made,  there  remains  a  very  wide  gap  between  what  is  planned,  what  is 
in  operation,  and  the  full  potential  available  to  the  States. 

STATE  LIMITATIONS 

States  that  participate  in  a  specific  program  authorized  by  Federal 
law  may  limit  its  scope  through  State  policy,  State  law,  or  because  of 
lack  of  funds.  As  a  result,  most  States  have  placed  some  restrictions  on  their 
public  assistance  programs  which  result  in  denial  of  aid  to  persons  who  would 
be  eligible  under  Federal  law.  Some  of  those  restrictions  are  within  choices 
left  to  the  State's  discretion  under  existing  provisions  of  Federal  law,  others 
result  from  limitations  not  foreseen  nor  specifically  prohibited  by  Federal 
law. 


4  For  summary  of  State  implementation  of  certain  federally-aided  public  assistance 
provisions,  see  page  13. 
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81.96 

WASH.  . 

143.03 

— 

DEL. 

81.65 

WASH. 

81.92 

DEL. 

126.40 

*      -  '  LA- 

80.07 

LA. 

81.88 

N.C.  ' 

124.11 

— J 

MO. 

80.00 

■■■■■■ 

CONN. 

81.23 

UTAH 

115.33 

— 1 

ALASKA 

79.65 

■^■^^ 

N.  MEX. 

78.62 

S.  DAK. 

93.53 

VA. 

76.10 

■■■■■■ 

IDAHO 

76.94 

IOWA 

83.51 

D.C. 

75.55 

UTAH 

74.40 

VA. 

68.88 

UTAH 

74.96 

OREG. 

72.74 

ARK. 

64.73 

MONT. 

73.29 

MO. 

69.55 

N.H. 

60.02 

,  VT. 

72.96 

VA. 

69.03 

R.I. 

59.95 

S.  DAK. 

72.79 

TEX. 

68.56 

P.R. 

37.57 

■ 

ARK. 

72.77 

ALA. 

67.72 

KY. 

34.11 

■ 

ARIZ. 

71.74 

FLA. 

66.08 

TENN. 

31.39 

i 

KY. 

70.34 

ARK. 

64.71 

W.  VA. 

21.09 

N.C. 

69.79 

DEL. 

64.54 

NEV. 

11.83 

TEX. 

69.23 

N.C. 

63.45 

V.I. 

10.25 

IDAHO 

69.02 

ARIZ. 

62.59 

ALA. 

68.34 

KY. 

61.71 

FLA. 

67.55 

TENN. 

59.75 

S.C. 

62.85 

GA. 

59.21  • 

GA. 

61.63 

S.C. 

55.68 

TENN. 

60.49 

W.  VA. 

54.98 

W.  VA. 

57.68 

GUAM  6/ 

43.76 

MISS. 

46.72 

MISS. 

40.93 

P.R. 

8.95 

■ 

V.I. 

40.31 

P.R. 

9.85 

Source:  U.S.  Department  of  Health,  Education,  and  Welfare;  Welfare  Administration.  Bureau  of 
Family  Services. 

1  Not  computed  for  Guam  and  Wyoming;  fewer  than  50  recipients;  and  Maryland,  data  esti- 
mated.    No  program  in  remaining  States.     3  Not  computed  for  Guam  and  the  Virgin  Islands, 
28  fewer  than  50  recipients.    3  No  program  for  Nevada.    Not  computed  for  Guam  and  the  Virgin 


PAYMENT  PER  RECIPIENT,  DECEMBER  1965 
Vendor  Payments  for  Medical  Care) 


AID  TO  THE  PERMANENTLY 
AND  TOTALLY  DISABLED  1/ 


U.S.  AV. 

87.27 

HAWAII 

152.77 

MASS. 

148.94 

IND. 

138.62 

N.Y 

135.17 

ALASKA 

131.05 

MINN. 

129.01 

WIS. 

127.93 

N.  DAK. 

125.87 

NEBR. 

123.39 

N.H. 

120.32 

KANS. 

120.31 

CALIF. 

119.72 

OKLA. 

113.04 

ILL 

106.67 

NJ. 

104.39 

MICH. 

102.48 

IOWA 

98.67 

R.I. 

96.65 

MD. 

94.54 

N.  MEX. 

91.79 

MAINE 

91.22 

VT. 

88.31 

OHIO 

86.21 

PA 

87.70 

WYO. 

86.61 

DC. 

81.37 

COLO. 

78.10 

KY. 

77.79 

UTAH 

77.07 

S.  DAK. 

77.01 

CONN. 

76.60 

N.C. 

76.38 

DEL. 

74.15 

VA. 

73.73 

MO. 

73.15 

OREG. 

70.98 

FLA 

68.45 

ARIZ. 

67.01 

WASH. 

64.57 

ARK. 

64.08 

GA 

62.19 

MONT. 

62.02 

LA. 

58.76 

IDAHO 

57.96 

TEX. 

56.89 

TENN. 

56.75 

S.C. 

55.72 

W.  VA. 

53.46 

ALA. 

46.80 

MISS. 

45:79 

P.R. 

8.85 

DOLLARS 
75  100 

f 


AID  TO  FAMILIES  WITH 
DEPENDENT  CHILDREN 
DOLLARS 


GENERAL 
ASSISTANCE  *J 


DOLLARS 

25     50  75 


U.S.  AV. 
MINN. 

35.53 
51.42 

_  1 

U.S.  AV. 
DC. 

31  61 
70.40 

^\ 



WIS. 
N.Y. 
NJ. 

51.28 
51.17 
50.96 

mamm 

HH 

MD. 

HAWAII 

PA. 

69.15 
65.67 
56.60 

■m 

MASS. 

49.55 

UTAH 

52.05 

CONN. 

49.11 

MO. 

51.11 

N.  DAK. 

46.30 

■H 

LA. 

47.38 

N.H. 

45.48 

HH 

WASH. 

43.10 

CALIF. 

45,38 

mmtm 

42.02 

HAWAII 

45.36 

NJ  5 
ILL- / 

38  17 

ILL. 

45.34 

tmmm 

37.42 

R.I. 

43.46 

v*  S 

37.1 1 

 ' 

IOWA 

41.62 

35.80 

OREG. 

41.43 

CA  IF 

33.02 

KANS. 

39.90 

NS. 

30.10 

IDAHO 

39.19 

WIS. 

29.55 

■■ 

COLO. 

38.76 

DEL. 

28.44 

WASH. 

38.68 

R.I. 

28.34 

WYO. 

38.14 

MINN. 

28.23 

MD. 

38.08 

MICH. 

27.47 

UTAH 

36.81 

S.C. 

26.66 

MONT. 

36.29 

CONN. 

25.53 

MICH. 

35.99 

OHIO 

22.61 

ALASKA 

35.02 

W.  VA. 

22.37 

OKLA. 

34.14 

NEV. 

21.56 

NEBR. 

33.89 

N.H. 

20.81 

PA 

33.78 

WYO. 

20.58 

D.C. 

33.30 

VA. 

20.47 

N.  MEX. 

33.06 

N.  MEX. 

20.37 

S.  DAK. 

32.56 

ARIZ. 

19.43 

OHIO 

32.55 

MONT. 

18.35 

NEV. 

31.61 

MAINE 

15.37 

IND. 

31.51 

TENN. 

14.84 

■ 

MAINE 

30.86 

N.  DAK. 

14.82 

VT. 

29.49 

MISS. 

14.40 

DEL. 

28.69 

ALASKA 

14.03 

ARIZ. 

28.06 

ALA. 

12.97 

■ 

W.  VA. 

26.48 

COLO. 

12.80 

■ 

VA. 

25.71 

KY. 

12.29 

■ 

N.C. 

25.49 

GA. 

12.11 

■ 

KY. 

25.22 

N.C. 

8.76 

■ 

TENN. 

24.32 

P.R. 

8.55 

■ 

MO. 

24.31 

S.  DAK. 

8.43 

■ 

LA. 

23.09 

ARK. 

4.17 

GA. 

22.97 

TEX. 

19.97 

V.I. 

18.88 

GUAM 

18.40 

ARK. 

17.00 

S.C. 

16.04 

FLA. 

15.54 

ALA. 

11.83 

MISS. 

8.16 

P.R. 

4.11 

3 

Islands,  fewer  than  50  recipients.  4  Not  computed  for  Guam,  fewer  than  50  recipients;  and 
Florida,  Idaho,  Indiana,  Iowa,  Nebraska,  Oklahoma,  Oregon,  Texas,  and  Vermont,  data  not 
available.  6  Based  on  data  including  an  unknown  number  of  cases  receiving  medical  care, 
hospitalization,  and  burial  only,  and  total  payments  for  these  services.  0  November  data; 
December  data  not  received. 


For  example,  some  States  deny  assistance  to  persons  considered 
employable  even  though  no  jobs  are  available  to  them.  In  1964,  more  than 
40  percent  of  all  children  of  the  poor  lived  in  families  where  the  bread- 
winners were  employed  year  around  but  receiving  wages  too  low  to  meet 
minimum  family  needs.  Similarly,  States  may  define  "disability"  or 
"employ ability"  in  ways  that  limit  the  number  who  otherwise  might  be 
eligible  for  aid.  All  these  restrictive  provisions  serve  to  limit  the  number  of 
persons  that  can  be  aided  because  of  reasons  other  than  their  need  for  help. 

RESIDENCE  REQUIREMENTS 

Federal  law  does  not  prevent  a  State  from  having  a  residence 
requirement  as  a  condition  of  Federal  aid;  it  only  prevents  a  State  from 
having  a  durational  residence  requirement  beyond  a  specified  period  of  time 
in  all  programs  except  the  medical  assistance  program.5 

Federal  prohibition  of  residence  requirements  as  a  condition  of 
federally  aided  assistance  would  go  far  toward  achieving  nationwide,  equi- 
table public  assistance  programs.  Precedents  for  prohibition  of  durational 
residence  requirements  for  medical  assistance  in  Titles  I,  XVI,  and  XIX  of  the 
Social  Security  Act  point  up  the  anomalous  situation  of  Federal  provision 
for  medical  care  for  the  nonresident,  but  not  for  his  basic  maintenance  or 
other  needs. 

Many  needy  individuals  who  may  meet  all  other  requirements  for 
eligibility  for  financial  aid  except  residence  are  thus  denied  assistance.  This 
is  especially  hard  on  those  confronted  with  an  emergency  before  they  have 
met  the  durational  residence  requirement. 

Hardships  of  the  many  destitute  nonresidents  resulting  from  the 
imposition  of  residence  requirements  and  the  punitive  effects  of  such  require- 
ments were  reflected  in  numerous  case  situations  cited  at  the  regional  hear- 
ings of  the  Advisory  Council  and  the  plight  of  the  migrant  as  the  "hidden- 
outcast  poor"  was  of  special  concern. 

The  impact  of  residence  requirements  was  summarized  by  Mrs. 
Savilla  Simons,  general  director  of  the  National  Travelers  Aid  Association : 

5  For  Old  Age  Assistance,  Aid  to  the  Blind,  Aid  to  the  Permanently  and  Totally  Dis- 
abled, a  State  may  require  no  more  than  5  out  of  the  last  9  years  and  1  year  immediately 
preceding  the  application  for  aid.  For  Aid  to  Families  with  Dependent  Children,  a  State 
may  require  not  more  than  the  following:  (a)  1  year  immediately  preceding  the  applica- 
tion for  aid  or  (b)  born  within  1  year  immediately  preceding  the  application,  if  the  parent 
or  other  relative  with  whom  the  child  is  living  has  resided  in  the  State  for  1  year  immedi- 
ately preceding  the  birth  of  the  child. 


".  .  .  present  provisions  and  practices  are  tragically  allowed  to 
continue  discrimination  against  those  most  rejected  and  most  in 
need  of  special  attention  as  part  of  the  least  visible,  most  helpless, 
and  hopeless  of  the  poor." 

State  residence  as  a  condition  of  receiving  assistance  is  inconsistent 
with  programs  in  which  the  Federal  Government  pays  a  preponderant  share 
of  the  cost  of  the  problems  of  need  which  are  national  in  their  origin  and 
effects.  It  was  perhaps  appropriate  in  the  past  when  each  local  community 
carried  the  full  burden  of  aiding  its  poor;  but  residence  requirements  ignore 
the  realities  of  today's  mobile  way  of  life. 

Today,  American  mobility  is  an  integral  part  of  our  economic 
growth.  Studies  show  that  most  Americans  move  across  State  lines  to  take 
jobs,  to  look  for  work,  or  to  be  reunited  with  members  of  their  families.  To 
penalize  people  for  the  very  mobility  that  is  one  of  the  strengths  of  our  society 
is  to  deny  equal  treatment  to  those  least  able  to  afford  such  inequity.  All 
citizens  of  the  Nation  should  be  equally  entitled  to  federally-financed  wel- 
fare; people  are  residents  of  the  United  States  first. 

FLOW  OF  MIGRANTS  BETWEEN  REGIONS,  ANNUAL  AVERAGE 
(THOUSANDS):  1960  TO  1965  AND  1955  TO  1960 


Source:  U.S.  Department  of  Commerce;  Bureau  of  the  Census.  Series  P— 23,  No.  16,  January 
1966.    Americans  at  Mid-Decade. 


CONCLUSION 


Present  restrictive  eligibility  requirements  for  the  determination 
of  need  for  public  assistance  can  be  held  responsible  for  much  of  the  sense 
of  isolation,  the  bitterness  and  despair  of  those  who  clearly  need  help  but 
cannot  get  it  for  any  of  a  dozen  reasons.  It  is  hardly  surprising  that  many 
of  the  reasons  for  denial  of  assistance  appear  cruelly  irrelevant  to  the  "in- 
eligible" hungry,  sick,  and  homeless.  They  are  equally  shattering  to  those 
public  welfare  workers  who  must  turn  away  people  in  need  because  they  do 
not  conform  to  a  formula  printed  on  a  piece  of  paper. 

Needy  persons  who  do  not  now  qualify  under  existing  categories 
must  be  brought  within  the  scope  of  federally-aided  programs  so  that  assist- 
ance is  available  to  all  who  are  in  need.  Categories  must  be  eliminated.  Of 
equal  importance  is  the  development  of  mechanisms  whereby  the  people 
whose  needs  have  been  identified  in  Federal  law  are,  in  fact,  found  eligible 
for  assistance  in  the  States  under  these  programs.  State  imposition  of  eli- 
gibility provisions  narrower  than  those  in  the  Federal  law  or  restrictions  not 
specifically  mentioned  or  proscribed  by  Federal  law  must  be  prohibited. 

Title  XIX  of  the  1965  Social  Security  Act  providing  for  com- 
prehensive medical  care  for  all  medically  needy  by  1975  represents  clear 
evidence  that  the  Congress  recognizes  that  less  than  comprehensive  coverage 
significantly  erodes  both  the  intent  and  the  actual  benefits  of  legislation 
designed  to  assist  people  with  low  incomes. 

Title  V,  part  3,  of  the  1962  Amendments  to  the  Social  Security 
Act  requiring  the  States  to  make  child  welfare  services  available  in 
all  political  subdivisions  of  the  State  by  1975  was  a  forerunner  of  the  more 
recent  precedent  making  legislation.  Also,  parts  1  and  2  of  Title  V,  dealing 
with  child  health  programs,  were  similarly  amended  in  1965.  These  recent 
provisions  established  significant  precedents  for  needed  reforms  in  public 
assistance  and  other  public  welfare  laws. 

The  Advisory  Council  on  Public  Welfare  strongly  urges  legislation 
that  will  make  possible  comprehensive  public  assistance  programs  based 
upon  the  only  relevant  eligibility  requirement — Need. 


".  .  .  We  should  not  penalize  certain  categories  of 
poor  people,  or  suggest  by  different  formula  rates 
that  one  group  of  poor  is  more  of  a  Federal  concern 
than  another  group  of  poor." 

Andrew  J.  Schroder,  II 

Admin.  Vice  President,  Scott  Paper  Company 

Chairman,  State  Board 

Pennsylvania  Department  of  Public  Welfare 
February  18,  1965 


IV.  A  NEW  PLAN  FOR  FINANCING 
PUBLIC  WELFARE  PROGRAMS 

CURRENT  FORMULAS  for  Federal  financial  participation  provide  an 
inadequate  base  for  achieving  the  twin  goals  of  adequate  and  comprehensive 
public  welfare  programs : 

The  formulas  do  not  take  sufficient  account  of  State  fiscal  ability 
and  effort  to  finance  adequate  and  comprehensive  programs. 

The  formulas  provide  more  favored  Federal  financial  support  for 
some  than  for  other  groups  of  needy  people.  Children  are  the 
most  disadvantaged.1 

The  formulas  tend  to  skew  program  development.  The  varying 
Federal  shares  encourage  States  to  exert  considerable  effort  to 
obtain  maximum  Federal  funds  to  the  detriment  of  balanced 
program  development. 

The  formulas  are  unnecessarily  complex  and  thereby  unnecessarily 
complicate  both  public  understanding  and  program  administration. 


THEREFORE:  The  Advisory  Council  on  Public  Welfare  Recommends 

A  Uniform  and  Simple  Plan  for  Federal-State  Financial 
Sharing  in  Costs  of  All  Public  Welfare  Programs:  The  Plan 
Should  Provide  for  Equitable  and  Reasonable  Fiscal  Effort 
Among  States  and  Should  Recognize  the  Relative  Fiscal 
Capacity  of  the  Federal  and  State  Governments  to  Finance 
Adequate  and  Comprehensive  Programs 


1  Maximum  amount  subject  to  Federal  sharing:  for  children  and  parents — $32 
(AFDC) ;  for  aged,  blind,  and  disabled— $75. 
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The  Advisory  Council's  recommendation  would  result  in  an 
entirely  new  plan  for  meeting  the  costs  of  financial  assistance,  social  services, 
staff  development,  and  administration  for  the  public  assistance  and  child 
welfare  programs.  Under  the  Council's  recommendation,  the  public  as- 
sistance, child  welfare,  other  social  service  costs,  and  currently  unreimbursed 
public  welfare  functions  in  the  States  would  be  combined  into  a  single,  com- 
prehensive public  welfare  formula.  Further,  the  current  roles  of  the  Fed- 
eral and  State  governments  in  defining  and  financing  the  programs  would  be 
reversed.  Under  current  programs,  each  State  sets  its  own  program  stan- 
dards. In  effect,  each  State  also  determines  the  total  amount  to  be  ex- 
pended, since  the  amount  of  State  and  local  funds  contributed  also  controls 
the  amount  of  Federal  funds.  Under  the  Council's  proposal,  the  Federal 
Government  would : 

•  Specify  national  standards  for  adequate  and  equitable  financial 
assistance  and  social  services  and  for  program  administration; 

•  Specify  each  State's  share  of  the  costs  of  the  comprehensive  pro- 
gram under  the  national  standards.  The  State  share  would  be 
expressed  as  a  percent  of  total  personal  income  payments  in  the 
State ;  the  percents  would  vary  among  States  as  necessary  to  ensure 
reasonable  and  equitable  fiscal  effort  among  all  States. 

•  Assume  full  financial  responsibility  for  the  difference  in  cost 
between  the  State  share  and  the  total  cost  of  the  comprehensive 
program  in  each  State. 

Thus,  the  proposal  calls  for  essential  and  equivalent  national  as- 
sumption of  financial  responsibility  for  national  standards.  Consequently, 
equity  of  aid  and  services  among  all  groups  served  by  the  comprehensive 
program  would  be  assured  by  national  standards  backed  by  adequate  finan- 
cial support.  In  addition,  the  proposal  would  relate  both  Federal  and  State 
financial  responsibility  to  total  program  costs,  without  differentiation  among 
program  segments  or  types  of  expenditures.  Thus,  the  considerable  amount 
of  paperwork  and  effort  currently  necessary  to  determine  and  justify  the 
various  Federal  shares  would  be  eliminated.  Instead,  Federal  and  State 
audits  and  reviews  of  program  costs  and  performance  would  be  made  against 
a  more  significant  principle  of  accountability — to  ensure  adequate,  equitable, 
and  comprehensive  achievement  of  program  goals.  The  States  in  turn  would 
be  committed  to  administer  the  funds  in  such  manner  that  the  basic  program 
would  be  equitable  in  all  local  jurisdictions. 

All  costs  of  the  public  assistance  programs  subject  to  Federal 
financial  participation  are  financed  by  an  open  end  Federal  appropriation; 
that  is,  the  amounts  of  Federal  funds  due  each  State  are  determined  accord- 
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States  Ranked  by  Average  Per  Capita  Income,  1964 


I 

2,500 


I 

500 


3,544 

D.  C. 

2.39 

3  460 

OEL 

1.11 

3  281 

CONN. 

2.83 

3  248 

NEV. 

1,09 

3,162 

N.  Y. 

5.13 

3,116 

ALASKA 

2.12 

3  103 

CAL. 

8.17 

3,041 

ILLINOIS 

3.84 

3,005 

N  J. 

2.60 

2,965 

MASS. 

6.52 

2,867 

MD. 

206 

2,755 

MICH. 

3.30 

2  646 

OHIO 

2.46 

2  635 

WASH. 

4.70 

2,622 

HAWAII 

2.67 

2,606 

ORE. 

3.14 

2  601 

PENNA. 

3.07 

2,600 

MO. 

3.50 

2,566 

COL. 

7.32 

2,544 

IND. 

1.28 

2  541 

R  1. 

4.80 

2,490 

WIS. 

3.82 

2441 

WY0. 

2.51 

2377 

N.  H. 

3.01 

2376 

IOWA 

3.66 

2375 

MINN. 

5,41 

2,349 

NEBR, 

2  78 

2  346 

KAN. 

4.05 

2252 

MONT. 

1.99 

2  250 

FLA. 

1.78 

2  239 

VA. 

0.82 

2  233 

ARIZ 

1.97 

2  188 

TEX 

2.44 

2 156 

UTAH 

2.79 

2  133 

N  D 

4.38 

2 132 

MAINE 

2.76 

2  119 

VT 

3.03 

2  083 

OKLA 

10  33 

2,041 

IV.  PfiLA. 

3  75 

2,020 

IDAHO 

3.35 

1,965 

W.  VA. 

3.45 

1,943 

GA. 

2.74 

1,913 

N.  C. 

2.30 

1,879 

S.  D. 

2.77 

1,877 

LA. 

7.05 

1,859 

TENN. 

1.90 

1,830 

KY. 

3,24 

1,749 

ALA. 

4.33 

1,655 

ARK. 

4.28 

1,655 

S.  C. 

1.52 

1,438 

MISS. 

3.11 

Expenditures  for  Assistance  Payments  from  State  and  Local  Funds, 
Fiscal  Year  1965 
Per  $1,000  of  Personal  Income,  1964 

(Excludes  General  Assistance) 
I  I  I  I 


DOLLARS  2.50 


Source 


:  U.S.  Department  of  Health,  Education,  and  Welfare;  Welfare  Administration.     Bureau  of  Family  Services. 


ing  to  formulas  based  upon  the  amounts  of  State  and  local  funds  expended 
for  the  programs.  Under  the  present  grant-in-aid  system,  therefore,  primary 
responsibility  for  determining  the  amount  of  total  expenditures — Federal, 
State,  and  local — lies  with  the  States.  State  decisions  regarding  both  the 
scope  and  level  of  the  State  and  local  assistance  programs  are  limited  only 
by  the  broad  limitations  specified  in  the  Social  Security  Act.  Programs  are 
defined  and  developed  to  fit  the  available  amounts  of  State  and  local  funds 
rather  than  any  standard  of  need  for  assistance  or  of  adequate  programs  to 
meet  the  need.  With  such  primary  reliance  on  varying  State  and  local 
ability,  willingness  and  effort  to  finance  the  programs,  we  have,  in  effect, 
fifty-four  different  public  assistance  systems. 

That  there  are  fifty-four  varieties  of  public  assistance  systems  would 
not  be  so  serious  if  the  resulting  programs  were  adequate  to  meet  need  and 
equitable  throughout  all  local  jurisdictions.  Almost  without  exception, 
however,  public  assistance  recipients  live  in  poverty  even  while  they  receive 
assistance.  Not  more  than  a  half-dozen  States  provide  assistance  to  raise 
needy  people  even  to  the  brink  of  nonpoverty  living  levels.2  Most  States 
have  assistance  standards  that  are  well  below  the  poverty  level.  The  inade- 
quacy of  the  programs  persists  despite  the  fact  that  all  States  have  sub- 
stantially increased  their  expenditures  over  the  years,  and  many  States  make 
considerable  fiscal  effort  to  finance  their  share  of  the  programs.  Some  of 
the  States  where  overall  fiscal  effort  for  public  assistance  is  among  the 
highest  in  the  Nation  still  have  the  most  inadequate  programs. 

So  long  as  primary  responsibility  for  defining  and  financing  pro- 
grams is  left  with  the  States,  substantial  increases  in  the  percent  of  Federal 
financial  participation  are  not  a  sufficient  means  to  ensure  adequate  pro- 
grams, as  the  history  of  the  public  assistance  demonstrates.  The  Federal  Gov- 
ernment now  pays  about  59  percent  of  public  assistance  costs  3  for  the  Nation 
as  a  whole  and  more  than  two-thirds  of  the  costs  in  22  States. 

Thus,  the  current  Federal  formulas  do  not  provide  a  sufficient 
base  for  adequate  assistance  programs  in  all  States.  Neither  do  they  pro- 
vide an  adequate  base  for  equitable  development  of  programs  among  all 
groups  of  needy  people.  The  disadvantage  for  children  implicit  in  lesser 
Federal  financial  support  for  them  was  written  into  the  original  Social  Se- 
curity Act  and  still  persists  in  current  provisions,  especially  in  low  Federal 
maximums  on  average  AFDC  payments.  Following  the  lead  of  the  Federal 
law,  States  have  naturally  tended  to  concentrate  their  expenditures  and 

3  As  measured  by  the  SSA  poverty  index,  which  presumably  will  reflect  changes  in  basic 
requirements  and  costs  of  living. 

3  Exclusive  of  general  assistance. 


efforts  in  those  programs  that  bring  them  the  largest  return  in  Federal  money. 
As  a  result,  while  public  assistance  programs  are  rarely  adequate  for  any 
needy  group  aided,  the  program  likely  to  be  most  inadequate — often  grossly 
inadequate — is  Aid  to  Families  with  Dependent  Children. 

As  the  Federal  law  has  been  broadened  to  cover  additional  groups 
and  services,  the  limited  amount  of  State  and  local  funds  available  in  many 
States  have  had  to  be  spread  even  more  thinly  among  the  groups  served  and 
the  services  provided.  Where  local  matching  funds  are  also  involved,  the 
additional  problems  of  inequities  in  local  fiscal  effort  and  capacity  among 
local  jurisdictions  has  further  complicated  program  development  and  ac- 
centuated unevenness  in  assistance  and  services. 

Moreover,  the  various  services  and  costs  within  each  public  welfare 
program  are  not  supported  at  equal  levels  by  the  current  Federal  formulas. 
To  meet  needs  adequately,  public  welfare  programs  must  offer  a  considered 
balance  of  adequate  financial  assistance  for  basic  maintenance;  for  medical 
care;  social  services  to  promote  and  encourage  self-help,  self-support,  and 
strengthened  family  life.  They  must  be  available  at  appropriate  levels  in 
appropriate  amounts  for  people  in  various  income  groups. 

In  addition,  to  be  effective,  assistance  and  services  must  be  admin- 
istered by  a  competent  and  efficient  staff  and  organization.  Yet  present 
provisions  for  Federal  financial  support  do  not  reflect  the  equal  necessity  of 
all  the  essentials  of  adequate,  effective,  and  efficient  program  operation  and 
development.  Higher  Federal  shares  are  provided  for  smaller  rather  than 
for  larger  assistance  payments;  for  costs  of  medical  care  and  social  services 
rather  than  for  basic  maintenance  needs.  Preferential  Federal  financial 
participation  for  some  areas  of  program  operation  and  development  was 
deliberately  written  into  the  law  to  encourage  development  in  program  areas 
that  once  were  neglected  in  many  States. 

Such  preferential  Federal  treatment  has  its  unfortunate  results. 
Because  in  most  States,  State  and  local  funds  are  not  sufficient  to  support  all 
the  essential  program  elements  adequately,  preferential  Federal  provisions 
tend  to  skew  program  development  toward  those  areas  of  highest  Federal 
support  to  the  detriment  of  other  areas.  The  areas  likely  to  be  neglected  are 
those  related  to  providing  adequate  income  for  food,  clothing,  and  shelter, 
without  which  no  social  services  or  medical  care  can  be  truly  effective.  To 
the  extent  such  skewing  occurs  primarily  fo>"  reasons  related  to  the  amount 
of  Federal  money  to  be  obtained,  the  programs  fail  to  meet  needs  and  costs 
for  all  the  various  services  and  operations  necessary  to  deal  adequately, 
effectively,  and  efficiently  with  the  needs  of  the  people  served  by  the  pro- 
grams. 


Finally,  the  numerous  complexities  and  differential  formulas  of 
the  Federal  financial  provisions  have  complicated  program  administration 
and  have  resulted  in  elaborate  systems  of  audits  and  accounting  which  were 
protested  by  virtually  every  State  public  welfare  official  who  testified  at  the 
Council's  hearings.  At  the  present  time,  provisions  for  Federal  financial 
participation  include : 

Two  different  two-part  formulas  for  maintenance  assistance  with  one  set 
of  specifications  for  the  adult  categories,  a  different  set  for  AFDC.  (a)  For 
the  first  part  of  the  average  payment  ($37  for  adults;  $18  per  recipient  of 
AFDC),  the  Federal  share  is  a  specified  fraction  (31/37ths  for  the  adults, 
5/6ths  for  AFDC).  (b)  For  the  second  part  of  the  average  payment,  the 
Federal  share  for  all  categories  varies  among  States  from  50  percent  to  65 
percent  inversely  with  the  State's  per  capita  income.  For  the  second  part 
of  the  average  payment,  also,  two  maximums  on  average  assistance  payments 
are  specified  for  O AA — one  including  vendor  medical  payments  ( $90 )  the 
other  excluding  them  ($75).  For  the  other  adult  categories,  the  maximum 
is  also  $75  per  recipient;  for  AFDC,  it  is  $32  per  recipient. 

Two  different  Federal  percentages  for  social  services  and  staff  development: 
75  percent  in  each  State  for  certain  prescribed  and  defined  services  and  for 
staff  development  related  to  categories  for  which  75  percent  social  services 
are  elected;  50  percent  in  each  State  for  all  other  social  services  and  staff 
development  programs. 

50  percent  in  each  State  for  administrative  costs. 

A  provision  in  title  XIX  under  which  States  operating  a  program  under  this 
title  may  use  the  Federal  medical  assistance  percentage  to  claim  Federal 
participation  in  total  expenditures  for  assistance  payments  to  all  eligible 
individuals  under  all  titles  without  regard  to  the  maximum  average  pay- 
ments specified. 

A  provision  in  title  XIX  that  specifies  that  for  any  State  "losing"  Federal 
money  for  vendor  medical  payments  under  title  XIX,  its  Federal  share  shall 
be  1 05  percent  of  its  share  in  the  fiscal  year  1965. 

A  provision  in  the  1965  amendments  that,  to  receive  the  full  amount  of 
additional  Federal  funds,  a  State  must  continue  to  spend  as  much  from 
State  and  local  funds  under  the  amendments  as  in  a  specified  previous  period. 

A  mere  listing  demonstrates  that  only  people  who  work  intimately 
and  continuously  with  the  provisions  for  Federal  financial  participation  can 
fully  understand  their  specific  provisions  and  effects  on  Federal  and  State- 
local  financing.  And  even  the  experts  sometimes  experience  difficulties  in 
maintaining  their  understanding  of  all  the  subtle  and  changing  intricacies. 


CONCLUSION 


The  high  degree  of  reliance  on  State-local  capacity,  effort,  and,  to 
some  extent,  willingness  to  finance  the  public  welfare  program  has  been  the 
major  factor  holding  back  development  of  adequate  Nationwide  programs. 
In  addition,  varying  amounts  of  available  Federal  funds  for  different  pro- 
grams and  different  program  areas  have  skewed  program  development 
toward  those  programs  and  program  elements  for  which  highest  Federal 
support  is  offered.  Among  the  needy  groups,  children  have  suffered  most 
from  lesser  Federal  financial  support.  Among  program  elements,  mainte- 
nance assistance  and  basic  administration  have  been  least  emphasized.  The 
importance  of  a  wide  range  of  services  has  been  tardily  recognized. 

Beyond  the  deleterious  effects  they  have  on  program  adequacy, 
equity,  and  balance,  the  numerous  and  different  Federal  provisions  also 
add  substantially  to  the  maze  of  administrative  complexities  that  pervade 
the  operation  of  the  public  welfare  program. 

If  the  Nation  is  to  have  sound,  adequate,  comprehensive  programs 
of  public  welfare,  the  base  and  mechanism  for  Federal  financial  support 
must  be  adequate,  equitable,  and  simple  to  administer. 

It  is  the  conviction  of  the  Advisory  Council  that  the  adoption  of  a  single 
uniform  formula,  which  reverses1  the  responsibilities  of  the  Federal  and 
State  Governments  for  basic  financial  support  and  which  recognizes  varying 
State  fiscal  capacities  and  effort,  is  essential. 


II 


"The  Council  is  [also]  concerned  that  the  social  se- 
curity cash  payments  be  made  more  adequate  and, 
particularly,  that  the  system  take  into  account  in- 
creases in  prices  and  earnings  levels  that  have  occurred 
since  the  last  time  major  revisions  were  made  in  the 
benefit  provisions." 

Report  of  the 

Advisory  Council  on  Social  Security 
Washington,  D.C.,  1965 


V.  SOCIAL  INSURANCE  PROGRAMS  AND 
PUBLIC  WELFARE 


THE  SOCIAL  INSURANCE  system  is  primarily  designed  to  help  meet 
income  needs  for  employed  wage  earners  when  their  earnings  cease  or  are 
interrupted.  While  our  present  social  insurance  system  is  fragmented  into 
various  programs,  such  as  Old  Age,  Survivors,  Disability,  and  Health  Insur- 
ance, Unemployment  Insurance,  and  Workmen's  Compensation,  its  effective- 
ness can  be  measured  by  the  extent  to  which  all  wage  earners  and  risks  are 
covered  and  the  adequacy  of  the  benefits.  Another  measure  of  the  success 
of  these  programs  in  preventing  need  is  how  many  wage  earners  and  their 
dependents  must  turn  to  public  assistance  to  meet  their  basic  needs  when  in- 
come is  interrupted. 

In  view  of  the  interrelationships  of  the  social  insurance  programs  and  the 
public  welfare  program,  the  Advisory  Council  has  considered  the  scope  of 
coverage  of  the  insurance  system  and  the  adequacy  of  the  benefits  provided. 

Clearly  the  social  insurance  programs  need  to  realize  more  adequately  their 
primary  function  of  underpinning  income. 

THEREFORE:  The  Advisory  Council  on  Public  Welfare  Recommends 


Prompt  Extension  of  Coverage  and  Liberalization  of  Benefits 
Under  the  Social  Insurance  Programs 
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TOTAL  OASDI 

BENEFICIARIES 

AGED  65  AND  OVER, 

OAA  RECIPIENTS, 

AND  NUMBERS 

RECEIVING 

PUBLIC  ASSISTANCE 

PAYMENTS 

AND  OASDI  BENEFITS, 
SPECIFIED  MONTHS  IN 
1950  TO  1964 


o.i 


1950  '51    '52    '53    '54    '55    '56  '57 


'59    '60    '61    '62    '63    '64  '65 


Source:  U.S.  Department  of  Health, 
Education,  and  Welfare;  Welfare 
Administration.  Bureau  of  Family 
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The  Nation  has  long  accepted  social  insurance  as  the  primary 
source  of  economic  security  for  workers  and  their  dependents  when  earnings 
are  interrupted  by  circumstances  beyond  their  control. 

The  effect  which  social  insurance  programs  can  have  in  reducing 
public  assistance  is  illustrated  by  the  steady  rise  in  the  number  of  aged  persons 
receiving  benefits  under  OASDHI  and  the  equally  steady  decline  in  the 
recipients  of  Old  Age  Assistance.  The  provision  of  survivors  benefits  to 
widows  and  orphaned  children  and  of  benefits  to  totally  disabled  individuals 
and  their  dependents  has  also  greatly  reduced  the  number  of  potentially 
destitute  persons.  Despite  these  advances,  at  the  close  of  1965  approximately 
1,200,000  recipients  in  four  public  assistance  programs1  were  concurrently 
receiving  OASDHI  benefits  which  were  insufficient  to  meet  their  basic 
minimum  needs. 

SCOPE  OF  COVERAGE 

The  cash  benefits  of  the  Federal  social  insurance  programs  now 
have  achieved  almost  universal  coverage,  reaching  more  than  90  percent  of 
the  population.  On  the  other  hand,  many  workers  are  not  covered  by 
unemployment  insurance.  One  worker  out  of  every  four  (15  million)  is 
still  not  covered  by  unemployment  insurance.  State  laws  in  27  States 
(including  Puerto  Rico)  follow  the  Federal  Unemployment  Tax  Act  by  limit- 
ing the  program  to  employers  of  four  or  more  persons.  Nearly  all  States  also 
follow  the  Federal  Act  in  excluding  agricultural  workers,  domestic  employees, 
public  employees,  and  employees  of  nonprofit  organizations,  though  a  few 
jurisdictions  cover  some  of  these  groups. 

In  addition  there  is  a  trend  toward  restrictive  policies  and  practices 
among  the  States  to  exclude  persons  from  the  unemployment  insurance  pro- 
gram for  essentially  technical  reasons  but  who  are  unemployed  and  in  need 
of  income. 

The  adequacy  of  coverage  can  also  be  measured  by  the  extent  to 
which  the  social  insurance  programs  cover  risks  to  which  a  wage  earner  may 
be  subject.  For  example,  until  the  enactment  of  the  1965  amendments,  an 
insured  disability  was  narrowly  defined  so  that  it  included  only  disabilities 
that  were  expected  to  result  in  death  or  were  of  long  and  indefinite  duration. 
The  1965  amendments  broadened  coverage  by  providing  disability  insur- 
ance benefits  for  a  worker  who  has  been  totally  disabled  for  at  least  6  calendar 
months  even  though  it  is  expected  that  he  may  recover  in  the  foreseeable 
future.  The  individual,  however,  must  still  by  reason  of  his  impairment  be 
unable  "to  engage  in  any  substantial  gainful  activity." 


1  Old  Age  Assistance,  Medical  Assistance  for  the  Aged,  Aid  to  the  Permanently  and 
Totally  Disabled,  and  Aid  to  the  Blind. 


Temporary  disability  is  still  not  included  within  the  scope  of  the 
Federal  insurance  program,  and  only  four  States — California,  New  Jersey, 
New  York,  and  Rhode  Island — have  laws  that  provide  protection  for  tem- 
porary disability. 

In  1965  legislation  providing  hospital  insurance  benefits  for  the 
aged  and  supplementary  medical  insurance  benefits  for  the  aged  was  in- 
corporated into  the  Social  Security  system. 

BENEFIT  LEVELS 

The  benefits  provided  to  eligible  persons  under  OASDHI  are  not 
sufficient  to  meet  the  needs  of  many  beneficiaries,  as  reflected  by  the  number 
who  receive  additional  help  through  public  assistance. 

The  Council  Believes  That  Unless  Social  Insurance  Benefits  Are  Substantially 
Increased,  a  Much  Larger  Proportion  of  Social  Insurance  Beneficiaries  Will 
Require  Public  Assistance  To  Meet  Their  Basic  Needs. 

The  minimum  social  security  benefit  is  now  only  $44  a  month. 
(Recently  an  amendment  was  enacted  which  provides  a  benefit  of  $35  a 
month  to  certain  otherwise  ineligible  persons  72  years  of  age  and  older.) 
Obviously,  unless  persons  receiving  minimum  benefits  have  supplementary 
income  (an  unlikely  assumption  for  the  larger  number),  such  persons  must 
rely  upon  public  assistance  for  help  in  meeting  their  basic  needs. 

While  it  is  not  the  function  of  this  Advisory  Council  to  make  rec- 
ommendations as  to  the  specifics  of  a  benefit  formula  for  OASDHI,  it  is 
germane  to  any  consideration  of  public  welfare  to  propose  that  the  social 
insurance  system  establish  reasonable  minimums  for  workers  regularly  under 
the  system  and  provide  higher  percentages  of  wage  losses  to  low  paid  workers. 
This  does  not  imply  that  a  social  insurance  system  should  not  provide  ade- 
quate benefits  in  relation  to  past  wages  for  higher  paid  workers.  To  the 
extent  that  benefits  are  more  heavily  weighted  in  favor  of  lower  paid  work- 
ers through  adjustments  in  the  formula  and  increases  in  the  minimum  bene- 
fits, the  system  of  financing  must  be  reexamined.  Consideration  must  be 
given  to  a  substantial  contribution  from  general  revenues.  Furthermore, 
such  adequate  benefit  levels  need  to  be  kept  current  in  relation  to  rising 
prices  and  real  wages. 

In  the  area  of  unemployment  compensation,  maximums  on  the 
amount  of  weekly  benefits  in  many  States  do  not  permit  most  workers  to 
achieve  a  minimum  of  50  percent  of  past  wages  when  unemployed.  In 
more  than  two-thirds  of  the  States,  the  basic  maximum  weekly  benefit  amount 


continues  to  be  less  than  half  of  the  State's  average  weekly  wage.  In  17 
States,  the  maximum  is  less  than  40  percent  of  the  State's  average  wage. 
The  lower  the  weekly  maximum,  the  greater  the  percentage  of  individuals 
whose  amount  of  benefits  fails  to  meet  at  least  50  percent  of  wages. 

Consideration  must  also  be  given  to  the  length  of  time  for  which 
unemployment  benefits  are  paid.  The  States  are  permitted  under  Federal 
law  to  set  the  limit  on  the  number  of  weeks  of  benefits  to  be  paid  as  well  as 
to  determine  the  scale  of  benefits.  The  maximum  number  of  weeks  payable 
ranges  from  22  weeks  in  one  State  to  39  weeks  in  another. 

PUBLIC  WELFARE  AND  SOCIAL  INSURANCE 

There  will  always  be  individuals  and  families  who  will  not  be 
afforded  protection  under  social  insurance.  One  of  the  great  strengths  of 
the  public  assistance  program  is  its  potential  to  recognize  full  need,  unusual 
need,  and  special  circumstances. 

The  responsibilities  of  the  public  welfare  agencies,  as  complemen- 
tary to  social  insurance,  will  grow  with  the  increasing  need  for  social  services. 
The  public  welfare  agencies,  in  providing  counseling,  guidance,  referral,  and 
other  social  services  for  special  groups  in  the  community  will  increasingly  be 
serving  the  needs  of  social  insurance  beneficiaries.  Thus,  the  coordinate  re- 
lationship between  social  insurance  and  public  welfare  should  continue,  al- 
though hopefully  as  the  recommendations  of  this  Advisory  Council  are  en- 
acted into  law,  these  relationships  will  shift.  The  shift  for  public  welfare 
will  be  toward  less  supplementation  of  inadequate  social  insurance  income 
through  public  assistance  and  a  greatly  strengthened  role  in  providing  es- 
sential social  services. 

CONCLUSION 

Implementation  of  the  Council's  recommendation  to  extend  so- 
cial insurance  coverage  and  raise  benefit  levels  would  contribute  significantly 
to  the  economic  stability  of  an  increasing  number  of  Americans. 

Such  action  would  reduce  the  necessity  for  public  assistance  to  pro- 
vide supplementary  income  maintenance  for  many  former  wage  earners  and 
their  dependents  as  well  as  place  responsibility  for  basic  income  maintenance 
in  the  social  insurance  programs  where  it  rightfully  belongs. 

If  social  insurance  benefits  are  made  adequate  to  help  meet  ordi- 
nary living  costs  during  periods  of  income  cessation  or  interruption,  then 
the  public  welfare  program  will  be  better  able  to  fulfill  its  primary  functions : 


meeting  special  and  unusual  needs  of  wage  earners  and  their  dependents, 
providing  for  the  income  maintenance  needs  of  individuals  and  families  who 
are  not  covered  by  social  insurance,  extending  medical  assistance,  and  pro- 
viding a  broad  range  of  social  services. 

Further,  the  Advisory  Council  on  Public  Welfare  is  of  the  opinion  that  the 
adequacy  of  social  insurance  benefits  should  not  remain  static  but  be  kept 
in  proper  relationship  to  living  costs  and  wage  levels. 


"Public  welfare  is  the  channel  through  which  the  re- 
sponsible level  of  government  assures  to  individuals 
and  families  the  means  of  meeting  those  social  and 
economic  needs  it  recognizes  as  basic,  but  for  which 
other  provisions  have  proved  inadequate." 

Position  Statement 

National  Social  Welfare  Assembly 

December  1961 


VI.  COMPREHENSIVE  SOCIAL  WELFARE  SERVICES 

A  COMPREHENSIVE  PROGRAM  of  social  services,  available  to  all 
citizens  as  a  matter  of  right,  regardless  of  financial  status,  is  essential  to  an 
effective  public  welfare  program. 

Continuing  changes  in  modern  life  have  sharply  reduced  the  capacity  of  the 
family  and  the  neighborhood  to  aid  its  members  in  dealing  with  a  variety 
of  social  and  family  problems.  The  elderly,  the  sick  and  disabled,  new- 
comers to  urban  life,  youth,  men  and  women  seeking  to  adapt  to  a  changed 
market  for  their  labor,  members  of  minority  groups,  and,  in  fact,  most 
people  are  confronted  at  times  with  problems  requiring  a  new  type  of  com- 
munity service.  These  problems  are  not  restricted  to  persons  of  low  income 
or  of  little  education. 

Financial  assistance,  while  of  primary  importance  in  many  instances,  is  but 
one  answer  to  the  variety  of  problems  spawned  by  the  rapidly  changing 
patterns  of  modern  society.  A  basic  guarantee  of  social  services  to  help  in- 
dividuals and  families  resolve  or  prevent  problems  must  be  regarded  as 
equally  essential  in  a  responsive  and  modern  public  welfare  program. 

Ways  must  be  found  to  bring  the  comprehensive  social  services  that  modern 
living  requires  to  all  who  need  them,  when  and  where  they  are  needed. 

THEREFORE:  The  Advisory  Council  on  Public  Welfare  Recommends 
That 


Social  Services  Through  Public  Welfare  Programs  be 
Strengthened  and  Extended  and  be  Readily  Accessible  as 
a  Matter  of  Right  at  All  Times  to  All  Who  Need  Them. 
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The  Advisory  Council  considers  it  urgent  that  public  welfare  programs  be 
structured  to  provide  ever  more  effective  social  services,  medical  assistance, 
and  income  maintenance  in  readily  accessible  local  centers,  properly  staffed 
and  organized.  Increasingly,  they  may  become  associated  with  a  complex 
of  special  services. 

Community  and  family  services  must  be  considered  part  of  a  full 
range  of  services  offered  by  both  voluntary  and  public  agencies.  The 
Advisory  Council  recognizes  that  voluntary  agencies  perform  an  essential 
role  in  contributing  to  the  total  range  of  needed  services,  but  this  report  will 
deal  only  with  public  social  services. 

The  anxiety  and  alarm  engendered  by  family  breakup,  juvenile 
delinquency,  alienation,  mental  illness,  and  other  evidences  of  social  mal- 
adjustment, are  not  limited  to  a  single  class,  one  economic  level,  any  particu- 
lar educational  level,  or  any  racial  or  cultural  group.  These  are  symptoms 
indicative  of  the  stresses  of  modern  life  which  put  heavy  pressure  on  people 
everywhere.  They  emphasize  the  need  for  an  improved  social  environment 
better  adapted  to  the  needs  of  present  and  future  generations.  For  hard- 
pressed  families  and  children,  specific  social  services  are  needed  which  can 
support,  supplement,  strengthen,  and  if  need  be,  substitute  for  the  tradi- 
tional parent-child  relationship. 

The  functions  of  social  services  become  increasingly  important  as 
the  variety  of  community  services  of  many  types  confronts  the  individual 
with  a  complex  maze  of  potential  benefits  and  services.  Increasingly,  people 
need  advice  and  counsel  in  finding  specific  answers  for  their  problems. 
Many  people  are  not  familiar  with  the  machinery  of  government  and  require 
the  skilled  guidance  of  the  public  social  agency  in  obtaining  the  help  that  is, 
or  can  be  made,  available  to  them. 

The  recent  Medicare  legislation  offers  an  excellent  example.  All 
older  people  now  have  entitlement  to  hospital  and  medical  care  representing 
a  major  change  for  the  better  in  their  total  situation.  But  social  insurance 
is  a  payment  program,  not  a  service  program.  Who  is  going  to  assist  the 
confused  old  person  to  find  the  care  he  needs,  negotiate  the  shift  from  hos- 
pital to  nursing  home,  or  his  own  home,  organize  the  kind  of  home  care  he 
needs,  and  assist  him,  when  necessary,  in  meeting  the  charges  not  covered 
by  his  insurance?    This  is  essentially  a  social  service  function. 

But  this  is  only  one  example  of  the  many  situations  in  which  social 
services  perform  a  vital  function.  People  confronted  with  an  emergency, 
isolated  from  the  community,  discouraged,  overwhelmed  by  the  confusions 
and  demands  of  a  new  environment,  people  who  see  their  jobs  disappearing, 
their  debts  mounting,  their  family  problems  sharpening  into  seemingly  insol- 
uble conflict,  the  demands  for  new  adjustment  outrunning  their  experience 


to  the  point  of  panic — all  need  a  source  of  support,  encouragement,  guid- 
ance, and  direct  help. 

Some  problems  require  the  aid  of  the  most  experienced  and  com- 
petent social  workers.  Others  may  call  for  specialized  help  which  requires 
professional  organization  but  can  be  given  by  persons  of  a  particular,  but 
nonprofessional  skill  under  adequate  supervision.  For  example,  the  exten- 
sion of  services  to  the  homebound  elderly  person  of  limited  strength  and 
mobility  requires  organization  but  can  be  effectively  rendered  by  homemakers 
trained  for  that  particular  function.  Still  others  can  be  most  effectively 
provided  through  working  with  people  in  groups.  The  range  of  personnel 
required  of  the  modernized  public  welfare  agency  is  steadily  expanding  to 
encompass  the  neighborhood  worker,  persons  with  education  at  all  levels, 
and  a  variety  of  professional  disciplines. 

The  social  service  functions  of  public  welfare,  while  less  conspic- 
uous up  to  this  point  in  time  than  those  of  assistance,  stand  on  the  frontier 
of  American  social  development.  Social  services,  strengthened  by  decades 
of  experience  of  voluntary  and  public  agencies  and  supported  by  increased 
Federal  financing,  can  and  must  play  a  far  more  significant  role  in  creating 
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stronger  family  structures,  preventing  dependency,  and  lessening  the  effects 
of  social  stress.  The  increased  availability  of  such  services  is  only  a  partial 
goal  toward  which  to  work.  Greater  effort  is  needed  to  create  opportunities 
and  motivation  for  families  and  individuals  to  make  use  of  the  available 
social  services.  Public  welfare  agencies  must  be  encouraged  to  innovate  and 
experiment  in  ways  to  bring  the  people  who  need  social  services  and  the 
services  to  a  common  meeting  ground. 

WHAT  ARE  THE  SERVICES  REQUIRED  FOR  TODAY'S  LIVING? 

The  available  social  services  must  consist  of  a  broad  range  of 
different  services  directed  to  the  special  needs  of  individuals  and  families  and 
groups  of  individuals  and  families.  Within  the  community,  and  in  need  of 
such  services,  are  a  wide  variety  of  people  with  various  kinds  and  degrees  of 
problems  and  handicaps.  Some  of  these  can  best  be  met  through  the  provi- 
sion of  social  services  by  the  qualified  staff  of  the  public  welfare  agency. 
The  problems  of  children  especially  demand  numerous  skills  of  a  high  order 
to  reach  the  child  where  he  is.  Many  of  the  children  are  within  their  own 
families.  Protective  services  for  neglected  and  abused  children  are  urgently 
needed  as  well  as  foster  care,  day  care,  and  institutional  services. 

The  aged  are  in  need  of  specialized  services  to  meet  the  problems 
they  often  face  simultaneously :  infirmity,  isolation,  low  income.  The  aged, 
more  than  others  in  the  community,  are  often  isolated  and  out  of  touch  with 
family  and  community  life.  Physical  and  mental  deterioration,  as  well  as 
despair,  can  be  minimized  by  the  development  of  programs  and  services  for 
the  aged  through  public  welfare  agencies. 

Because  juvenile  delinquency  has  such  diverse  causes  and  involves 
so  many  community  institutions,  services  in  various  settings  requiring  skills 
of  many  kinds  are  needed  to  prevent  and  to  treat  the  problem.  A  variety  of 
community  services,  under  various  auspices,  designed  to  protect  both  the 
individual  and  community  from  the  effects  of  juvenile  delinquency  are 
clearly  needed. 

But  most  youth  fortunately  are  not  actual  or  potential  delinquents. 
The  great  majority  have  been  too  long  neglected  as  they  reach  out  for  under- 
standing, counseling,  guidance  with  all  the  changes  and  decisions  and  experi- 
ences that  are  the  warp  and  woof  of  growing  from  childhood  into  responsible 
adulthood. 

Increasingly,  it  is  recognized  that  family  planning  services  have  an 
essential  role  in  public  welfare  services.  Family  planning  services  should  be 
available  to  all  in  the  community  who  desire  them.  For  some  people,  finan- 
cial assistance  may  be  needed  to  obtain  services  readily  available  to  others. 


For  other  persons,  information  about  available  services  may  be  needed  and 
for  many,  the  public  welfare  agency  can  offer  beneficial  counseling  for  indi- 
viduals and  families  with  problems  in  family  life,  including  family  planning. 

Many  people  come  to  public  welfare  agencies  whose  problems  stem 
from  their  lack  of  familiarity  with  legal  procedures  or  who  may  be  denied  the 
protections  of  the  law  because  they  are  not  able  to  pay  the  costs  of  legal 
services.  As  our  society  becomes  increasingly  complex  and  impersonal,  the 
legal  rights  of  individuals  can  easily  be  overlooked  and  often  the  victims  do 
not  know  that  the  law  can  protect  them.  Legal  services  are  a  logical  and 
necessary  part  of  the  structure  of  services  offered  by  public  welfare  agencies. 
Such  services  can  be  paid  for  when  rendered  by  practicing  lawyers  or  legal 
resources  can  be  added  to  the  staff  of  the  agency. 

Medical  services  are  as  essential  services  offered  by  public  welfare 
as  are  income  maintenance  and  social  services.  Medical  services  must  be 
available  to  all  adults  and  children  not  able  to  pay  for  them.  Increasingly, 
medical  services  are  provided  for  as  part  of  social  insurance  programs  for  the 
aged,  and  also  as  part  of  the  structure  of  benefits  under  employer-employee 
arrangements.  But  most  arrangements  and  resources  often  contain  gaps 
that  result  in  the  withholding  of  the  services.  Money  may  be  needed  for 
various  minimum  fees;  full  payment  of  the  reasonable  charges  is  needed  in 
large  numbers  of  cases.  Help  in  filling  these  and  other  gaps  in  medical  serv- 
ices programs  is  essential,  along  with  clear  information  as  to  where,  when, 
and  how  to  obtain  the  services. 

Clearly  this  short  listing  of  certain  services  required  for  today's 
living  is  only  partial.  To  attempt  to  detail  every  specific  service  is  not  only 
unnecessary  to  emphasize  the  significance  of  this  area  of  public  welfare  re- 
sponsibility but  also  hazardous  because  the  scope  of  such  services  widens  as 
our  knowledge  and  our  skills  expand. 

The  responsibility  of  public  welfare  for  the  provision  of  social 
services  is  well  established.  Various  recent  actions  taken  administratively 
and  by  Federal  legislation  have  given  impetus  to  the  goals  of  social  welfare 
administrators  to  administer  the  programs  constructively  as  a  broad-gaged 
helping  service  for  people. 

The  legislation  enacted  by  the  Congress  in  1962  to  encourage 
public  welfare  agencies  in  providing  social  services  is  a  landmark  in  the 
development  of  public  welfare.  There  is  no  doubt  that  these  amendments 
have  directed  the  focus  of  public  welfare  programs  throughout  the  Nation 
toward  the  provision  of  social  services  more  than  any  other  single  action  in 
the  history  of  public  concern  for  the  needy  and  the  troubled.  The  enact- 
ment in  1965  of  title  XIX  of  the  Social  Security  Act,  offering  grants  to  the 


States  for  medical  assistance,  further  underlines  the  need  and  responsibility 
of  public  welfare  agencies  for  the  provision  of  adequate  social  services. 
Medical  services  to  be  truly  available  and  useful  to  many  individuals  require 
the  extension  of  social  services  within  the  total  program. 

Child  welfare  services,  as  an  integral  component  of  public  welfare, 
have  similarly  benefited  from  the  recent  legislation,  and  progress  is  being 
made  toward  the  1975  goal  of  statewide  services  set  in  the  1962  amendments 
to  the  Social  Security  Act.  Medical  services  are  becoming  increasingly  more 
widespread,  at  an  accelerated  rate,  as  a  result  of  the  1965  Federal  legisla- 
tion, and  are  reaching  far  more  people  in  need  of  such  services. 

THE  JOB  STILL  TO  BE  DONE,  NATIONWIDE 
AND  COMMUNITYWIDE 

The  Advisory  Council  is  aware  that  sober,  objective  analysis  of 
the  progress  to  date  leads  to  the  inescapable  conclusion  that  the  goals  of  the 
1962  amendments  have  not  been  reached — and  the  enlarged  goals  of  this 
report  are  yet  to  be  blue-printed.  For  many  recipients  of  public  assistance, 
for  the  even  larger  group  within  the  poverty  sector  not  receiving  public 
assistance,  and  for  many  children,  and  young  people,  and  families,  and  aged 
in  need  of  aid,  social  services  remain  more  theoretical  than  real. 

The  reasons  for  this  are  many :  The  difficulties  of  States  and  other 
jurisdictions  in  raising  their  share  of  the  needed  money,  even  under  the  lib- 
eral financing  provisions  in  the  1962  legislation;  the  continued  problems 
of  recruiting  and  retaining  qualified  staff;  the  immersion  of  workers  in  the 
details  and  complexities  of  the  administration  of  the  present  programs;  the 
complexities  of  Federal  and  State  legislation — all  have  been  obstacles  to  the 
realization  of  the  goals  set  in  1 962. 

Although  nearly  all  States  have  taken  steps  to  implement  the  1962 
legislation,  their  plans  and  programs,  except  for  child  welfare  services,  are 
limited  in  the  main  to  those  persons  currently  receiving  financial  assistance. 
Little  or  no  services  are  being  offered  to  persons  who  formerly  received  aid 
or  who  are  potentially  in  need  of  assistance.  Thus,  what  the  Congress  in- 
tended has  only  partially  been  achieved.  Extensive  additional  actions  are 
needed  to  assure  the  provision  of  essential  services  to  all  individuals,  families, 
and  children,  including  those  whose  problems  are  not  directly  related  to 
income  status. 

This  latter  point  made  time  and  again  in  the  regional  hearings  of 
the  Advisory  Council  in  a  variety  of  ways,  was  clearly  stated  by  Paul  K. 
Reed,  Chairman,  Illinois  Association  of  Family  Service  Agencies : 


"Equally  important  is  the  development  of  public  social  services  to 
be  available  not  only  to  those  in  need  of  financial  assistance  but 
also  to  all  persons  in  all  communities  throughout  the  Nation." 

The  financing  of  services  for  children  and  youth  has  always  been 
complicated  by  the  heavy  demands  made  upon  States  for  money  to  provide 
income  maintenance  and  medical  care  for  the  large  number  of  dependent 
adults.  The  current  financing  arrangement  has  discriminated  against  Aid 
to  Families  with  Dependent  Children  and  other  services  for  children  and 
youth.  A  major  advantage  of  the  recommendations  of  the  Council  for  the 
inclusion  of  services  for  children  and  youth,  within  the  comprehensive  pro- 
gram of  social  guarantees,  is  the  greater  freedom  it  would  give  the  States 
in  organizing  the  interrelationships  of  its  total  public  welfare  program  and 
allocating  resources  where  most  needed  rather  than  where  best  financed 
as  is  so  often  the  present  case. 

With  the  over-all  Federal  share  inclusive  of  programs  providing 
both  services  and  financial  assistance,  the  States  would  be  freed  from  the 
present  complexities  of  fiscal  allocation  between  maintenance  and  related 
social  services  programs,  and  services  for  children  and  youth  under  child 
welfare  services.  Moreover,  to  the  Nation  as  a  whole,  the  supportive  aspects 
of  services  for  children,  youth,  and  their  parents  as  a  means  of  preventing 
the  family  breakdown,  which  today  brings  so  many  children  to  dependency 
upon  public  assistance,  is  logical  in  terms  both  of  social  policy  and  long-run 
economy. 

To  meet  the  challenge  of  the  job  still  to  be  done  will  require  not  only 
substantial  improvement  in  all  of  the  areas  detailed  above  but  also  greatly 
increased  attention  to  total  community  organization.  Public  welfare  does  not 
exist  apart.  It  is  an  integral  segment  of  the  entire  organizational  pattern  of 
the  total  community.  In  the  public  welfare  programs  most  effectively  serv- 
ing their  communities  this  is  clearly  visible.  For  the  majority,  however, 
special,  intensive  added  effort  is  essential. 

The  public  welfare  agency  has  a  major  role  to  play  and  a  major 
responsibility  in  more  effective  community  organization  as  a  basis  for  pro- 
viding comprehensive  social  welfare  services.  The  implications  for  staff 
with  special  skills  in  this  area,  for  greatly  accelerated  development  of  com- 
munity service  centers  within  reach  of  all  who  need  them,  and  reaching  out 
to  those  who  are  unaware  that  appropriate  help  is  available  are  major  in- 
gredients of  the  total  public  welfare  job  recognized  by  this  Council.  At  the 
same  time,  under  appropriate  arrangements,  responsive  to  the  fact  that  crises 
may  arise  for  individuals  or  families  at  any  hour  of  the  day  or  night  or  any 
day  of  the  week,  emergency  services  must  be  accessible  at  all  times. 


PROBLEMS  ARE  INTERRELATED 


There  is  a  point  of  view  based  on  the  premise  that  the  function  of 
providing  money  payments  and  that  of  providing  social  services  may  con- 
flict so  that  it  is  advisable  to  have  a  complete  separation  of  these  functions 
in  separate  agencies.  This  Advisory  Council  believes,  however,  that  prob- 
lems of  people  cannot  be  neatly  categorized.  For  those  persons  who  come 
to  the  public  welfare  agency  for  money,  it  is  difficult  and  unwise  to  attempt 
a  complete  division  of  function  between  the  provision  of  services  and  the 
provision  of  granting  of  money,  quite  apart  from  the  question  of  duplicating 
mechanisms. 

In  general  individuals  have  a  complexity  of  problems  in  which  the 
very  determination  of  eligibility  for  money  may  involve  the  provision  of  a 
social  service  or  the  identification  of  a  variety  of  needs  for  service.  For 
example,  determining  the  eligibility  of  an  individual  whose  work  potential 
is  poor  for  a  training  program  is  a  social  service  intimately  tied  in  with  a 
money  payment.  Or,  for  the  mother  of  young  children  who  applies  for 
financial  help  because  the  family  has  been  deserted,  much  more  is  involved 
in  helping  her  than  a  mere  estimate  of  her  budgetary  requirements. 

Poverty  and  dependence  are  usually  the  ultimate  results  of  a  variety 
of  social  or  emotional  causes.  Furthermore,  degree  of  economic  or  other 
need  often  changes  quickly  in  our  expanding  labor  market  and  mobile 
population. 

At  the  same  time  there  is  growing  recognition  of  the  necessity 
to  realign  public  social  services  to  serve  more  effectively  the  needs  of  our 
society.  The  emphasis  is  shifting  to  more  public  social  services  available  to 
the  financially  self-sufficient  who  have  social  problems  and  need  help  which 
ranges  from  professional  counseling  in  dealing  with  a  failing  marriage,  a 
mental  or  emotional  illness,  a  delinquent  child  or  a  problem  of  alcoholism  or 
drug  addiction  to  need  for  the  kind  of  help  that  can  be  given  by  trained 
homemakers  or  other  types  of  auxiliary  staff.  For  millions  of  troubled  people 
today,  there  must  be  a  place  to  turn  for  the  variety  of  human  services, 
including  advice  and  information,  that  welfare  agencies  traditionally  provide 
but  that,  in  our  public  agencies,  have  tended  to  be  limited  to  people  who  have 
financial  problems  as  well. 

Other  people  are  financially  dependent,  particularly  the  aged,  the 
ill  and  handicapped,  but  have  the  support  of  family  or  community  resources. 
Thus  they  can  manage  independently  if  a  sufficient  income  to  pay  for  their 
living  expenses  or  medical  care  or  both  is  provided. 

Then  there  are  those  who  require  both  social  services  and  more 
adequate  incomes,  provided  at  appropriate  levels. 


As  presently  organized,  our  public  social  service  programs  all  too 
often  are  not  properly  staffed  and  organized  to  serve  these  clearly  differenti- 
ated needs  to  individuals  of  all  ages  and  to  families.  Hence,  it  is  urgent  to 
define  more  clearly  how  available  programs  can  be  structured  to  provide 
ever  more  effective  social  services,  medical  assistance,  and  income  main- 
tenance in  readily  accessible  centers,  properly  organized  to  do  so. 

As  the  social  insurances  improve,  the  numbers  who  require  income 
maintenance  in  whole  or  supplementary  to  other  benefits  will  decrease.  But 
the  crux  of  the  problem  of  basic  social  guarantees  dealt  with  by  this  Advisory 
Council  is  availability  of  the  gamut  of  services  under  soundly  conceived  and 
organized  public  welfare  administrative  structures,  meeting  the  particular 
need  or  needs  of  the  individual  at  the  right  time  in  the  right  way.  It  is 
fortunate  that  the  public  welfare  agency  is  already  available  in  every  local 
jurisdiction  and  thus  provides  the  framework  for  dealing  effectively  with  the 
interrelated  human  problems  of  contemporary  society. 

IMPROVEMENT  AND  EXTENSION  OF 
CHILD  WELFARE  AND  YOUTH  SERVICES 

The  vitality  of  a  society  can  be  measured  by  the  way  it  treats  the 
children  on  whom  its  own  future  depends.  Adults  who  in  childhood  have 
failed  to  receive  the  physical  and  emotional  nourishment  necessary  for  their 
own  best  development  become,  in  their  turn,  inadequate  parents,  poor 
citizens,  and  economic  misfits,  incapable  of  the  adaptations  required  by  our 
technological  society.  Somewhere,  this  cycle  must  be  broken,  and  child 
welfare  and  youth  services  are  essential  to  this  preventive  goal. 

Children  and  youth  services  are  predicated  on  the  assumption  that 
the  best  answer  to  a  child's  needs  is  a  strong,  warm,  and  supportive  family. 
But  the  fragmentation,  complexity,  mobility,  and  subsequent  depersonaliza- 
tion of  many  aspects  of  modem  life  put  heavy  pressures  on  the  job  of  being  a 
parent.  The  majority  of  today's  young  parents  have  neither  the  help  and 
support  of  a  large  nearby  family  group,  nor  the  array  of  supportive  social 
services  which  might  relieve  their  burdens  in  rearing  young  children,  in 
building  a  strong  family  unit. 

The  existing  program  of  child  welfare  services,  authorized  by  title 
V  of  the  Social  Security  Act  and  State  legislative  enactments,  has  pioneered 
in  the  provision  of  services  for  children  and  youth  but  its  coverage  is  so  spotty, 
both  geographically  and  in  scope  of  benefits,  that  it  offers  little  guarantee  of 
protection  to  a  large  number  of  the  Nation's  children.  Some  of  the  most 
vulnerable,  especially  children  in  minority  groups  who  need  it  most,  have  had 


AGGREGATE  CAPACITY  OF  LICENSED  DAY  CARE  FACILITIES 
IN  THE  UNITED  STATES,  SEPTEMBER  30,  1965 


Source:  U.S.  Department  of  Health,  Education,  and  Welfare;  Welfare  Administration.  Children's 
Bureau;  Child  Welfare  Studies  Branch. 


NUMBER  OF  CHILDREN  SERVED  BY  PUBLIC  AND  VOLUNTARY 
CHILD  WELFARE  AGENCIES  AND  INSTITUTIONS, 
MARCH  31,  1965 


Source:  U.S.  Department  of  Health,  Education,  and  Welfare;  Welfare  Administration.  Children's 
Bureau. 

the  least  protection.  Adapting  to  these  needs  and  deprivations  as  best  they 
can,  today's  neglected  children  become  tomorrow's  social  problems. 

This  is  a  national  problem  and  a  national  responsibility. 
For  all  these  reasons,  the  Advisory  Council  on  Public  Welfare  recognizes 
that  child  welfare  services  constitute  a  major  component  in  the  proposed 
comprehensive  program  of  social  guarantees. 

The  Council  is  aware,  however,  that  it  is  not  possible  to  assure  the 
availability  of  a  full  range  of  services  in  all  political  subdivisions  immediately. 
Therefore,  it  is  of  the  opinion  that  the  Federal  agency  should  identify  the 
services  which  must  be  made  available  to  all  eligible  children  immediately 
and  those  to  be  included  on  a  progressively  more  inclusive  basis  within  the 
comprehensive  program  and  within  the  same  pattern  of  financing.  A  pro- 
gram of  social  guarantees  implies  a  right  to  the  available  services. 

The  Advisory  Council  on  Public  Welfare  believes  that  child  welfare  and 
youth  services,  as  well  as  other  services  of  public  welfare  agencies,  should 
be  available  as  a  right,  subject  to  enforcement  in  the  courts. 


The  gap  between  the  goals  of  present  services  for  children  and 
youth  and  attainment  is  very  great.  Child  welfare  services  are  not  available 
to  all  the  children  who  need  them,  are  not  statewide  in  many  States,  and 
the  variations  among  quality  and  types  of  services  offered  among  the  States 
are  wide.  For  example,  while  an  estimated  2.7  million  children  need  day 
care  services,  total  public  and  voluntary  approved  facilities  serve  only 
310,000  children.  The  reasons  for  the  failure  to  achieve  the  services  needed 
by  children  and  youth  are  similar  to  the  reasons  other  services,  which  should 
be  a  part  of  a  community  service  program,  are  lacking. 

The  most  crucial  of  these  reasons  is  financing.  The  recommenda- 
tions of  the  Council  on  the  financing  of  public  welfare  programs  will,  if 
enacted,  provide  the  level  of  financing  required.1 

In  addition  to  bringing  programs  for  children  and  youth  into 
parity  with  other  public  welfare  programs,  the  proposed  Federal  matching 
formula  would  make  possible  the  establishment  of  mandatory  standards  re- 
lating to  the  essential  components  and  quality  of  services  for  children  and 
youth.  To  benefit  from  the  greater  Federal  financial  support  which  would 
be  available  to  them,  State  services  for  children  and  youth  would  have  to 
meet  these  standards. 

Presently,  responsibility  for  components  and  standards  lies  pri- 
marily with  the  States.  As  a  result  the  children  of  prosperous  States  have 
better  and  more  comprehensive  services  than  the  children  of  poorer  States, 
and  no  State  has  services  for  children  and  youth  that  meet  optimum  stand- 
ards. Since  the  inadequacies  of  present  programs  are  of  grave  concern  to 
professionals  and  interested  citizens  alike,  as  often  expressed  in  the  regional 
meetings  of  the  Advisory  Council — there  is  every  reason  to  believe  that  all 
States  would  welcome  an  opportunity  to  extend  and  improve  their  services 
for  children  and  youth.  These  services  should  include  provision  of  protec- 
tive and  social  services  for  children  in  vulnerable  situations  such  as  foster 
care  placement  in  homes  and  institutions  at  reasonable  rates  of  reimburse- 
ment; adoptive  services;  services  to  unmarried  mothers  and  their  children; 
homemaker  services;  services  related  to  the  licensing  of  other  child  welfare 
programs;  day  care;  provisions  for  specialized  institutional  care;  probation 
and  school  social  services  (where  not  otherwise  available) ;  and  special 
programs  for  young  people. 

WORK  AND  TRAINING  PROGRAM 

Opportunity  for  constructive  work  and  training  was  authorized 
under  the  Public  Welfare  Amendments  of  1962  along  with  other  services 
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1  See  Chapter  IV. 


directed  toward  helping  parents  or  relatives  attain  or  retain  capability  for 
the  maximum  self  support  consistent  with  the  maintenance  of  continuing 
parental  care  and  protection.2 


NUMBER  OF  OPERATING  PROJECTS  AND  NUMBER  OF 
TRAINEES  IN  THE  TITLE  V  PROGRAM  BY  REGION  AND 
JURISDICTION  AS  OF  MAY  12,  1966 


9  REGION 

CONN 
MAINE 
MASS 

R.I. 


O  REGION  2 

N.J. 
N.Y. 
PA. 

@  REGION  3 

DC. 
KY. 
MD. 
N.C. 
PR 
V.I 

W.VA. 

•  REGION  4 

FLA. 
GA. 
MISS. 
TENN. 

•  REGION  5 

ILL 
IND. 
MICH. 
OHIO 

WIS. 


19  PROJECTS 
5,708  TRAINEES 


31  PROJECTS 
6,319  TRAINEES 


9  PROJECTS 
27,607  TRAINEES 


20  PROJECTS 
4,604  TRAINEES 


21  PROJECTS 
9,845  TRAINEES 


O  REGION  7 

ARK. 
LA. 

N.MEX. 
OKLA. 


32  PROJECTS 
6,886  TRAINEES 


24  PROJECTS 
9,448  TRAINEES 


Source:  U.S.  Department  of  Health,  Education,  and  Welfare;  Welfare  Administration. 
Family  Services. 


Bureau  of 


One  of  the  major  reasons  for  placing  this  responsibility  with  public 
welfare  was  that  public  assistance  recipients  had  been  consistently  bypassed 
by  other  training  and  placement  programs  and  clearly  needed  a  well  rounded 
program  of  special  help.  Although  required  by  law  to  be  currently  regis- 
tered for  jobs  with  the  employment  service,  few  unemployed  parents  receiv- 
ing assistance  were  either  placed  in  employment  or  selected  for  classes  under 
programs  of  other  governmental  agencies.  On  the  other  hand,  cases  eligible 
under  the  1962  amendments  in  the  Aid  to  Families  with  Dependent  Children 
program  where  need  was  due  to  unemployment  of  the  breadwinner  have 


3  The  Council's  Recommendation  for  an  interim  work  and  training  proposal  appears 
in  Chapter  XIII. 
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been  closed  on  the  average  after  only  9  months  of  assistance,  largely  due  to 
work  or  training  program  components. 

The  Economic  Opportunity  Act  of  1964  extended  the  provision 
by  public  welfare  agencies  of  constructive  work  experience  and  training  to 
unemployed  parents  and  other  needy  persons.  Emphasis  has  been  focused 
on  the  hard  core,  chronically  unemployed  segment  of  our  population,  most 
subject  to  economic,  cultural,  and  educational  deprivation.  Under  this 
program  results  have  also  been  encouraging.  As  an  example,  68  percent 
of  a  recent  sample  of  participants  who  went  into  employment  after  individ- 
ually planned  training  were  found  to  be  still  working  3  months  after  leaving 
the  projects. 

The  basic  ingredient  added  by  public  welfare  agencies  adminis- 
tering work-training  programs  is  the  close  coordination  of  work  experience 
and  training  with  supportive  social  services,  income  maintenance,  and  med- 
ical care.  The  emphasis  is  on  a  family-centered  approach,  dealing  not  just 
with  an  individual  but  helping  the  entire  family  to  enter  the  mainstream  of 
community  life.  Of  the  thousands  of  persons  already  trained  and  engaged 
in  gainful  employment  each  has  an  average  of  three  dependents. 

Public  welfare  should  continue  to  carry  responsibility  for  providing 
such  a  coordinated  program  of  services  to  public  assistance  recipients  and 
others  in  similar  circumstances,  many  of  whom  may  still  require  income 
maintenance  and  services  even  after  receiving  work  experience  and  training 
because  of  fluctuations  in  the  labor  market,  personal  or  family  health  prob- 
lems, lack  of  adequate  child  care,  or  because  they  are  so  seriously  disad- 
vantaged that  they  cannot  be  employed  in  competitive  jobs. 

THEREFORE:  The  Advisory  Council  on  Public  Welfare  Recommends 
That 

The  Present  Work  Training  Programs  Be  Strengthened  and 
Become  Permanent  Parts  of  the  Public  Welfare  Structure 

JUVENILE  DELINQUENCY  SERVICES 

The  Welfare  Administration's  programs  for  the  prevention,  con- 
trol, and  treatment  of  juvenile  delinquency  and  youth  development  are 
operated  primarily  through  two  of  its  constituent  units — the  Office  of 
Juvenile  Delinquency  and  Youth  Development  and  the  Children's  Bureau. 

The  Children's  Bureau  juvenile  delinquency  program  confines 
itself  to  youth  of  an  age  that  is  within  the  jurisdiction  of  the  juvenile  court. 
The  Office  of  Juvenile  Delinquency  was  created  in  1961  by  the  Juvenile 
Delinquency  and  Youth  Offenses  Control  Act,  "to  provide  Federal  assistance 


to  projects  which  will  demonstrate  or  develop  techniques  and  practices  lead- 
ing to  a  solution  of  the  Nation's  juvenile  delinquency  control  problems." 

The  Advisory  Council  recognizes  the  volume  and  quality  of  the 
services  being  rendered  to  the  States  and  localities  by  both  the  Children's 
Bureau  and  the  Office  of  Juvenile  Delinquency  and  Youth  Development. 
Among  these  services  are  surveys,  research,  reporting,  demonstration  projects, 
training  activities,  and  consultation.  Each  area  needs  not  only  to  be  con- 
tinued but  also  to  be  extended  and  strengthened. 

The  facts  of  the  multiplicity  of  elements  in  the  prevention,  control, 
and  treatment  of  juvenile  delinquency  as  well  as  the  many  disparate,  but 
related  social  institutions  affecting  and  affected  by  delinquency  and  youth 
crime  have  gained  wide  recognition.  It  is  now  generally  conceded  that  the 
multiple  problems  grouped  under  the  general  heading  of  juvenile  delinquency 
are  reflected  in  the  numerous  organizations  and  agencies  at  the  national, 
State,  and  local  levels;  public,  voluntary,  executive,  and  judicial. 

While  there  is  general  agreement  on  the  multiple  causes  of  juvenile 
delinquency  and  the  need  for  coordinated,  comprehensive  programs — Fed- 
eral, State,  and  local  programs  remain  neither  coordinated  nor  comprehen- 
sive. Viewed  from  an  organizational  and  administrative  perspective,  State 
and  local  programs  for  delinquent  youth  present  a  pattern  quite  dissimilar 
from  public  welfare  services  for  families  and  children. 

It  is  the  Council's  opinion  that  a  carefully  administered  program  of  grants 
to  the  States  for  the  control  and  treatment  of  juvenile  delinquency  will  bring 
some  order  to  the  present  array  of  agencies  and  functions  in  the  various 
units  of  local  and  State  government  and,  along  with  continuation  of  the 
present  approaches,  will  help  to  promote  the  actual  availability  of  the 
needed  services. 

At  the  present  time,  the  delivery  of  needed  services  is  often  handi- 
capped by  the  shifting  responsibilities  of  the  various  judicial,  administrative, 
voluntary,  and  public  agencies  in  the  field.  Responsibility  for  a  course  of 
action,  care,  and  treatment  has  too  little  continuity  or  coordination  and 
hence  efforts  for  care  and  rehabilitation  are  frustrated.  As  a  result,  many 
youth  do  not  receive  the  proper  care  and  treatment  at  the  precise  time  when 
it  is  most  needed  and  would  be  the  most  effective. 

THEREFORE:  The  Advisory  Council  on  Public  Welfare  Recommends 
That 

One  Consolidated  Program  Within  the  Welfare  Administration  for 
the  Prevention,  Treatment,  and  Control  of  Juvenile  Delinquency  be 
Established. 


MEDICAL  AND  DENTAL  CARE  SERVICES 


Medical  services  are  an  essential  element  in  a  comprehensive  serv- 
ice program.  Medical  attention  must  be  promptly  and  effectively  provided. 
Lack  of  it  can  result  in  deterioration  for  the  individual  and  far  greater  ulti- 
mate cost  to  the  community.  In  1965  the  Congress  established  the  frame- 
work for  broad  programs  of  health  insurance  for  the  aged,  medical  assistance, 
and  expanded  child  health  care.  These  programs  will  carry  the  Nation 
markedly  forward  toward  the  goal  of  medical  care  for  all  without  means 
to  purchase  needed  care.  The  1965  child  health  provisions,  together  with 
the  earlier  child  health  and  mental  retardation  program,  should  greatly  ad- 
vance the  level  of  care  available  for  children,  especially  those  from  low 
income  homes. 

The  relationship  of  the  health  of  its  children  to  the  strength  and 
productivity  of  the  Nation  needs  little  elaboration.  The  health  of  the  adult 
population  is  determined,  to  a  great  degree,  by  the  quality,  adequacy,  and 
scope  of  the  health  services  available  to  that  population  when  it  was  young. 
A  significant  index  of  the  general  health  status  can  be  found  in  the  health  of 
children. 

The  interaction  of  poverty  and  health  was  sharply  revealed  in  a 
special  report  to  President  Johnson  in  1964  on  the  health  of  school  age  chil- 
dren in  the  United  States.3  Some  points  from  the  report,  prepared  by  the 
Children's  Bureau  of  the  Welfare  Administration,  include: 

•  Children  in  families  with  less  than  $2,000  income  see  a 
physician  only  half  as  frequently  as  those  in  families  with  income 
of  more  than  $7,000. 

•  Children  in  families  with  incomes  under  $2,000,  when  admitted 
for  hospital  care,  require  twice  as  long  a  period  of  care  as  children 
in  families  making  $7,000  and  over. 

•  Paralysis  and  orthopedic  impairments  accounted  for  13.8  per- 
cent of  chronic  conditions  among  children  in  low  income  families 
as  compared  to  9.7  percent  in  top  income  families. 

•  Blindness,  visual  impairments,  and  speech  defects  accounted  for 
12.4  percent  of  chronic  conditions  in  low  income  families  as 
compared  to  6.4  percent  in  the  $7,000-and-over  income  group. 


"Health  of  Children  of  School  Age,"  Children's  Bureau  Publication,  No.  427,  1964. 


An  examination  of  public  assistance  medical  care  programs  shows 
clearly  that  they  have  not  provided  adequately  for  financing  health  and 
medical  care  for  the  neediest  of  all  children — those  who  are  dependent  on 
public  assistance.  In  1965  more  than  $1.3  billion  were  spent  on  all  public 
assistance  medical  care.  Yet,  the  AFDC  program,  whose  recipients  com- 
prise 60  percent  of  the  entire  assistance  caseload,  received  only  1 2  percent  of 
the  medical  benefits,  and  10  States  did  not  provide  any  vendor  medical  care 
programs  at  all  for  such  children. 

The  new  title  XIX  program  under  the  Social  Security  Act 
promises  to  provide  basic  assurance  to  the  needy  that  they  will  not  be  with- 
out necessary  medical  services.  Title  XIX  has  numerous  forward  looking 
provisions  designed  to  provide  medical  assistance  of  high  quality  with  major 
reliance  on  declarations  of  circumstances  and  hence  the  minimum  of  time- 
consuming  investigations,  no  unrealistic  expectations  of  support  from  rela- 
tives, or  the  denial  of  aid  because  of  lack  of  State  residence.  The  forward 
looking  provisions  in  title  XIX  provide  valuable  precedents  for  the  recom- 
mendations of  the  Advisory  Council  which  are  directed  to  simplifying  the 
administration  of  public  welfare  services  generally. 

The  Advisory  Council  is  concerned  that  many  of  the  benefits  of 
title  XIX  are  potential  rather  than  actual.  It  is  the  Council's  opinion  that 
with  the  large  element  of  State  option  in  the  new  medical  assisance  legisla- 
tion, it  is  unrealistic  to  expect  that  all  States  will  have  the  necessary  resources 
to  adopt  and  implement  the  new  program  promptly.  By  1970  all  States 
must  begin  programs  under  title  XIX  if  they  are  to  continue  to  receive  Fed- 
eral participation  in  medical  care  payments.  However,  particularly  in  the 
years  just  ahead,  a  resident  of  one  State  may  benefit,  while  his  neighbor 
across  the  line,  equally  ill  and  needy,  may  not. 

Another  difficulty  for  financially  hard  pressed  States  is  the  require- 
ment that  by  July  1,  1975,  the  States  must  provide  a  broad  program  of 
medical  assistance  for  all  needy  people  in  the  State.  The  Council  concurs 
in  this  goal.  The  provision  for  Federal  sharing  in  the  cost  of  reaching  the 
goal,  however,  is  not  complete.  Under  the  law  States  will  receive  matching 
Federal  funds  for  only  a  portion  of  the  needy  people  who  do  not  have  the 
same  eligibility  characteristics  as  persons  receiving  money  payments. 
Federal  sharing  is  currently  available  for  providing  needed  medical  assistance 
to  children  under  age  21,  but  many  other  low  income  people  cannot  receive 
federally  aided  medical  assistance.  The  groups  omitted  are  persons  between 
age  2 1  and  65  who  are  not  blind,  disabled,  or  the  parents  of  a  child  under  2 1 . 

The  Council  believes  that  these  gaps  should  be  closed  through  Federal 
sharing  in  the  cost  of  medical  assistance  for  the  medically  needy  between 
21  and  65  years  of  age. 


The  Council  is  concerned  that  there  are  still  glaring  gaps  in  hos- 
pital and  medical  services  for  the  more  than  34  million  Americans  in  poverty. 
The  1965  legislation  should  be  considered  only  the  beginning  of  the  provision 
of  medical  care  and  services  to  the  American  people.  The  tabulation  at 
the  end  of  this  chapter  identifies  the  gaps  and  omissions  in  the  provisions  of 
coverage  under  the  present  law  and  also  highlights  some  additional  weak- 
nesses in  the  financing  of  services  where  coverage  is  specified. 

The  nearly  total  lack  of  dental  care  services  for  all  age  groups  in 
the  low  income  segment  is  a  matter  of  continuing  and  serious  concern  which 
requires  prompt  attention.  The  development  of  adequate  dental  services 
for  the  poor  under  the  new  medical  assistance  provisions  of  title  XIX  is 
left  to  the  option  of  the  States.  Under  title  XVIII,  the  hospital  and  medical 
insurance  program  for  the  aged,  no  dental  care  is  provided. 

To  assist  the  Advisory  Council  on  Public  Welfare,  the  Council  on 
Dental  Health  of  the  American  Dental  Association,  conducted  a  survey  in 
which  a  questionnaire  relating  to  dental  services  for  children  in  public 
assistance  programs  was  sent  to  the  dental  director  of  every  State  health 
department.  Replies  were  received  from  49  States.  The  American  Den- 
tal Association  reported,  "On  the  basis  of  the  data,  there  seems  to  be  a  gen- 
eral lack  of  coordination  of  activities  and  little  provision  of  dental  care  in 
most  States." 

Title  XIX  provides  that,  effective  July  1,  1967,  the  States,  if  their 
plan  is  to  be  approved,  must  provide  five  basic  services:  Inpatient  hospital 
services,  outpatient  hospital  services,  x-ray  and  other  diagnostic  services, 
skilled  nursing  services  (for  persons  over  age  21),  and  physicians'  services. 
This  range  of  services,  while  encompassing  many  basic  ones  which  large 
numbers  of  people  need,  has  some  serious  omissions,  notably  in  services  for 
children.  The  omission  of  dental  care,  as  a  required  service,  is  particularly 
acute. 

Therefore,  although  it  is  not  required  until  July  1,  1975,  the  Advisory 
Council  believes  it  is  not  only  feasible,  but  necessary,  to  advance  the  pro- 
vision of  dental  services,  particularly  for  children,  to  a  much  earlier  date. 

The  Council  commends  the  Department  of  Health,  Education, 
and  Welfare  for  its  position  on  family  planning  as  an  essential  part  of  the 
programs  it  administers.  Within  the  public  welfare  program,  family  plan- 
ning is  not  only  an  element  of  necessary  medical  services  but  of  the  social 
services  program  as  well.  Recipients  of  assistance  and  other  persons  in 
the  community  who  turn  to  the  public  welfare  agency  for  help  must  have 
counselors  who  can  assist  them  to  meet  their  problems  in  various  aspects 
of  family  life,  including  family  planning. 


The  Council  is  gratified  that  Federal  sharing  in  these  costs  is 
possible  under  current  legislation  both  as  medical  services  and  as  social 
services. 

The  Advisory  Council  on  Public  Welfare  calls  upon  the  Welfare  Adminis- 
tration to  exert  strong  leadership  for  the  States  in  the  development  of 
family  planning  services  as  part  of  their  medical  and  social  services. 


CONCLUSION 

The  Advisory  Council  on  Public  Welfare  is  in  full  agreement  with 
the  observation,  "There  is  no  better  cure  for  poverty  than  money."  How- 
ever, the  term  public  welfare  means  much  more  than  the  essential  provision 
of  money  payments  and  medical  care  included  under  public  assistance — 
it  means  a  comprehensive  program  of  social  services  for  families  and 
individuals  of  all  ages. 

Despite  the  substantial  sums  of  money  expended  in  efforts  to 
alleviate  many  of  the  social  problems  that  concern  us,  and  despite  the  out- 
pouring of  reports,  speeches,  and  ideas  addressed  tc  possible  solutions  for 
these  problems — not  enough  is  yet  being  done  to  bring  supportive,  referral, 
preventive,  and  rehabilitative  social  services  to  all  of  the  people  now  living 
within  critically  disadvantaged  groups  or  to  those  who  are  struggling  to 
maintain  their  place  within  the  norms  of  social  adjustment. 

Until  the  full  potential  of  social  services  and  the  nationwide  net- 
work of  public  welfare  agencies  are  utilized  far  more  effectively  in  our  efforts 
to  find  answers  for  many  of  our  social  problems,  we  will  be  neglecting 
resources  that  could  mean  the  differenct.  between  victory  and  defeat  in  our 
struggle  to  bring  all  of  our  citizens  into  full  participation  in  the  abundance 
and  comfort  that  most  of  us  enjoy. 


STATUS  OF  MEDICAL  AND  DENTAL  CARE  SERVICES  FOR  34  MILLION 

NEEDY  AMERICANS 

This  brief  summary  highlights  some  of  the  concerns  of  the  Advisory  Council  on  Public  Welfare : 


UNDER  21  YEARS  OF  AGE 

•  No  hospital  insurance 

•  No  supplementary  medical  insurance  to  cover 
the  cost  of  physicians'  services  and  other  medical 
costs 

•  No  provision  for  care  or  services  in  a  public 
institution  (except  a  medical  institution)  or  care 
or  services  in  a  TB  or  mental  hospital 

•  Optional  to  States  (until  1975)  medical  as- 
sistance only  for  children  now  receiving  AFDC 
and  certain  other  medically  needy  children  4 

•  Optional  to  States,  such  services  as  dental  care, 
eyeglasses,  hearing  aids,  drugs,  and  transportation 
to  get  medical  care 

•  Inadequate  Federal  matching  for  lowest  in- 
come States 

21-64  YEARS  OF  AGE 

•  No  hospital  insurance 

•  No  supplementary  medical  insurance  to  cover 
the  cost  of  physicians'  services  and  other  medical 
costs 


•  No  provision  for  care  or  services  in  a  public 
institution  (except  a  medical  institution)  or  care 
or  services  in  a  TB  or  mental  hospital 

•  No  Federal  matching  if  poor  but  outside  the 
categorical  definitions  of  eligibility 

•  Optional  to  States  (until  1975)  medical  as- 
sistance for  only  those  now  receiving  public  assist- 
ance (adults  caring  for  small  children,  perma- 
nently and  totally  disabled  and  blind)  and  cer- 
tain other  medically  needy  persons.5 

•  Optional  to  States,  such  services  as  dental  care, 
eyeglasses,  hearing  aids,  drugs,  and  transportation 
to  get  medical  care 

OVER  65  YEARS  OF  AGE 

•  No  provision  in  supplementary  medical  insur- 
ance for  drugs  outside  of  hospital,  dental  care, 
eyeglasses,  hearing  aids,  or  transportation  to  get 
medical  care 

•  No  provision  for  long  term  nursing  home  care 

•  Optional  to  States  (until  1975)  medical  assist- 
ance only  for  those  now  receiving  assistance  and 
certain  other  medically  needy  persons 


4  Those  children  who  would  have  been  eligible  for  AFDC  except  they  were  over  the 
State  age  requirement  for  AFDC  but  under  21  years  of  age,  medically  needy  children  in 
families  in  which  the  father  is  working  for  wages  so  low  he  is  unable  to  pay  for  medical 
care,  and  children  in  foster  care  who  are  not  technically  eligible  for  AFDC. 

6  Those  who  would  have  been  eligible  if  they  had  met  residence  requirements,  or  would 
have  met  other  requirements  if  in  need  of  financial  assistance. 


"Laws  do  little  good  unless  people  know  about  them. 
For  a  poor  person  to  hold  rights  in  theory  satisfies  only 
the  theory.  We  have  to  begin  asserting  those 
rights — and  help  the  poor  assert  those  rights.  Un- 
known, unasserted  rights  are  no  rights  at  all." 

Nicholas  deB.  Katzenbach 
Attorney  General  of  the  United  States 
November  12,  1964 


VII.  RIGHTS  OF  INDIVIDUALS  UNDER 
PUBLIC  WELFARE 


THE  ENTITLEMENT  of  persons  who  qualify  under  the  law  for  public 
welfare  is  both  explicit  and  implicit  in  the  Social  Security  Act.  This  entitle- 
ment or  right  is  reinforced  by  policies  contained  in  Federal  policy  releases 
such  as  the  Handbook  of  Public  Assistance  Administration.  Recently  the 
concept  of  legal  entitlement  to  public  assistance  has  received  new  emphasis 
through  rulings  of  the  Federal  Government  and  the  growing  interest  of 
the  legal  profession. 

Still  more  needs  to  be  done,  however,  both  to  guarantee  that  public  welfare 
is  more  firmly  established  as  a  legal  right  and  to  strengthen  the  processes  for 
enforcing  the  rights  so  recognized. 

Furthermore,  to  state  the  principle  is  not  an  assurance  that  it  is  understood, 
remembered,  or  acted  upon  at  all  times  and  in  all  places. 


THEREFORE:  The  Advisory  Council  on  Public  Welfare  Recommends 
That 

All  Welfare  Programs  Receiving  Federal  Funds  Be  Admin- 
istered Consistent  with  the  Principle  of  Public  Welfare  as  a 
Right 


The  Advisory  Council  on  Public  Welfare  further  emphasizes  that  to  achieve 
this  recommendation  Federal  law  and  policy  must  be  explicit  in  requiring 
that  all  federally  supported  public  welfare  programs  provide  for: 

A  readily  available  and  understandable  application 
process  for  aid,  whether  for  financial  assistance  or  social 
services,  including  readily  available  and  conveniently 
located  public  welfare  offices  in  areas  where  people  live; 

Promptness  in  all  administrative  actions  within  specifi- 
cally stated  time  limits; 

A  method  or  mechanism  to  assure  legal  representation 
for  all  who  wish  it,  including  payment  for  necessary 
costs  of  such  representation; 

An  independent  appeals  system,  with  procedures  and 
mechanisms  so  devised  that  decisions  on  appeals  are 
truly  independent  judgments  even  when  made  within 
the  framework  of  the  administering  agency; 

An  opportunity  for  aggrieved  individuals  to  test  the 
reasonableness  of  policies  of  the  agency  as  well  as  the 
application  of  policies  through  the  appeals  process; 

A  positive  program  for  informing  recipients  and  appli- 
cants of  their  rights,  utilizing  all  appropriate  means  of 
communication. 

The  Social  Security  Act  contains  important  provisions  designed  to 
assure  basic  rights  to  individuals  1  for  whom  the  several  programs  are  estab- 
lished. The  provisions  are  based  upon  the  premise  that  the  statutory 
requirements  governing  the  dispensation  of  public  welfare  services  cannot 
be  construed  to  supersede  the  Constitutional  rights  that  belong  to  every 
citizen.  They  are  included  in  each  of  the  public  assistance  titles;  similar 
provisions  are  included  for  the  programs  of  Old-Age,  Survivor's  and  Disa- 
bility Insurance,  and  Unemployment  Compensation. 

These  protections  are  not  included  in  the  legislation  for  child  wel- 
fare services.    Since  they  apply  to  the  program  for  Aid  to  Families  with 
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1  Title  I,  sec.  6(a) ;  title  IV,  sec.  406(a) ;  title  X,  sec.  1006;  title  XIV,  sec.  1405;  title 
XVI,  sec.  1605  (a);  title  XIX,  sec.  1905(a). 


Dependent  Children,  they  also  apply  to  foster  care  under  that  program.  It 
was  not  until  1962  that  a  requirement  was  added  to  the  law  that  by  July  1, 
1975,  child  welfare  services  shall  be  available  in  all  political  subdivisions 
of  a  State. 

The  public  assistance  titles  of  the  Social  Security  Act  include 
requirements  for  State  plans  to  assure  that  State  and  local  programs  will  be 
so  administered  as  to  protect  certain  basic  rights  of  needy  individuals.  Since 
the  establishment  of  the  federally  aided  public  assistance  programs  in  1935, 
these  provisions  have  been  included  in  State  plans  as  a  condition  of  Federal 
approval. 

Some  of  these  requirements  deal  directly  with  the  protection  of 
the  rights  of  applicants  and  recipients.  Among  these  are : 

the  right  to  apply,  and  to  receive  assistance  promptly,  if  eligible; 
the  right  to  a  fair  hearing; 

the  right  to  have  basic  needs  met  through  an  unrestricted  money 
payment; 

the  right  to  medical  care. 

THE  RIGHT  TO  APPLY  AND  TO  RECEIVE  ASSISTANCE  PROMPTLY, 
IF  ELIGIBLE 

An  individual  asserts  his  claim  to  assistance  through  the  applica- 
tion process.2  This  process  includes  all  activity  relating  to  an  application 
from  an  applicant's  first  indication  to  the  agency  of  his  desire  to  receive  as- 
sistance to  the  payment  or  other  disposition  of  his  application. 

Until  1950  the  right  of  an  individual  to  have  his  application  con- 
sidered, or  if  he  was  found  eligible,  to  receive  assistance  immediately,  was 
seriously  impaired  by  the  practices  in  some  States  of  maintaining  waiting 
list.  Some  States  believed  that  effective  pressure  for  more  adequate 
appropriations  would  be  achieved  by  evidence  showing  large  numbers  of 
individuals  being  denied  any  benefits  of  the  program.  The  alternative  of 
spreading  available  funds  over  the  entire  group  by  reducing  payments  to 
all  recipients  was  not  an  easy  choice. 

In  1950,  however,  the  Congress  enacted  the  requirements,  appli- 
cable to  all  categories,  that 


8  Handbook  of  Public  Assistance  Administration,  sec.  IV-2300. 


"A  State  plan  must  .  .  .  provide  that  all  individuals  wishing  to 
make  application  .  .  .  shall  have  an  opportunity  to  do  so  and  that  (aid) 
shall  be  furnished  with  reasonable  promptness  to  all  eligible  individuals." 

The  requirement,  in  effect,  provides  that : 

1 .  The  State  plan  must  specify  a  time  period  to  serve  as  a  standard 
of  reasonable  promptness  in  all  but  exceptional  cases.  If  the 
period  established  is  longer  than  30  days  (60  days  for  APTD) 
the  State  must  supply  ( 1 )  justification  for  the  longer  period  and 

(2)  a  statement  of  the  action  to  be  taken  to  remedy  hindering 
conditions,  and  when  this  action  will  be  put  into  effect.3 

2.  The  State  plan  must  also  provide  for  informing  claimants  of 
the  agency's  standard  of  promptness,  and  of  their  right  to  request 
a  hearing  if  action  was  not  taken  within  that  time.4 

Some  States  provide  immediate  assistance  (within  24  hours)  to 
meet  emergencies,  and  under  Federal  policy  regarding  presumptive  eligibility, 
claim  Federal  funds  only  for  cases  in  which  eligibility  for  one  of  the  categories 
is  established  within  3  months.  This  procedure  can  be  utilized  only  by 
States  that  have  general  assistance  or  other  State  and  local  funds  to  meet  the 
cost  of  cases  that  prove  ineligible  for  Federal  aid.  In  a  number  of  States 
there  is  no  effective  manner  of  meeting  emergency  needs,  and  voluntary 
agencies  have  limited  resources.  Promptness  in  handling  applications  for 
the  categories  is  crucial  in  these  instances.  The  new  emphasis  on  declaration 
forms  offers  an  effective  solution  to  the  problem. 

Although  there  have  been  major  problems  in  "promptness"  becom- 
ing a  reality,  the  provision  for  the  right  to  apply  for  and  receive  assistance,  if 
eligible,  has  resulted  in  eliminating  waiting  lists. 

For  people  whose  needs  are  immediate,  the  present  standards  of 
promptness  are  clearly  too  slow.  Simplification  of  eligibility  requirements, 
of  routines  of  applications  and  procedures  for  determining  eligibility,  and 
adequate  funds  to  meet  emergency  needs  are  essential  ingredients  in  the  just 
administration  of  assistance. 

THE  RIGHT  TO  A  FAIR  HEARING 

The  right  for  a  fair  hearing  before  the  State  agency  of  any  individ- 
ual whose  claim  for  assistance  is  denied  or  delayed  is  the  most  fundamental 
expression  of  rights  contained  in  the  law. 
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3 See  title  I,  Social  Security  Act  (Public  Law  271),  74th  Cong.,  Aug.  14,  1935,  as 
amended. 

4  Handbook,  op.  cit.,  sec.  IV-2300. 


The  assurance  to  any  claimant  for  assistance  of  the  right  to  appeal 
to  the  State  authority  was  included  in  the  Social  Security  Act  in  1935  to 
"provide  a  further  assurance  of  the  uniformity  of  administrative  effective- 
ness within  the  States."  5 

The  law  is  stated  in  terms  of  individuals  whose  "claim,  for  as- 
sistance is  denied  or  not  acted  upon  with  reasonable  promptness."  This  has 
been  interpreted  to  include  application  or  reapplication,  increases  or  de- 
creases in  the  amount  of  assistance,  or  discontinuance  of  payment. 

The  use  of  the  terms  "claim"  and  "claimant"  in  the  law  reinforces 
the  concept  of  a  right. 

The  State  is  required  to  provide  applicants  with  a  clear  procedure 
for  taking  appropriate  steps  to  express  dissatisfaction  with  agency  action  or 
failure  to  act.  Written  notification  to  the  claimant  of  his  right  to  a  fair 
hearing  is  required  at  the  time  of  application  and  in  connection  with  each 
agency  action  on  his  claim. 

An  appeal  procedure  can  be  meaningful  only  if  the  eligibility  re- 
quirements are  clear  and  definite  and  information  about  them  is  readily 
available. 

Applicants  must  be  notified  in  writing  that  assistance  has  been 
authorized  in  a  stated  amount,  or  that  it  has  been  denied  and  the  reasons 
for  denial. 

Although  the  appeal  decisions  represent  the  final  action  of  the 
State  agency,  there  should  be  provision  to  the  individual  for  judicial  review. 
Representation  by  counsel  has  always  been  permissible,  but  absence  of  any 
provisions  for  payment  for  legal  services  may  well  be  one  reason  why  rela- 
tively few  decisions  have  been  taken  to  the  courts.  At  least  one  case,6  taken 
to  the  State  supreme  court,  resulted  in  a  far-reaching  decision  on  the  effect 
of  a  family  maximum  on  the  rights  of  individuals. 

The  rights  of  claimants  to  appeal  from  decisions  of  the  agency  is 
a  basic  protection  of  law  that  must  be  given  major  emphasis  in  the  ad- 
ministration of  public  welfare.  It  should  be  reinforced  by  careful  studies 
and  reviews  of  practice,  by  encouraging  and  making  available  legal  services 
to  clients  both  for  appeals  before  the  agency  and  for  appeals  to  the  courts. 
The  process  should  be  recognized  not  only  as  an  opportunity  for  individual 
justice,  but  as  a  resource  to  the  agency  for  strengthening  or  correcting  its 
interpretation  of  the  law  governing  its  program  and  for  continual  review 
of  the  adequacy  of  the  total  appeals  process. 


5  Social  Security  Board,  Social  Security  in  America,  1937,  p.  191. 
8  See  Iowa:  Collins  v.  State  Board  of  Welfare  31  NW  2d4. 


THE  RIGHT  TO  HAVE  BASIC  NEEDS  MET  THROUGH 
AN  UNRESTRICTED  MONEY  PAYMENT 

From  the  time  of  enactment,  the  Social  Security  Act  has  been  clear 
that  recipients  are  to  receive  their  assistance  in  the  form  of  a  money  payment. 
Although  States  have  not  been  prohibited  from  providing  aid  in  a  form 
other  than  a  money  payment  from  their  own  resources,  Federal  financial 
participation  has  been  limited  to  payments  made  in  the  form  of  money  other 
than  medical  care  and,  in  recent  years,  protected  payments,  in  a  limited 
number  of  cases.  The  limitation  on  Federal  sharing  of  payments  made  in 
the  form  of  money  has  had  the  effect  of  minimizing  the  extent  to  which 
States  have  made  restricted  payments  or  payments  in  kind. 

Medical  care  was  made  an  exception  to  the  general  principle  of 
the  money  payment  in  1950  in  recognition  of  the  longtime  trend  in  this 
Nation  toward  the  use  of  third  party  payments  in  the  payment  for  medical 
care.  In  this  respect,  assistance  recipients  are  in  the  same  position  as  is 
every  substantial  group  in  the  population  which  also  has  someone  pay  for 
medical  care  in  its  behalf. 

The  enactment  of  the  protected  payment  provisions  in  title  IV  in 
1962,  under  which  it  is  possible  for  States  to  receive  Federal  financial  par- 
ticipation in  payments  made  to  a  third  party  in  behalf  of  certain  recipients 
of  AFDC,  is  a  deviation  from  the  money  payment  principle.  It  was  made 
to  meet  the  situation  of  that  small  group  of  AFDC  recipients  who  may  not 
be  spending  the  assistance  payment  in  the  best  interests  of  the  child.  This 
kind  of  payment  is  limited,  for  purposes  of  Federal  sharing,  to  5  percent  of 
the  number  of  recipients  in  any  State.  In  enacting  this  provision,  however, 
the  Congress  reiterated  that  the  AFDC  program  is  basically  a  money  pay- 
ment program  and  the  enactment  of  the  provision  authorizing  protected 
payments  is  not  intended  to  change  the  basic  nature  of  the  program.7 

The  money  payment  principle  has  proved  to  be  one  of  the  most 
essential  protections  for  the  rights  of  recipients.  It  is  the  one  most  subject 
to  pressure  from  those  who  do  not  subscribe  to  the  concept  of  assistance  as 
a  right.  It  has  enabled  recipients  to  spend  their  money  like  others  in  the 
community,  to  make  their  choices  within  the  limits  of  their  available  money, 
and,  thus,  to  maintain  their  dignity  and  self-respect. 

THE  RIGHT  TO  MEDICAL  CARE 

Legislation  enacted  in  1 965  adds  an  additional  right  for  the  poor. 
The  Social  Security  Amendments  of  1965,  authorizing  the  program  of 
Medical  Assistance,  under  the  new  title  XIX  of  the  Social  Security  Act,  make 
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'  87th  Congress — House  Report  1414,  p.  17. 


clear  that  the  provision  of  medical  assistance  is  a  right  for  persons  of  low 
income.  After  a  period  of  optional  action  by  the  States,  the  law  provides  for 
a  broad  range  of  medical  services  to  be  available  to  a  substantial  proportion 
of  the  low  income  people  in  the  State. 

For  all  persons  eligible  under  State  plans,  the  law  is  clear  that 
they  are  to  have  the  right  to  apply,  the  right  to  prompt  decision  on  their 
application,  the  right  to  a  fair  hearing  on  the  decision,  or  lack  of  decision, 
and  the  right  to  be  treated  with  dignity  and  respect.  The  law  is  also  clear 
that  the  determination  of  eligibility  is  to  be  simple  and  that  complicated  and 
unproductive  methods  of  determination  are  to  be  prohibited. 

The  effect  of  these  provisions  is  to  establish  the  right  to  medical 
assistance  firmly  as  one  of  the  basic  rights  of  the  poor.  In  some  respects 
the  Congress  has  carried  the  right  to  medical  assistance  beyond  that  specif- 
ically identified  for  other  forms  of  aid  or  service. 

The  Advisory  Council  hopes  that,  in  these  instances,  the  1965  legislation 
will  prove  a  forerunner  to  changes  that  will  be  made  in  the  older  money 
payment  programs. 

ADMINISTRATIVE  METHODS 

State  plans  must  provide  that  the  State  agency  will  put  into  effect 
such  methods  of  administration  as  the  Secretary  finds  necessary  for  the 
proper  and  efficient  administration  of  the  plan,  including  a  merit  system. 
The  requirements  discussed  above  are  of  course  basic  administrative  re- 
quirements and  have  been  relied  on  more  heavily  than  the  requirements  of 
specific  administrative  methods. 

While  these  provisions  have  afforded  a  measure  of  protection  they 
have  not  entirely  served  to  avoid  serious  inroads  in  the  rights  of  recipients 
through  administrative  practices. 

An  ever  present  influence  on  the  administration  of  public  assistance 
is  the  periodic  pressure  from  legislators,  the  press,  and  other  groups  to  rid 
the  program  of  supposed  ineligibles.  Unfortunately  the  pressures  for  the 
rights  of  individuals  are  less  vigorously  and  consistently  expressed. 

Recent  policy  promulgated  by  the  Welfare  Administration  and 
distributed  to  the  States  8  to  become  effective  July  1,  1967,  will  have  a  sub- 
stantial effect  on  the  day-to-day  protection  afforded  the  rights  of  applicants 
for  and  recipients  of  assistance.  This  policy  was  developed  in  response  to 
a  long  recognized  need  for  a  comprehensive  statement  about  appropriate 
methods  for  determination  of  eligibility  in  public  assistance  programs  under 


"Handbook  Transmittal  No.  77,  Mar.  18,  1966,  Methods  for  Determination  of  Eligi- 
bility—Handbook IV-2200. 


the  Social  Security  Act.  The  policy  imposes  a  requirement  on  the  States 
that  the  methods  of  eligibility  determination  used  shall  be  consistent  with 
the  objectives  of  the  program  and  the  constitutional  and  statutory  rights  of 
applicants  and  recipients,  and  shall  not  violate  privacy  or  personal  dignity 
or  harass  the  individual.  The  Advisory  Council  believes  that  this  policy 
will  significantly  improve  the  protections  offered  the  rights  of  needy  indi- 
viduals. 

SOCIAL  SERVICES  AS  A  RIGHT 

Because  of  the  primary  attention  given  the  right  to  a  money  pay- 
ment and  later  to  medical  assistance,  the  right  to  social  services  has  not  been 
as  clearly  formulated.  The  basic  social  guarantees  proposed  by  this  Advisory 
Council  include  social  services  as  an  essential  element  in  the  structure  of 
protections  which  must  be  offered  by  government  to  the  people.  The  pro- 
tections and  services  offered  must  be  available  as  a  right  if  they  are  to  be 
available  in  fact  as  well  as  law.  The  Council  has  already  identified  the  need 
for  emphasis  on  the  rights  to  services  for  children  and  youth.  Social  serv- 
ices for  others  must  also  be  available  as  a  right,  complete  with  the  appeal 
process,  and  enforceable  in  the  courts.  In  the  structure  of  basic  social  guar- 
antees, social  services  play  so  important  a  part  to  enable  people  to  deal  with 
their  urgent  problems  that  the  Nation  cannot  afford  to  have  these  services 
available  only  as  the  administering  agency  perceives  the  need  and  has  the 
resources.  They  must  be  provided  as  essential  and  statutorily  authorized 
services. 

CONCLUSION 

Needy  people,  as  the  most  defenseless  segment  of  the  population, 
are  in  the  greatest  need  of  special  protection.  It  is  ironic  that  it  is  precisely 
this  group  that,  too  often,  has  the  least  protection  along  with  the  least  of 
everything  else. 

The  Advisory  Council  on  Public  Welfare  believes  that  there  is  great  urgency 
for  the  emphatic  assertion  of  public  welfare's  accountability  for  the  protec- 
tion of  individual  rights,  and  for  the  scrupulous  observance  of  the  individual 
rights  of  the  people  it  serves. 


"And  I  believe  that  all  who  are  concerned  with  the 
great  social  programs  of  the  day — the  Federal  Gov- 
ernment, State  and  local  governments,  universities 
and  foundations,  are  going  to  have  to  recognize 
that  those  programs  cannot  go  forward  without 
adequately  trained  personnel." 

John  W.  Gardner,  Secretary 

Department  of  Health,  Education,  and  Welfare 

January  26,  1966 


VIII.  MEETING  THE  SOCIAL  WELFARE  MANPOWER 
SHORTAGE 

THE  SHORTAGE  of  qualified  personnel  for  social  welfare  programs  is 
critical.  The  Nation  has  made  a  new  commitment  to  assure  equality  of 
opportunity  to  all  citizens.  New  laws  have  been  passed,  new  programs 
initiated  to  solve  social  problems  that  bar  millions  of  citizens  from  realizing 
their  full  potential.  These  new  programs,  and  existing  programs,  are  in 
jeopardy  unless  prompt  and  effective  action  is  taken  to  assure  a  sufficient 
supply  of  manpower  with  skills  and  knowledge  necessary  to  help  the  most 
vulnerable  of  our  citizens  reap  the  full  benefits  of  new  opportunities. 

There  is  no  central  resource  for  Government  support  of  education  and  train- 
ing— support  which  is  essential  if  the  gap  between  needs  and  available  man- 
power is  to  be  narrowed.  Public  welfare,  the  largest  employer  of  social 
welfare  manpower,  must  have  resources  sufficient  to  assume  a  strong  and 
central  role  in  developing  effective  solutions  to  the  all-pervasive  problem  of 
the  extreme  shortage  in  qualified  personnel. 


THEREFORE:  The  Advisory  Council  on  Public  Welfare  Recommends 

Prompt  Action  to  Enable  the  Welfare  Administration  to 
Expand  Its  Support  of  All  Phases  of  Recruitment,  Education 
and  Training  for  Welfare  Personnel,  Including  Pre-Profes- 
sional,  Professional,  and  Advanced  Social  Work  Education; 
Vocational  Training  for  Sub-Professional  Aides  and  Tech- 
nicians; and  Research  and  Development  in  More  Effective 
Use  of  Available  Personnel 


In  the  United  States  in  1963  an  estimated  125,000  persons  were 
employed  in  social  work  positions  in  public  and  private  programs.1  Over 
half  of  all  social  welfare  workers  were  employed  by  State  and  local  govern- 
ments, about  one-third  by  voluntary  programs,  and,  with  the  exception  of 
the  relatively  small  number  of  workers  in  international  welfare  activities,  in 
industrial  settings  and  in  private  practice,  the  remainder  were  employed  by 
the  Federal  Government.  It  is  estimated  that  about  one-fourth  of  all  social 
workers  have  a  graduate  degree  in  social  work. 

A  large  share  of  the  national  budget  is  expended  for  social  welfare 
activities  2  broadly  defined — activities  which  affect  the  lives  of  millions  of 
citizens.  The  skill  and  knowledge  of  social  welfare  workers  determines,  in 
large  measure,  the  success  of  these  programs  in  meeting  the  needs  of  people 
for  whose  wellbeing  the  programs  were  designed.  Increasing  the  number 
of  qualified  manpower  is  imperative  if  the  Nation  is  to  realize  the  full  bene- 
fits for  expenditures  and  efforts  to  assure  access  to  opportunity  for  all  citizens. 

MANPOWER  NEEDS  IN  PUBLIC  WELFARE 

Today's  public  welfare  programs  not  only  need  workers  at  the 
graduate,  undergraduate,  technical  and  vocational  levels,  but  also  allied 
personnel,  such  as  behavioral  and  social  scientists,  lawyers,  home  economists, 
educators,  medical  personnel  and  health  workers,  skilled  administrators,  and 
allied  personnel  who  are  highly  skilled  in  their  own  fields  and  have  a 
thoroughgoing  knowledge  and  dedication  to  public  welfare  services  as  well. 

Recognizing  the  critical  need  for  personnel  with  education  ap- 
propriate to  the  task,  minimum  educational  requirements  for  beginning 
social  workers  have  been  established  at  the  college  graduate  level  by  the 
Welfare  Administration.3  A  master's  degree  in  social  work  is  now  required 
for  specific  key  positions.  A  wide  range  of  auxiliary  personnel  is  being  en- 
couraged. Inservice  training  programs  have  been  actively  expanded.  Edu- 
cation and  training  programs  in  agencies  and  in  schools  of  social  work  are 


1  "Employment  Outlook  for  Social  Workers,"  Occupational  Outlook  Report  Series, 
Bulletin  No.  1375-43,  Bureau  of  Labor  Statistics,  U.S.  Department  of  Labor,  p.  3. 

2  Social  insurance  and  other  public  retirement  systems,  manpower  training  programs, 
public  assistance,  vocational  rehabilitation,  health  education,  child  welfare,  and  other 
welfare  services  were  the  second  largest  item  in  the  Federal  budget,  second  only  to  national 
defense.  "The  Budget  of  the  United  States  Government  for  the  Fiscal  Year  Ending  June 
30,  1965,"  U.S.  Government  Printing  Office,  p.  112. 

3  Standards  set  in  cooperation  with  the  Division  of  State  Merit  Systems. 


being  financed  by  the  Children's  Bureau.  Education  and  training  for  State 
and  local  family  services  workers  are  being  financed  with  matching  funds — 
75  percent  by  the  Federal  Government  and  25  percent  by  the  State  and/or 
local  agency. 

This  is  only  a  beginning.  Many  more  qualified  staff  are  needed. 
Such  staff  must  be  used  more  effectively;  ways  must  be  found  to  reduce 
demands  on  qualified  workers  and,  at  the  same  time,  eliminate  under- 
utilization  of  advanced  competence.  While  stressing  the  need  for  more  staff 
with  the  high  degree  of  competence  essential  for  leadership  in  program 
planning,  policy  decisions,  and  skilled  administration  on  the  one  hand,  the 
field  has  lagged  in  breaking  down  essential  services  and  functions  to  open  the 
doors  to  a  wide  range  of  aides,  auxiliary  workers  and  technicians  who  can 
provide  effective  supporting  services.  Day  care  and  homemaker  services 
alone  require  many  thousands  of  such  personnel. 

The  jobs  of  the  core  professional,  the  social  worker,  and  that  of  all 
other  welfare  workers  are  not  only  related  but  are  intertwined.  Education 
and  training  must  give  workers  at  all  levels  appropriate  skills  and  knowledge 
and  must  promote  the  flow  of  workers  into  increasingly  more  demanding 
jobs  and  more  advanced  education  until  all  workers  contribute  their  highest 
potential  to  the  social  welfare  task.  Educators,  whether  planning  college 
education  or  agency  inservice  training,  must  identify  the  basic  skills  and 
knowledge  that  are  fundamental  to  all  social  welfare  jobs.  These  basics 
should  be  taught  at  the  earliest  appropriate  levels  so  that  more  advanced  edu- 
cation and  training  can  be  reserved  for  more  advanced  knowledge  and  skill 
development.  Social  workers  more  and  more  are  serving  as  administrators; 
they  must  have  better  specific  preparation  for  this  role. 

Support  for  education  and  training  programs  in  social  work  must  be 
expanded  at  all  levels.  Undergraduate  courses  can  prepare  greatly  increased 
numbers  of  personnel.  At  the  same  time,  the  content  of  undergraduate  study 
must  be  examined  to  improve  the  effectiveness  of  college  education  as  prep- 
aration for  immediate  employment  in  welfare  programs  and  as  preparation 
for  graduate  study.  Advanced  education  must  better  prepare  staff  for  lead- 
ership in  administration  of  welfare  programs,  highly  skilled  practice,  sophis- 
ticated research,  and  social  policy  development. 

Graduate  social  work  education  must  be  expanded.  The  60  schools 
of  social  work  now  functioning  in  the  United  States  have  reached  a  saturation 
point  in  enrollment.  They  must  turn  away  many  qualified  applicants  each 
year.  Eighteen  States  have  no  school  of  social  work.  If  graduate  social 
work  education  is  to  expand,  Federal  support  must  be  given  to  enlarge  faculty, 


research  staff,  and  facilities.  Stipends  must  provide  the  means  and  add  to 
the  incentives  for  students  to  enter  the  field. 

Social  welfare  workers  cannot  be  educated  in  isolation  from  the 
setting  in  which  they  must  practice  acquired  skills.  Neither  can  they  con- 
tinue to  grow  in  competence  isolated  from  the  university  setting.  All  agencies 
need  the  advantages  of  practical  knowledge  and  insights  acquired  in  other 
settings.  Knowledge  acquired  in  one  setting,  agency  or  school,  gives  workers 
advantages  in  other  settings. 

It  is  estimated  that  by  1970  over  62,000  additional  graduate  so- 
cial workers  will  be  needed  by  State  and  local  public  welfare  agencies  and 
delinquency  control  programs.4  But,  fewer  than  3,000  social  workers  are 
graduated  annually  for  all  public  and  private  programs.  Currently,  about 
4  out  of  every  10  social  work  positions  are  in  State  and  local  welfare  pro- 
grams where  the  proportion  of  workers  with  graduate  degrees  in  social  work 
ranges  from  1  percent 5  of  caseworkers  and  1 3  percent  of  supervisors  in  pub- 
lic assistance  programs  to  15  percent  of  full  time  caseworkers  and  60  per- 
cent 6  of  full  time  supervisors  in  child  welfare  programs. 
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Number 

Percent 

..  105,351 

100 

66,806 

63 

64,022 

60 

41,792  39 

All  other  State  and  local  agencies .  . . 

22,230  21 

2,784 

3 

38,545 

37 

4  Department  of  Health,  Education,  and  Welfare,  "Closing  the  Gap  in  Social  Work 
Manpower,"  Report  of  the  Departmental  Task  Force  on  Social  Work  Education  and 
Manpower,  Washington,  D.C.,  Nov.  1965. 

5  Bureau  of  Family  Services,  Welfare  Administration,  "Data  on  Manpower  for  Staffing 
Public  Assistance  Programs,"  Washington,  D.C.,  1964. 

a  "Closing  the  Gap  in  Social  Work  Manpower,"  op.  cit,  p.  24. 

7  National  Social  Welfare  Assembly,  Inc.,  "Salaries  and  Working  Conditions  of  Social 
Welfare  Manpower  in  1960,"  New  York,  1961,  and  Bureau  of  Family  Services  and 
Children's  Bureau,  Welfare  Administration,  "Public  Social  Welfare  Personnel,  1960," 
Washington,  D.C.,  1962. 


ESTIMATED  SOCIAL  WELFARE  MANPOWER  NEEDS 
BY  1970  FOR  WELFARE  PROGRAMS 


Public  Assistance 


Public  Assistance  Social  Work  Staff  Needed  in  1970 


Goal  for  1970 

Type  of  position 

Total 

With  2  years  or  more  of 

number 

graduate  study  in  social 

work 

Number 

Percent 

95,000 

31,500 

33 

Directors: 

700 

525 

75 

2,300 

1,1 50 

50 

1,200 

1,200 

100 

1  73,100 

1 5,500 

21 

1  1 3,900 

9,300 

67 

800 

800 

100 

3,000 

3,000 

100 

1  Excludes  staff  needed  for  the  medically  indigent  under  title  XIX  (Medical  Assistance 
Programs)  or  for  marginally  needy  persons  requiring  preventive  and  rehabilitative  services 
under  the  other  public  assistance  titles.  Furnishing  preventive  and  rehabilitative  services 
to  the  marginally  needy  would  require  an  additional  10,000  to  15,000  caseworkers  and  2,000 
to  3,000  supervisors. 


By  1970  approximately  95,000  9  social  workers  will  be  needed  to 
meet  program  requirements  in  State  and  local  public  family  services  pro- 
grams. To  obtain  full  advantage  of  services  under  the  1962  Amendments, 
one-third  of  this  number  should  have  completed  2  years  or  more  of  graduate 
social  work  education.  This  is  an  increase  in  graduate  social  workers  from 
less  than  5  percent  of  total  staff  to  28  percent,  from  less  than  2,500  workers 
to  more  than  3 1 ,000.  These  estimates  will  require  further  upward  revision 
as  the  impact  of  the  1965  amendments  to  the  Social  Security  Act  are  felt 
in  State  and  local  programs.  Furthermore,  they  do  not  include  the  burgeon- 
ing numbers  of  subprofessionals  so  essential  to  the  delivery  of  the  compre- 
hensive social  services  program  envisaged  in  this  report. 


"Closing  the  Gap  in  Social  Work  Manpower,"  op.  cit.,  p.  39. 

Combined  figure  including  present  and  needed  additional  qualified  staff. 


Public  Child  Welfare 

Public  Child  Welfare  Social  Work  Staff  Needed  in  1970 


Type  of  position 


Estimated 
number  of 
employees 


Total  child  welfare  positions 

Total  professional  positions 1 

Child  welfare  directors. . . . 

Field  representatives  

Child  welfare  specialists. . 

Supervisors  

Caseworkers  

Child  welfare  assistants 2  


21,000 


19,400 


360 
400 
700 
3,000 
14,900 


1,600 


1  Positions  require  2  years  of  graduate  social  work  training. 

2  Positions  require  a  bachelor's  degree. 

Public  welfare  departments  will  require  about  21,000  workers  to 
staff  child  welfare  services  in  1970,  exclusive  of  a  comparable  number  of 
subprofessional  personnel  whose  tasks  are  only  now  being  clarified.  To  meet 
the  Children's  Bureau  standards  of  care — to  staff  every  county  with  at  least 
one  full  time  child  welfare  worker  and  to  maintain  a  caseload  of  no  more 
than  60  cases  per  worker — over  19,000  of  the  21,000  workers  must  be 
graduates  of  schools  of  social  work.  (In  March  1964,  1,207  counties  had 
no  full  time  child  welfare  worker. ) 

The  new  maternity  and  infant  care  projects  developed  under  the 
1963  Maternal  and  Child  Health  and  Mental  Retardation  Planning  Amend- 
ments of  the  Social  Security  Act  have  created  large  numbers  of  social  work 
positions,  many  of  which  are  unfilled. 


Other  Public  Welfare  Manpower  Needs 

In  addition  to  requirements  for  family  service  and  child  welfare 
workers,  as  described  above,  there  are  other  equally  pressing  social  welfare 
manpower  needs.  The  Children's  Bureau  estimates  that  about  1 1 ,000  grad- 
uate social  workers  will  be  needed  in  delinquency  and  control  programs. 
To  provide  one  specialist  in  social  services  to  the  aging  in  each  State  and  local 
public  welfare  agency,  3,200  more  social  workers  will  be  needed.  Work 
experience  and  job  training  projects  operated  by  public  welfare  agencies  will 
require  another  2,000  social  workers. 


New  requirements  for  social  workers  are  being  created  by  pro- 
visions in  the  recently  enacted  Social  Security  Amendments  of  1965  for 
increased  child  health  care  and  medical  assistance.  Like  the  estimates  for 
subprofessional  staff,  these  new  requirements  have  not  been  included  in 
the  estimates  for  needed  social  welfare  manpower. 

PUBLIC  WELFARE  FELLOWS 

To  help  solve  at  least  part  of  the  need  for  enlarging  the  leadership 
pool  for  public  welfare,  the  Adivsory  Council  has  endorsed  a  new  program 
of  Public  Welfare  Fellowships  which  will  enable  social  welfare  workers  to 
move  easily  between  agencies  and  between  schools  and  agencies  for  limited 
periods  of  time  for  specific  projects  or  assignments  that  will  strengthen  the 
interchange  between  participating  institutions  and  will  provide  career- 
relevant  experiences  for  the  development  of  leadership  within  the  field  of 
public  welfare. 

As  a  flexible  individualized  program,  limited  to  persons  with  high 
potential,  the  Public  Welfare  Fellows  Program  would  promote  acceptance  of 
off -campus  learning,  give  educators  an  intimate  knowledge  of  the  agency 
settings  for  which  they  are  preparing  students,  and,  combined  with  extension 
of  advanced  education,  would  widen  the  essential  interplay  between  basic 
behavioral  and  social  sciences  and  social  work  practice  and  welfare  admin- 
istration. 

TASK  FORCE  ON  SOCIAL  WORK  MANPOWER 

In  recognition  of  the  increasing  gravity  of  the  social  work  man- 
power shortage  and  its  implications  for  the  ultimate  success  or  failure  of  the 
Nation's  health  and  education,  as  well  as  welfare,  programs,  Wilbur  J. 
Cohen,  Under  Secretary  of  the  Department  of  Health,  Education,  and 
Welfare,  established,  in  January  1963,  a  task  force  of  representatives  of 
constituent  agencies  to  identify  the  causes,  the  present  and  future  dimensions 
of  the  manpower  gap,  and  to  consider  action  measures  to  meet  the  problem. 

The  following  excerpts,  highlighting  the  manpower  shortages  of 
the  public  welfare  programs,  are  from  the  Task  Force  Report,  Closing  the 
Gap  in  Social  Work  Manpower,  published  in  November  1965. 

On  public  welfare  services:  10  ".  .  .  It  (public  family  services) 
can  serve  as  a  first  line  of  defense  against  family  and  individual 
breakdown,  and  can  provide  effective  rehabilitative  services  as 
appropriate,  only  if  personnel  are  available  to  fulfill  the  intent  of 


See  Chapter  VI. 


the  law  in  making  the  services  available  to  the  individual  in  need. 
Nowhere  in  the  broad  field  of  social  welfare  is  the  manpower 
crisis  more  acute  or  more  fraught  with  serious  effect  on  the  com- 
munity." 

On  child  welfare  services:  11  ".  .  .  In  this  type  of  program,  man- 
power needs  cannot  be  computed  in  administrative  or  economic 
terms  alone.  The  social  cost  to  a  child  who  has  already  suffered 
deprivation  of  parents  and  substitute  parents  is  inestimable  when 
he  also  experiences  frequent  changes  in  the  social  worker.  The 
clients  served  in  this  program  are  among  the  most  vulnerable  in 
the  total  population.  Sufficient  staff  and  adequately  prepared 
staff  providing  services  with  continuity  are  overwhelming  needs 
recognized  by  all  conversant  with  the  problem  .  .  ." 

On  juvenile  delinquency:  12  "A  major  problem  affecting  proba- 
tion, as  one  aspect  of  corrections,  is  the  lack  of  adequate  staff  .  .  . 
Detention  facilities  and  correctional  institutions  use  a  wide  variety 
of  social  work  and  ancillary  personnel  .  .  .  There  are  many  short- 
term  educational  programs  made  available  to  detention  and  in- 
stitutional staff  under  a  variety  of  sponsors,  particularly  those 
sponsored  by  the  Office  of  Juvenile  Delinquency  in  the  Welfare 
Administration,  but  there  is  as  yet  no  complete  educational  pro- 
gram designed  to  meet  the  training  needs  of  this  group." 

CONCLUSION 

Manpower  is  the  key  to  success  or  failure  as  public  welfare  responds 
to  the  growing  national  conviction  that  all  Americans  have  an  inherent  right 
to  the  basic  opportunities  of  life  in  the  20th  century. 

Social  work  is  the  central  discipline  in  public  welfare  but  is  in- 
creasingly supplemented  by  personnel  in  allied  technical  and  professional 
occupations.  The  role  of  the  social  worker  in  identifying  and  responding  to 
present  and  future  social  needs  is  being  enlarged  by  new  links  with  other 
disciplines  in  human  services,  new  emphasis  on  social  action  and  leadership 
development,  new  development  of  multiservice  activities,  and  increased 
collaboration  with  other  institutions.  Social  work  leaders  are  acutely  aware 
of  the  social  forces  now  in  motion,  but  are  seriously  hampered  by  their  small 
numbers  and  limited  support. 
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11  Ibid. 

12  Ibid. 


These  handicaps  can  be  overcome.  Data  now  available  from 
the  Council  on  Social  Work  Education  strongly  indicate  that  if  we  are  willing 
to  commit  the  necessary  financial  resources,  projected  manpower  goals  for 
social  welfare  are  achievable  within  the  next  decade. 

Increasing  the  number  of  social  workers  is  urgent.  But,  simply 
increasing  numbers  will  not  begin  to  meet  the  continuing  manpower  crisis 
unless  research  13  and  development  activities  are  directed  to  a  better  under- 
standing of  the  optimum  role  of  the  social  worker  in  agency  activities  and 
to  the  development  of  viable  methods  of  increasing  the  effectiveness  of  all 
social  work  manpower.  Most  important  is  research  to  help  delineate  the 
social  tasks  and  the  operating  and  practice  conditions  in  which  the  use  of 
specific  social  work  skills  at  all  levels  is  appropriate  and  effective. 


13  See  Chapter  IX. 


"Can  we  harness  the  best  of  social  theory  and  develop 
bold  patterns  of  testing  and  application  to  push  for- 
ward our  capacity  to  deal  effectively  with  our  major 
problems,  prevent  new  ones  from  arising,  and  enhance 
the  well-being  of  our  people?  .  .  .  Are  we  putting 
into  practice  what  we  know  now?" 

Herman  D.  Stein,  Dean 
School  of  Applied  Social  Sciences 
Western  Reserve  University 
March,  1966 


IX.  EXTENDING  SOCIAL  WELFARE  RESEARCH 

IN  A  SCIENTIFICALLY  oriented  age  in  which  the  achievements  of  re- 
search in  health,  industry,  and  science  offer  daily  evidence  of  the  advances 
made  possible  by  modern  research,  the  field  of  social  welfare  lags  behind. 

According  to  leading  experts,  combined  government  and  industry  research 
and  development  costs  stand  now  at  about  3  percent  of  the  gross  national 
product.1 

Despite  the  magnitude  of  the  public  welfare  program  and  its  crucial  effect 
upon  millions  of  lives,  an  estimated  one-tenth  of  1  percent  of  its  total  cost  of 
$6  billion 2  is  allocated  to  social  welfare  research. 

A  major  national  effort  to  advance  the  research  component  of  social  welfare 
offers  the  best  hope  of  developing  a  usable  body  of  knowledge  about  the 
nature  and  causes  of  social  problems,  about  the  structures  and  forces  of  so- 
ciety that  generate  them,  and  about  ways  to  deal  with  them  most  effectively. 

Much  more  research-based  knowledge  is  urgently  needed  to  support  the 
operating  knowledge  that  has  been  gained  from  past  experience  and  relevant 
research  in  allied  fields  if  the  goals  of  the  Nation's  social  welfare  programs  are 
to  be  reached. 

THEREFORE:  The  Advisory  Council  on  Public  Welfare  Recommends 

The  Welfare  Administration  be  Enabled  To  Mount  a  Social 
Welfare  Research  Effort  Commensurate  in  Size  and  Scope 
With  the  National  Investment  in  Its  Programs. 

1  Percentage  is  derived  from  preliminary  estimated  research  and  development  data  from 
the  National  Science  Foundation  and  data  on  the  GNP  from  the  U.S.  Department  of  Com- 
merce, Office  of  Business  Economics  Survey  of  Current  Business,  April  1966. 

2  Combined  Federal,  State,  and  local  public  welfare  programs. 


The  development  of  research  in  the  social  welfare  field  has  not  kept 
pace  with  the  more  exact  social  science  disciplines.  Public  welfare,  in  par- 
ticular, has  much  to  gain  in  developing  a  base  to  guide  decisions  in  program 
planning  and  development.  It  is  extremely  important  that  the  Welfare 
Administration  exert  leadership  in  developing  research  capabilities  in  its  field 
as  well  as  accelerating  research  activities  in  its  intramural  and  extramural 
programs. 

In  Federal  agencies,  contract  research  and  directed  research  pro- 
grams provide  the  major  means  for  advances  in  research  based  knowledge. 
Contract  research  allows  the  government  to  specify  the  research  problem,  the 
general  outlines  of  methodology,  and  the  type  of  product  expected.  Research 
involving  policy  issues  in  particular  should  be  handled  through  the  directed 
or  contracted  method.  It  is  very  rare  for  an  individual  investigator  outside  of 
government  to  be  interested  in  nationwide  types  of  inquiries.  Therefore,  gov- 
ernment cannot  wholly  depend  upon  the  interest  of  the  university  research 
community  for  answers  to  public  welfare  policy  and  program  problems.  On 
the  other  hand,  it  is  not  wise  to  put  all  research  efforts  into  government  con- 
tracts because  maximum  freedom  of  research  must  be  preserved  and  individ- 
ual investigators  must  be  encouraged  to  develop  their  own  interests  and  to 
pursue  avenues  of  investigation  which  they,  rather  than  the  government,  see 
as  promising. 

An  effective,  balanced  government  agency  research  program  will 
shape  its  program  according  to  the  mission  to  be  achieved  and  the  resources 
available  from  outside  of  government.  If  the  necessary  research  is  not  be- 
ing conducted  in  existing  research  centers  throughout  the  country,  then  a 
greater  burden  is  placed  on  the  government  agency. 

There  must  be  sufficient  professional  staff  in  the  governmental 
unit  to  monitor  grants  programs  and  research  contracts.  A  balance  between 
administrative  and  policy  research  must  be  maintained,  along  with  neces- 
sary long  range,  more  basic,  research.  Increasing  demands  are  placed  upon 
the  research  staff  for  the  ideas  and  the  data  basic  to  long  range  planning. 
A  national  depository  of  program  and  financial  statistics  is  essential  to  carry 
out  day-by-day  agency  responsibilities.  When  new  knowledge  or  new  re- 
search tools  and  techniques  are  needed,  either  the  government  must  have 
the  capability  to  get  the  work  done  elsewhere,  or  resources  must  be  avail- 
able within  government. 

Federal  grants  for  the  study  of  social  and  related  economic  prob- 
lems are  administered  by  the  Welfare  Administration  under  several  major 
programs : 


1.  THE  GRANTS  PROGRAMS  WITHIN  WELFARE  ADMINISTRATION 


a.  Cooperative  Research  and  Demonstration  Grants,  Section  1110,  Social 
Security  Act. 

The  Cooperative  Research  and  Demonstration  Grants  program 
encompasses  three  general  areas  of  social  concern.  These  are :  The  preven- 
tion and  reduction  of  poverty  and  dependency;  the  organization  and  co- 
ordination of  public  and  private  welfare  services;  and  improvements  in  the 
efficiency  and  effectiveness  of  social  welfare  and  social  security  programs. 
The  grants  of  this  program  are  administered  by  the  Welfare  Administration 
with  the  cooperation  of  the  Social  Security  Administration  and  are  awarded 
to  public  agencies  or  voluntary  organizations.  The  law  requires  recipients 
to  assume  a  share  of  the  cost. 

b.  Child  Welfare  Research  and  Demonstration  Grants,  Section  526,  Social 
Security  Act. 

This  program,  administered  by  the  Children's  Bureau,  provides 
support  for  research  and  demonstration  projects  which  show  promise  of 
substantial  contribution  to  the  advancement  of  child  welfare. 

Emphasis  has  been  placed  on  the  development  of  programmatic 
research  in  Schools  of  Social  Work,  pediatrics  departments  of  medical  schools, 
and  other  related  departments  of  universities  and  national  organizations. 
Examples  of  current  research  are  studies  relating  to  the  abused  child,  pro- 
tective care,  cost  and  organization  of  children's  services,  child  care  facilities, 
special  practice  areas  such  as  adoption,  unmarried  mothers,  foster  care,  and 
preventive  services. 

In  addition,  the  Children's  Bureau  operates  a  Maternal  and  Child- 
Health  and  Crippled  Children's  Grants  program,  under  part  4,  title  V,  So- 
cial Security  Act. 

c.  Juvenile  Delinquency  Demonstrations,  Public  Law  87-274  (Juvenile 
Delinquency  and  Youth  Control  Act  of  1961 ) . 

During  the  early  phase  of  this  program,  1962-64,  grants  were 
made  to  16  communities  to  plan  demonstrations  of  comprehensive  commu- 
nity action  focused  upon  delinquency  prevention  and  control. 

In  addition  to  the  comprehensive  demonstration  efforts  of  the 
Office  of  Juvenile  Delinquency  and  Youth  Development,  recently  more 
focused  demonstration  projects  have  been  addressed  to  the  correctional 
system,  youth  agencies,  and  treatment  innovations.  These  projects  have  a 
strong  research  and  evaluation  component  and  are  smaller  and  of  more 
limited  time  duration  than  the  early  large  projects. 


Training  grants  are  directed  toward  the  development  of  research 
capability  for  assessment  of  curriculum,  formulating  and  encouraging  stud- 
ies of  the  effect  of  training,  on-the-job  performance,  and  the  exploration  of 
methodological  issues  and  evaluations  in  the  juvenile  delinquency  field. 
These  grants  have  included  such  areas  as  policy  training  in  human  rela- 
tions, the  training  of  nonprofessionals,  effective  strategies  in  the  organiza- 
tion of  community  members  for  action  on  problems  of  delinquency,  and 
training  and  manpower  needs. 

d.  Bureau  of  Family  Services  Demonstration  Projects,  Section  1115,  Social 
Security  Act. 

The  Bureau  of  Family  Services  Demonstration  Projects  are  focused 
on  improvements  in  public  assistance  administration  and  hence  are  discussed 
under  the  chapter  on  Administration. 

2.  INHOUSE  RESEARCH 

The  conduct  of  research  and  collection  and  analysis  of  program 
statistics  take  place  within  the  Division  of  Research  in  the  Children's  Bureau, 
in  the  Division  of  Program  Statistics  and  Analysis  in  the  Bureau  of  Family 
Services,  and  in  the  Division  of  Research,  Office  of  the  Commissioner.  Wel- 
fare Administration  research  activities  may  be  classified  into  four  categories : 

a.  Utilization  of  Research  Findings 

One  of  the  objectives  of  research  activities  in  a  Government  agency 
is  to  organize  and  interpret  research  findings  from  a  variety  of  sources  so  that 
this  knowledge  can  be  brought  to  bear  in  program  planning  and  develop- 
ment. The  communication  of  research  findings  takes  place  through  articles 
in  the  monthly  journal  of  the  Welfare  Administration,  Welfare  in  Review, 
and  through  special  reports  and  monographs. 

b.  Social  Science  Research  Projects 

Through  the  use  of  contract  funds,  a  limited  amount  of  money  is 
available  for  procurement  of  research  and  statistical  information.  In  addi- 
tion, a  newly  authorized  directed  research  program  will  provide  a  means  of 
conducting  national  surveys  of  substantial  scope  which  will  provide  results 
for  program  guidelines  and  policy  decisions. 

c.  Statistical  Reporting  Systems 

The  Bureau  of  Family  Services,  through  the  regional  offices  and 
States,  compiles  a  series  of  continuing  program  statistics  related  to  the  cate- 
gorical programs.  The  Children's  Bureau,  through  voluntary  cooperation 
of  the  States  and  social  agencies,  collects  statistical  data  on  child  welfare 
services. 


d.  Administrative  and  Policy  Issues 

Almost  half  of  the  inhouse  research  resources  are  directed  toward 
analysis  and  research  on  current  administrative  and  policy  issues:  Income 
maintenance  questions,  family  planning,  cost-benefit  studies,  program 
effectiveness,  financing  of  public  welfare  and  similar  issues.  The  Study  of 
Drug  Purchase  Problems  and  Policy  is  illustrative  of  this  type  of  research 
activity. 

With  the  impetus  in  the  last  several  years  of  new  program  legisla- 
tion, it  is  imperative  that  the  research  and  statistical  activities  be  strengthened 
and  enlarged  in  scope.  Not  only  is  it  necessary  to  provide  operating  statistics 
for  program  planning  and  evaluation  purposes  for  programs  directly  under 
the  administrative  auspices  of  the  Welfare  Administration,  but  it  is  equally 
essential  to  have  information  which  monitors  the  social  welfare  progress  of 
the  Nation  as  a  whole.  Since  Government  is  responsible  for  the  largest 
sector  of  these  programs,  it  is  important  continually  to  assess  the  total  impact 
of  all  programs  in  their  efforts  to  achieve  common  social  goals.  A  national 
center  is  urgently  needed  with  responsibilities  for  measuring  and  reporting 
on  the  social  state  of  a  nation,  for  maintaining  social  indicators  of  our  social 
development,  and  the  progress  being  made  toward  achieving  progress  on 
the  quality  of  life  objectives  of  our  great  society. 

Toward  this  end,  the  Advisory  Council  urges  that  the  present  division  of 
research  be  greatly  strengthened  as  rapidly  as  possible  so  that  it  becomes 
a  national  social  welfare  research  center  which  provides  (a)  a  setting  for 
research  and  development  in  the  area  of  human  resources;  (b)  a  center  tor 
the  dissemination  of  social  information;  (c)  a  facility  for  collection,  storage, 
and  retrieval  of  social  statistics  and  other  relevant  information;  (d)  a  stimulus 
to  creativity  and  innovation  in  the  monitoring  and  solving  of  social  problems; 
and  ie)  a  vehicle  for  continuing  assessment  of  the  social  state  of  the  Nation. 

Existing  inhouse  resources  must  be  strengthened  in  order  to  keep 
pace  with  the  new  research  issues  which  emerge  in  the  current  political, 
social,  and  economic  climate  changes.  New  questions  are  being  posed : 
How  feasible  is  an  annual  guaranteed  income?  What  should  constitute  a 
floor  under  public  assistance?  What  are  the  administrative  costs  of  deliver- 
ing assistance  benefits?  What  social  work  tasks  can  be  performed  effectively 
by  personnel  with  less  than  the  master's  degree.  What  are  the  objectives 
of  social  services  in  public  welfare  and  how  effective  are  they  in  achieving 
these  objectives?  What  media  are  most  effective  in  communicating  informa- 
tion about  family  planning  available  to  those  who  want  this  help?  What 
factual  evidence  do  we  have  on  effects  of  work  incentives  and  levels  of  finan- 
cial assistance? 


Old  questions  have  remained  only  partially  answered  and  are  still 
with  us  today.  What  are  the  causes  of  poverty?  How  are  some  persons 
able  to  escape  from  the  slums  while  others  remain  in  the  city  ghettos?  What 
societal  forces  and  what  individual  handicaps  contribute  to  the  rising  number 
of  female-headed  households?  How  much  is  the  misery  of  poverty  due  to 
individual  deficiencies  and  how  much  to  inequities  in  societal  institutions 
and  organization?  These  difficult  questions  will  be  with  us  for  some  time 
but  the  answers  will  come  in  increments,  as  one  piece  of  research  builds  or 
another. 

In  order  for  public  welfare  to  make  its  full  contribution  to  the  devel- 
opment of  a  better  society,  we  must  provide  for  continuous  evaluation  of  the 
state  of  our  knowledge  and  our  success  in  applying  it.  Such  evaluation  re- 
quires clarification  of  objectives.  Not  only  is  hard  data  needed  for  use  as 
social  indicators  to  provide  readings  on  social  change  but  clearer  concepts  of 
the  social  goals  we  are  reaching  for  are  equally  essential. 

The  Advisory  Council  is  also  of  the  opinion  that  in  addition  to  the  establish- 
ment of  a  national  social  welfare  research  center,  an  effort  should  be  made 
to  strengthen  and  develop  research  capabilities  in  the  social  welfare  field 
through  regional  research  and  teaching  centers  where  schools  of  social 
work  or  social  science  departments  can  establish  cooperative  experimental 
programs  with  State  or  local  public  or  private  social  welfare  agencies  (com- 
parable to  teaching  and  research  hospitals). 

CONCLUSION 

Modern  knowledge  in  all  fields  is  developed  upon  the  firm  basis  of 
systematic  investigation — the  scientific  method.  We  live,  it  has  been  said,  in 
the  midst  of  a  "knowledge  explosion."  We  are  dedicated  to  solving,  insofar 
as  is  humanly  possible,  such  problems  as  poverty,  dependency,  violence,  and 
social  alienation — yet  the  knowledge  explosion  has  not  yet  occurred  in  our 
major  national  effort  to  treat  our  social  problems,  the  public  welfare  program. 

The  research  process  is  an  accumulative  one.  Advances  are  made 
in  spurts  and  may  come  from  different  directions — economics,  sociology, 
social  work,  anthropology,  or  psychology.  Social  problems  associated  with 
poverty  and  alienation  are  complex  and  multifaceted.  Programs  developed 
to  alleviate  these  and  related  problems  require  much  more  than  goodwill 
and  faith  for  effectiveness. 

It  is  the  conviction  of  the  Advisory  Council  on  Public  Welfare  that  many 
answers  to  our  questions  about  social  ills  will  be  found  in  the  same  way 
that  modern  man  has  searched  for  answers  to  his  physical  ills.  Investment 
in  new  knowledge  must  go  hand-in-hand  with  our  investment  in  people. 


".  .  .  A  more  realistic  Federal  staffing  pattern  is 
needed,  and  a  closer  look  at  the  tasks  to  be  assigned 
to  professional  and  clerical  employees." 

J.  A.  Glover,  Director 

Nash  County  Dept.  of  Public  Welfare,  and 
President,  Directors  of  Public  Welfare 

Association  of  North  Carolina 
April  30,  1965 

X.  IMPROVING  ADMINISTRATION  OF  PUBLIC  WELFARE 
PROGRAMS 

MUCH  of  the  complexity  of  administering  public  welfare  programs  can  be 
attributed  to  the  nature  of  the  public  welfare  laws.  The  intricate  web  of 
legal  and  technical  requirements  under  which  public  welfare  programs 
operate  has  its  origins  in  a  series  of  responses,  at  Federal,  State,  and  local 
levels,  to  conflicting  pressures  generated  by  the  desire  to  improve  and  expand 
services  and,  at  the  same  time,  keep  costs  and  numbers  of  recipients  of  public 
assistance  down.  Essential  services  for  families,  children,  and  youth  have 
often  been  grossly  neglected  for  lack  of  clear  legislative  authority  or  because 
of  limited  appropriations  and  staff  in  relation  to  total  responsibilities. 

Federal  and  State  agencies  administering  public  welfare  currently  operate 
under  the  two  severe  handicaps  of  inadequate  funds  for  administration 
and  insufficient  staffing.  Despite  these  handicaps,  continuing,  substantial 
efforts  are  being  made  to  improve  and  modernize  program  administration. 
The  Advisory  Council  on  Public  Welfare  commends  the  actions  of  the  Wel- 
fare Administration  and  the  States  directed  toward  improving  administra- 
tive systems,  facilities,  procedures,  and  practices. 

Much,  however,  remains  to  be  done  even  within  the  context  of  current  laws. 
More  will  be  necessary  to  strengthen  Federal  leadership,  direction,  and 
technical  assistance  if  the  recommendations  of  the  Advisory  Council  are 
acted  upon. 

THEREFORE:  The  Advisory  Council  on  Public  Welfare  Recommends: 

That  the  Resources  of  Staff  and  Administrative  Funds  for 
the  Welfare  Administration  and  for  State  Public  Welfare 
Agencies  Be  Expanded  Commensurate  with  Needs  for  Staff 
and  Facilities  Necessary  To  Improve  and  Update  Program 
Administration. 


Repeatedly,  both  internal  and  external  criticism  of  the  public 
welfare  programs  focus  on  costly  complexities  and  inefficiencies  in  program 
administration  that  adversely  affect  the  welfare  of  needy  people.  Paperwork 
is  excessive;  procedures,  complicated;  and  staffing,  inadequate  not  only  in 
sheer  numbers  but  also  in  professional  qualifications  and  skills.  Much  of 
the  complexity  and  inefficiency  of  public  welfare  administration  is  rooted 
in  complexities,  inequities,  and  inadequacies  written  into  Federal  and  State 
public  welfare  laws. 

Currently,  salaries  for  many  public  welfare  jobs  are  too  low  to 
attract  or  to  retain  the  most  qualified  people.  Despite  substantial  improve- 
ments since  1962,  workloads  are  still  too  high  in  many  States  to  permit  pro- 
fessional satisfaction  and  performance  on  the  job,  not  to  mention  effective 
and  efficient  services  to  the  needy.  Too  many  public  welfare  agencies, 
including  the  Welfare  Administration,  do  not  yet  have  adequate  organiza- 
tional structure  or  the  number  and  variety  of  qualified  personnel  to  carry  out 
their  complex  jobs.  Nor  has  enough  been  done  to  define  and  distinguish 
the  many  levels  and  varieties  of  skills  needed  for  effective  and  efficient 
program  operation. 

State  merit  systems  are  frequendy  so  slow  in  their  functioning  that 
instead  of  supporting  strong  progressive  administration  they  cause  excessive 
delays  in  putting  new  programs  into  operation  or  carrying  out  essential  up- 
dating of  existing  programs.  Ways  must  be  found,  the  Council  believes,  to 
make  sound  merit  system  principles  and  efficient  operations  more  directly 
supportive  of  improved  administration  of  public  welfare. 

A  recurrent  fallacy  inherent  in  many  discussions  and  considera- 
tions of  public  welfare  expenditures  is  that  administrative  costs  should  be 
evaluated  on  the  "debit"  side  of  the  ledger.  The  inevitable  conclusion,  then, 
is  that  such  costs  necessarily — too  often  arbitrarily — must  be  kept  minimum 
and  even  static.  Thus  Congress  and  State  legislatures  often  show  greater  re- 
luctance to  approve  and  fund  needed  increases  in  administrative  costs  than 
in  other  program  areas. 

Administrative  costs  should,  of  course,  be  scrutinized  carefully  and 
continuously  to  insure  optimum  benefits  for  expenditures.  On  the  other 
hand,  pennies  spent  to  improve  administration  can  mean  dollars  earned  in 
benefits  to  needy  people  and  to  the  community  that  pays  the  bill. 

In  addition  to  the  difficulties  resulting  from  inadequate  organiza- 
tion and  staffing,  public  welfare  administration  is  plagued  by  overly  detailed 
administrative  systems,  procedures,  and  practices.  The  result  is  an  excess 
of  paperwork,  unnecessary  risks  of  error  in  program  operations,  and  a  diver- 
sion of  scarce  professional  and  technical  skills  to  housekeeping  and  clerical 
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functions.  Many  of  the  details  and  complexities  of  program  administration 
are  inherent,  indeed  required,  in  provisions  of  Federal  and  State  welfare 
laws.  These  handicaps  to  effective  and  efficient  administration  can  be 
eliminated  only  if  the  programs  are  changed  as  recommended  by  the  Advisory 
Council. 

A  large  area  for  improvement  remains,  however,  even  in  the  con- 
text of  the  current  laws.  Considerable  and  commendable  efforts  already 
are  being  made  by  the  Welfare  Administration  and  the  States  to  simplify 
and  modernize  administration  within  available  resources.  In  recognition  of 
the  importance  of  efficient  and  effective  administration,  the  Welfare  Admin- 
istration continues  to  carry  out  vigorous  and  multiple  activities  to  improve 
administration ;  for  example :  conducting  a  continuing  review  of  its  own  ad- 
ministrative structure  and  functioning,  through  advice  of  management  con- 
sultants and  specific  management-improvement  studies;  designing  and  re- 
quiring methods  and  tools  of  continuing  Federal  and  State  reviews  of  program 
operations  and  initiating  necessary  corrective  action  through  such  devices 
as  statistical  reports,  a  quality  control  system  related  to  eligibility  determina- 
tions for  public  assistance,  and  administrative  reviews;  providing  leadership 


and  establishing  guidelines  and  standards  related  to  development  of  staff 
with  requisite  qualifications  and  in  more  nearly  adequate  numbers  to  carry 
varying  degrees  and  kinds  of  responsibility;  providing  technical  assistance 
related  to  simplification  of  procedures,  notably  in  the  area  of  eligibility 
determination  and  development  of  assistance  standards  for  public  assistance ; 
and  expanding  numbers  and  varieties  of  skilled  consultant  and  specialist  staff 
available  to  States  and  localities. 

Similarly,  States  have  been  moving  to  improve  their  administrative 
organization  and  procedures:  to  increase  the  number  and  qualifications  of 
their  staff ;  to  develop  simplified  and  more  efficient  administrative  systems, 
procedures,  and  practices;  to  modernize  their  facilities.  Heartening  progress 
in  staffing,  staff  qualifications,  and  staff  development  have  resulted  from  State 
use  of  additional  Federal  funds  provided  by  the  1962  public  welfare  amend- 
ments. 

Despite  such  measures,  all  efforts  must  be  continued  and  substan- 
tially expanded  to  simplify,  coordinate,  and  improve  administration  of  the 
programs.  Both  Federal  and  State  staffs  generally  are  still  too  few  in 
number  to  carry  the  job  that  must  be  done.  More  could  and  should  be 
done,  also,  to  coordinate  and  focus  administrative  effort.  In  this  connection, 
the  Advisory  Council  urges  that  the  staff  of  the  United  States  Commissioner 
of  Welfare  be  expanded  to  include  regional  representatives  of  that  Office 
comparable  to  those  for  all  other  operating  agencies  of  the  Department.  The 
Welfare  Administration  is  responsible  for  many  programs,  all  of  which 
involve  continuing  and  overlapping  relationships  with  the  States.  The  lack 
of  a  coordinating  person,  directly  responsible  to  the  Commissioner,  in  each 
regional  office  is  administratively  unsound.  Moreover,  without  such  coordi- 
nating staff,  measures  for  essential  administrative  improvement  cannot  be 
carried  out  with  promptness  nor  with  maximum  and  broad-range  effective- 
ness. Nor  can  open  channels  of  communication  to  the  field  be  efficiently 
and  easily  maintained. 

CONCLUSION 

In  the  field  of  public  welfare  where  the  end  product  of  management 
is  the  prevention  and  alleviation  of  human  need,  adminstration  assumes 
extra  dimensions  not  ordinarily  associated  with  more  impersonal  operations 
and  procedures. 

The  problems  presented  in  the  administration  of  public  welfare 
services  are  not  the  relatively  measurable  management  problems  that  yield 
readily  to  such  objective  tests  as  greater  production,  lower  unit  costs,  and 
more  profits.  Rather,  the  basic  challenge  is  to  devise  and  maintain  an 
administrative  structure  that  will  assure  full  benefits,  and  protect  the  rights 


of  applicants  and  recipients  of  assistance  and  services  while  fulfilling  the 
needs  for  efficiency,  accountability,  and  legality  that  are  an  intrinsic  part 
of  publicly  financed  undertakings. 

In  view  of  the  skills  and  facilities  required,  proper  and  efficient 
administration  of  the  public  welfare  programs  cannot  be  expected  to  "come 
cheap,"  especially  in  today's  labor  market — certainly  not  as  cheaply  as  it  is 
now  funded.  To  the  contrary,  necessary  expansion  of  funds  and  organization 
is  inevitable  and  imperative.  Efficient  and  sound  administration  of  the  Na- 
tion's public  welfare  programs  is  an  essential  ingredient  for  cost-effectiveness 
and  for  "profit  making"  in  terms  of  human  and  moral  values  as  well  as  in 
dollars  and  cents. 

Despite  the  significant  progress  in  simplifying  administrative  pro- 
cedures achieved  in  the  past  few  years,  major  problems  will  remain  until  the 
complex  legislative  bases  of  the  programs  are  corrected. 

If  the  major  recommendations  of  the  Advisory  Council  regarding 
financing,  eligibility,  adequacy,  and  comprehensiveness  are  adopted,  there 
will  be  need  for  a  comprehensive  review  and  revision  of  the  administrative 
structure,  with  a  much  strengthened  role  for  Federal  leadership,  for  bringing 
into  balance  Federal  responsibility  and  Federal  accountability. 

Until  the  time  its  proposals  are  fully  implemented,  it  is  the  belief  of  the 
Council  that  significant  improvements  in  administration  can  be  made  by 
immediately  furnishing  the  Welfare  Administration  adequate  resources  to 
exert  maximum  leadership  within  the  framework  of  the  existing  structure. 


"The  modern  concept  of  social  planning  is  evolving 
primarily  through  many  shared  experiences  in  inter- 
national technical  assistance  and  exchange  between 
countries." 

Report  of  the  Committee  on  Social  Welfare 
White  House  Conference  on  International  Cooperation 

December  1,  1965 


XI.  INTERNATIONAL  SOCIAL  WELFARE  ACTIVITIES 

AS  INTERNATIONAL  EXCHANGE  and  cooperation  have  increased 
markedly  in  many  fields,  such  as  science,  health,  and  education,  there  has 
been  a  similar  development  in  the  field  of  social  welfare. 

While  the  scope  of  international  social  welfare  programs,  under  all  auspices, 
has  grown  dramatically  in  recent  years,  except  for  an  intermittent  foreign 
currency  allocation,1  virtually  no  funds  have  been  appropriated  for  these 
growing  activities  in  the  Welfare  Administration. 

It  is  the  opinion  of  the  Advisory  Council  on  Public  Welfare  that  the  Inter- 
national Office  of  the  Welfare  Administration  does  not  have  adequate 
resources  to  discharge  its  present  functions,  nor  can  it  undertake  an  enlarged 
role  fully  responsive  to  the  needs  for  greater  international  cooperation  in 
this  field. 

THEREFORE :  The  Advisory  Council  on  Public  Welfare  Recommends 

That  the  International  Office  of  the  Welfare  Administration 
Be  Given  Necessary  Authority  and  Resources  to  Strengthen 
Its  Role  as  a  Major  Participant  in  International  Social 
Welfare  Programs 

1  For  the  fiscal  year  1966  the  equivalent  of  $1,200,000  in  foreign  currency  was  allocated 
for  U.S.  participation  in  international  social  welfare  and  maternal  and  child  health 
research  and  demonstration  projects.  No  foreign  currency  funds  were  allocated  for  these 
purposes  during  the  preceding  two  fiscal  years. 


Three-fourths  of  the  world's  nations  maintain  ministries  for  social 
welfare  functions.  International  social  welfare  activities  are  carried  out 
through  the  cooperation  of  these  national  ministries  with  the  United  Nations, 
the  Organization  of  American  States,  and  many  international  nongovern- 
mental organizations. 

Additionally,  many  governments  and  national  voluntary  agencies 
sponsor  technical  and  cultural  programs  which  provide  for  intercountry 
cooperation  in  various  phases  of  social  welfare,  such  as  technical  assistance, 
training,  relief  and  rehabilitation,  dissemination  of  information,  and  research. 

In  the  United  States,  the  Welfare  Administration  in  the  Depart- 
ment of  Health,  Education,  and  Welfare  serves  as  a  focal  point  for  coopera- 
tive international  activities  in  social  welfare.  Through  its  International 
Office,  it: 

provides  services  for  visitors  from  abroad,  recruitment  of  social 
welfare  experts  and  scholars  to  meet  requests  for  overseas  assign- 
ments, technical  consultation  and  information  services,  and  an 
intercountry  research  program; 

cooperates  with  the  Department  of  State  in  the  development  of 
foreign  social  welfare  policy,  and  with  international  public  and 
voluntary  agencies  and  officials  of  foreign  countries  concerned  with 
social  welfare  by  providing  information  and  materials,  conducting 
studies  and  demonstrations,  and  analyzing  and  publishing  informa- 
tion resulting  from  such  studies ; 

assists  other  Federal  agencies  and  international  organizations  in 
planning  and  conducting  social  welfare  programs  in  other  coun- 
tries; and 

participates  in  international  social  work  education  both  here  and 
abroad,  and  in  meetings  and  other  activities  of  international  pub- 
lic and  voluntary  agencies  and  organizations  concerned  with  so- 
cial welfare. 

SERVICES  FOR  VISITORS  FROM  ABROAD 

The  number  of  visitors  from  other  countries  coming  to  the  United 
States  for  study  of  social  welfare  and  maternal  and  child  health  programs 
indicates  a  growing  interest  in  exchange.  During  1965  the  Welfare  Ad- 
ministration provided  services  to  more  than  1,200  international  visitors 
from  100  countries  on  study  grants  made  available  by  the  United  Nations, 
the  World  Health  Organization,  the  Organization  of  American  States,  the 
United  States  Cultural  and  Education  Exchange,  and  the  Agency  for  In- 
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ternational  Development,  or  were  financed  by  their  own  governments  or 
through  grants  of  voluntary  agencies  or  foundations. 

The  Welfare  Administration  and  the  Agency  for  International 
Development  have  jointly  sponsored  several  specially  designed  group  semi- 
nars for  experienced  social  workers  who  have  limited  time  available  for  for- 
eign experience. 

INTERNATIONAL  RESEARCH  PROGRAM 

A  new  partnership  in  cooperation  with  other  countries  in  the 
field  of  social  welfare  was  inaugurated  in  1962  when  an  international  re- 
search program,  financed  by  U.S. -owned  local  currencies,  was  launched. 
By  the  end  of  1964,  33  social  welfare  and  child  health  projects  in  six  coun- 
tries— India,  Israel,  Poland,  Pakistan,  Egypt,  and  Yugoslavia — had  been 
initiated  to  develop  new  transferable  knowledge.  The  number  of  such 
projects  increased  to  49  by  June  1966. 


RECRUITMENT  AND  EXCHANGE  PROGRAMS 


An  increasing  number  of  Americans  are  seeking  professional  ex- 
perience in  other  countries  through  work  assignments  or  study  plans.  The 
Welfare  Administration  maintains  rosters  of  qualified  social  workers  and 
serves  as  a  clearinghouse  for  governmental,  intergovernmental,  and  volun- 
tary agencies  seeking  personnel.  Through  this  service  a  number  of  social 
workers  are  finding  opportunities  as  United  Nations  social  welfare  advisors, 
as  Fulbright  scholars  and  lecturers,  as  Peace  Corps  supervisors,  as  partici- 
pants in  regional  seminars,  or  individually  observing  social  welfare  practice 
in  other  countries  as  part  of  an  organized  study  program. 

INTERNATIONAL  MEETINGS 

The  Welfare  Administration  assists  the  Department  of  State  in 
formulating  U.S.  policy  on  social  questions  as  a  basis  for  participation  in 
United  Nations  and  other  intergovernmental  meetings.  Such  activities  in- 
clude preparation  of  materials,  review  and  clearance  of  policy  statements 
for  the  UN  Economic  and  Social  Council,  the  UN  Children's  Fund,  the  UN 
Social  Commission,  the  UN  Regional  Commissions,  the  UN  General  As- 
sembly, the  UN  Special  Fund,  the  Technical  Assistance  Administration; 
materials  for  the  Organization  of  American  States'  Economic  and  Social 
Council,  the  Committee  on  Social  Cooperation,  the  Inter-American  Chil- 
dren's Institute,  and  the  International  Labor  Conference.  Staff  members 
serve  on  official  delegations  to  the  United  Nations,  the  Executive  Board  of 
UNICEF,  and  on  expert  committees  of  the  international  agencies. 

Service  is  also  provided  to  major  nongovernmental  organizations, 
such  as  the  International  Conference  of  Social  Work.  Technical  information 
and  publications  are  provided,  and  there  is  continuing  cooperation  with  the 
Department  of  State,  the  U.S.  Information  Agency,  and  voluntary  groups 
in  planning  U.S.  Government  participation  in  such  meetings. 

EXCHANGE  OF  EXPERIENCE 

Social  welfare  programs  vary  widely  in  accordance  with  the  re- 
sources, needs,  and  governmental  structure  of  their  respective  countries. 
But  there  is  slowly  emerging  a  common  core  of  services  in  the  prevention  and 
amelioration  of  social  problems. 

Moreover,  many  countries  have  developed  innovations  in  adminis- 
trative procedures  and  professional  practice.  For  example,  mobile  units 
are  a  feature  of  some  services  in  Western  Europe.  Integrated  community 
social  centers  have  long  been  used  in  the  Middle  East.    Scandinavia  has 


developed  innovations  in  all  aspects  of  care  of  older  persons,  community 
home  helps,  special  apartment  facilities,  and  mobile  medical  care  units. 
Wide  use  has  been  made  of  group  services  in  countries  where  the  economy 
and  tradition  make  this  an  acceptable  approach. 

The  experience  of  other  countries  can  be  helpful  to  the  United 
States  in  social  welfare  areas  it  now  seeks  to  expand.  To  benefit  from  these 
developments,  however,  requires  study,  evaluation,  and  experimentation 
beyond  resources  now  being  made  available  in  the  United  States. 

CONCLUSION 

Unprecedented  growth  of  social  welfare  around  the  world  since 
World  War  II  has  resulted  in  growing  international  exchange  in  social 
welfare  as  countries  seek  to  benefit  by  the  experience  of  other  nations  in 
meeting  the  welfare  needs  of  their  people.  The  United  States,  with  its  large 
public  welfare  program,  its  numerous  schools  of  social  work,  and  developing 
social  research  centers,  has  a  major  role  to  carry  in  this  growing  exchange. 

Yet  virtually  no  funds  have  been  appropriated  for  these  activities 
other  than  a  foreign  currency  allocation  for  research  in  other  countries.  The 
mounting  requests  for  services  have  been  met  with  great  difficulty  due  to  lack 
of  essential  resources. 

The  White  House  Conference  on  International  Cooperation  held 
in  1965  urged  that  an  adequate  statutory  base  for  the  Welfare  Administra- 
tion's expanded  international  programs  be  obtained  and  that  its  cooperative 
activities  be  greatly  strengthened.  Similarly,  the  Conference  on  Inter- 
national Social  Welfare  Manpower,  sponsored  by  the  Departments  of  State 
and  Health,  Education,  and  Welfare  and  the  Council  on  Social  Work 
Education,  urged  accelerated  efforts  in  the  development  of  international 
social  welfare  manpower  and  a  broadened  base  for  international  social  wel- 
fare activities  within  the  Department  of  Health,  Education,  and  Welfare. 
Its  report  said,  "We  face  a  giant-sized  task  with  pigmy-sized  resources." 

In  order  to  use  U.S.  social  welfare  resources  effectively  in  assisting 
other  countries  to  develop  their  welfare  services,  train  manpower,  and  coop- 
erate in  joint  research  of  mutual  advantage;  and  in  turn  to  benefit  U.S.  social 
welfare  by  taking  greater  advantage  of  the  knowledge  and  experience  of  other 
countries, 

The  Advisory  Council  on  Public  Welfare  urges  that  adequate  au- 
thority and  funds  be  provided  to  enable  the  Welfare  Administration  to 
carry  increasing  responsibility  in  expanding  international  social  welfare 
activities. 


"One  of  the  greatest  obstacles  to  the  improvement 
and  expansion  of  public  assistance  and  public  welfare 
is  the  lack  of  understanding  and  support  among  com- 
munity leaders  and  informed  citizens.  M any  citizens 
who  are  otherwise  interested  in  educational,  chari- 
table and  civic  matters  simply  turn  their  backs  on 
public  assistance  .  .  ." 

Frederic  L.  Ballard,  Jr.,  Esq. 
Health  and  Welfare  Council,  Inc 
Philadelphia,  Pennsylvania 
February  18,  1965 


XII.  THE  PUBLIC  AND  PUBLIC  WELFARE 

THE  NATION'S  public  welfare  programs,  designed  to  compensate  for 
many  of  the  problems  and  failures  of  our  social  and  economic  system  are, 
ironically  enough,  often  held  accountable  for  those  problems  and  failures. 
The  widespread  lack  of  public  understanding  and  acceptance  of  our  society's 
responsibility  has  played  a  major  role  in  slowing  the  growth  and  development 
of  a  public  welfare  system  capable  of  adequately  meeting  needs  and  fulfilling 
its  full  potential  for  the  prevention,  as  well  as  the  amelioration,  of  much 
human  suffering,  maladjustment,  and  deprivation. 


THEREFORE:  The  Advisory  Council  on  Public  Welfare  Recommends 
That 

Public  Welfare  Agencies  Continuously  Seek  Greater  Public 
Understanding  of  Their  Programs,  Methods,  and  Objectives 
Through  All  Appropriate  Means. 


The  problems  of  the  poor,  the  dependent  young,  old,  and  disabled 
have  been  more  forcefully  thrust  into  the  forefront  of  public  attention  in 
recent  years  than  at  any  other  period  of  our  history.  Made  more  conspicuous 
than  ever  before  by  a  burgeoning  economic  development  and  by  the  dedi- 
cation of  President  Johnson's  administration  to  make  it  possible  for  all  citizens 
to  participate  in  the  American  abundance — low  income  individuals  and 
families  occupy  a  central  and  highly  visible  place  in  the  Nation's  concerns. 

There  has  probably  never  been  a  more  opportune  time  for  leaders 
in  the  public  welfare  field  to  present  the  case  for  improved  programs:  to 
educate  and  inform,  and  to  win  the  increased  public  understanding  and  sup- 
port they  must  have  to  be  fully  effective. 

As  in  any  area  of  public  concern,  the  causes  underlying  public 
attitudes  toward  public  welfare  are  deep  seated  and  diverse.  Side  by  side 
with  American  generosity  exists  American  impatience  with  failure.  This 
ambivalence  is  further  heightened  by  the  stubbornly  continuing  existence  of 
poverty  in  the  midst  of  ever  increasing  affluence. 

The  information  function,  long  accorded  a  respected  place  in 
commerce,  industry,  labor,  many  other  sectors  of  government,  and  in  vir- 
tually every  organized  activity,  has  yet  to  win  general  acceptance  as  an 
essential  element  in  the  administration  of  public  welfare. 

The  time  is  long  overdue  for  expansion  of  information  personnel 
in  public  welfare  to  inform  the  community  of  welfare's  methods,  goals,  prob- 
lems, and  attainments  and  to  involve  community  leaders  and  organizations 
more  extensively  in  its  efforts.  This  latter  can  be  achieved  through  public 
hearings,  use  of  advisory  committees,  educational  programs,  and  use  of 
all  the  communication  media.  Citizens  in  all  segments  of  the  community 
must  be  directly  involved  in  this  two-way  effort. 

The  lack  of  adequate  information  programs  in  many  State  and 
almost  all  local  welfare  departments  has  a  direct  bearing  on  the  quality  and 
quantity  of  services :  unless  the  public  is  kept  fully  and  accurately  informed, 
it  cannot  properly  judge  these  programs.  Where  there  is  no  informed 
basis  for  fair  judgment,  the  natural  tendency  is  to  withhold  or  limit  support. 

Still  another  equally  important  aspect  of  the  information  function 
is  its  responsibility  to  the  people  which  the  public  welfare  program  serves. 
The  mere  availability  of  income  maintenance,  medical  assistance,  or  social 
services  is  not  enough.  Information  about  the  gamut  of  services  and  how 
to  go  about  getting  them  is  essential.  An  inherent  part  of  the  right  to  basic 
1 04  social  guarantees  is  the  right  to  be  informed  about  them. 


This  is  a  job  calling  for  skills  of  a  high  and  particular  order  since 
many  who  must  be  reached  have  long  lived  in  isolation,  despair,  and  distrust. 
Others,  in  generally  more  fortunate  circumstances,  are  unaware  that  public 
social  services  may  offer  to  them  a  needed  resource. 

The  relationship  of  public  understanding  to  the  effectiveness  of 
public  welfare  programs  was  a  recurring  topic  in  the  deliberations  of  the 
Advisory  Council  on  Public  Welfare.  The  Advisory  Council  was  impressed 
in  its  hearings  that  so  many  responsible  citizens  who  already  know  a  great 
deal  about  public  welfare  themselves  made  this  subject  a  major  focus  of  their 
testimony.  Civic  and  business  leaders,  welfare  officials,  and  other  interested 
spokesmen  devoted  much  attention  to  the  need  for  more  and  better  public 
welfare  information  programs  and  for  greater  citizen  participation  from  all 
segments  of  the  community.  Again  and  again  the  point  was  made  that  this 
is  a  two-way  street — from  public  welfare  to  the  public  and  from  the  public 
to  public  welfare. 

STATEMENT  OF  THE  NATIONAL  PUBLIC 
RELATIONS  COUNCIL  OF  HEALTH  AND 
WELFARE  SERVICES 

A  thoughtful  and  detailed  statement  of  the  Ad  Hoc  Committee  on 
Public  Welfare  of  the  National  Public  Relations  Council  of  Health  and 
Welfare  Services,  Inc.,  was  presented  to  the  Advisory  Council  during  its 
New  York  meeting  in  February  1965.  The  Committee  had  conducted 
meetings  over  a  2-year  period  to  consider  ways  of  furthering  public  under- 
standing of  public  welfare. 

The  Committee  statement  to  the  Advisory  Council  said,  in  part, 
"It  is  the  conviction  of  this  group  that  voluntary  agencies  need  to  play  a 
prominent  role  in  informing  public  opinion  about  public  welfare.  But 
this  group  also  feels  that  government  welfare  itself  can  and  should  do  a 
great  deal  more  to  heighten  public  understanding  of  its  purposes  and  pro- 
grams, causes  of  dependency,  etc." 

Among  the  specific  proposals  made  by  the  Committee: 

1.  That  the  Federal  Government  take  steps  to  encourage  and  assist  State 
and  local  welfare  departments  to  establish  citizen  advisory  committees  whose 
prime  purpose  would  be  to  reflect  public  opinion  and  interpret  welfare 
programs  to  the  community.  The  Federal  Government  should  also  offer 
professional  consultation  on  the  recruitment,  training,  roles,  and  retention 
of  volunteers. 


2.  That  the  Federal  Government  urge  every  State  welfare  department  and 
local  department  in  large  urban  areas  to  employ  adequate  staffs  for  public 
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information.  The  Federal  and  State  departments,  moreover,  should  have 
sufficient  public  information  and  education  staffs  of  their  own  to  provide 
consultation  and  field  services  to  those  State  and  local  departments  with 
limited  resources. 

3.  That  the  Federal  Government  provide  increased  training  opportunities, 
inservice  and  other,  to  workers  in  State  and  local  welfare  departments  in 
such  subjects  as  communications,  public  information,  and  community  re- 
lations. 

4.  That  increased  incentive  and  consultation  be  given  to  State  and  local 
welfare  departments  to  engage  in  information  activities,  such  as  the  pro- 
grams of  visits  to  welfare  clients  by  community  leaders. 

5.  That,  at  the  Federal  level,  ad  hoc  advisory  committees  be  established 
from  time  to  time  to  obtain  authoritative  and  outside  views  of  the  depart- 
ment's programs  and  problems  in  communications,  public  information,  and 
community  relationships. 

Many  other  spokesmen  who  appeared  before  the  regional  hear- 
ings of  the  Advisory  Council  cited  these  particular  meetings  as  illustrative 
of  an  ideal  vehicle  for  the  involvement  of  citizens  in  consideration  of  the 
public  welfare  programs.  For  example,  the  Governor  of  the  State  of 
Oklahoma  expressed  his  appreciation  at  the  opportunity  afforded  the  peo- 
ple of  his  State  to  voice  their  opinions. 

Many  speakers  at  the  regional  hearings  urged  more  citizen  par- 
ticipation at  all  jurisdictional  levels — Federal,  State,  and  local — pointing  out 
that  public  welfare  must  have  the  support  and  understanding  of  an  informed 
public  and  that  such  participation  could  help  in  developing  numbers  of 
interested  and  knowledgeable  laymen.  Most  of  those  discussing  greater 
citizen  participation  suggested  representative  advisory  bodies,  meeting  regu- 
larly, with  clearly  defined  roles.  Among  suggestions  for  membership  on  such 
bodies  were  elected  officials,  bankers,  journalists,  businessmen,  and  public 
welfare  recipients,  as  well  as  representatives  of  other  community  interests. 

Also  a  major  channel  (too  little  used,  it  was  pointed  out)  consists  of 
public  welfare  staff  itself.  Every  member  of  the  staff  daily  interprets  the 
program  and  its  objectives.  This  can  only  be  done  effectively  if  staff  mem- 
bers are  themselves  fully  informed  and  knowledgeable  about  the  kinds  of 
information  most  helpful  in  attaining  increased  public  understanding. 

The  statement  of  Mr.  Fred  Rizk,  an  attorney  and  a  member  of 
Florida  Welfare  District  Board  No.  6,  typified  much  of  the  prevailing  opinion 
of  the  need  for  greater  public  knowledge  of  public  welfare.   Said  Mr.  Rizk : 
"I'm  an  attorney  .  .  .  about  15  years  ago  I  was  named  as  a  mem- 
ber of  the  District  Board.    At  first  I  didn't  agree  with  anything. 


My  whole  conception  of  public  welfare  .  .  .  was  just  a  means  of 
getting  a  lot  of  people  to  get  money  out  of  the  Government  .  .  . 
they  were  no  good  .  .  .  With  the  passage  of  time  I  began  to  really 
understand  what  people  meant,  their  importance,  and  the  com- 
munity responsibility  .  .  .  I  have  become  most  interested  and 
have  taken  a  very  active  part.  .  .  . 

" .  .  .  I'm  now  fully  convinced  that  public  welfare  is  not  merely 
restricted  to  recipients,  it  is  for  all  of  the  people  .  .  .  In  our  own 
State  meetings  I  have  urged  some  sort  of  a  program  to  acquaint 
the  people  in  the  street — they  are  the  ones  who  determine  final 
policy — to  tell  them  this  is  not  a  giveaway  program,  this  is  not  to 
encourage  illegitimacy,  this  is  not  to  saddle  the  burden  of  John 
upon  Richard,  but  this  is  citizenship  in  its  highest  calibre.  It  is 
a  responsibility  as  much  as  the  churchgoer  believes  in  things  of 
that  kind.  The  people  must  begin  to  realize  it  now.  For  that 
reason  I  suggested  some  time  ago  that  we  appoint  an  advisory 
committee  not  composed  of  professional  people,  but  people  in  the 
public  world — banker,  newspaper  man,  public  relations  man — to 
tell  us  how  best  to  bring  the  story  to  the  people  .  .  .  You  have 
to  bring  the  story  of  public  assistance  in  its  proper  light  and  bring 
the  realization  of  it  to  the  people  .  .  .  that  the  Federal  Govern- 
ment has  a  duty,  the  community  has  a  duty,  and  everyone  has  a 
duty  to  help.  I  think  that  has  to  be  done  before  really  effective 
measures  can  be  taken." 

CONCLUSION 

In  its  broad  review  of  all  aspects  of  the  public  welfare  programs,  the 
Advisory  Council  was  struck  by  the  widespread  concern  voiced  by  many  well 
informed  lay  and  professional  people  about  the  need  for  increased  public 
understanding  of  the  programs. 

The  Council  is  of  the  opinion  that  much  greater  emphasis  must  be 
given  to  the  importance  of  interpreting  the  role  and  objectives  of  public 
welfare,  to  much  broader  citizen  involvement,  and  to  finding  additional 
ways  of  making  known  the  services  already  available. 

To  accomplish  these  objectives,  the  information  function  must  be 
regarded  as  of  equal  importance  to  the  other  program  responsibilities  of 
public  welfare.   It  is  essential  to  sound  administration. 

It  is  the  opinion  of  the  Advisory  Council  on  Public  Welfare  that  a  clearly 
defined  program  of  public  interpretation  and  enlistment  of  wide  community 
advice  on  and  understanding  of  the  public  welfare  program  is  fundamental 
and  essential  to  more  effective  administration. 


XIII.  IN  THE  MEANTIME 


Until  the  comprehensive  and  more  adequate  public  welfare  pro- 
gram envisaged  in  the  preceding  chapters  of  this  report  are  in  full  operation 
nationwide,  several  interim  measures  are  needed.  Legislative  action  is  neces- 
sary if  successful  experimental  programs  authorized  by  legislation  scheduled 
to  expire  on  June  30,  1967,  are  to  continue  and  to  meet  some  of  the  most 
urgent  and  serious  gaps  in  assistance  and  services. 

EXPIRING  TEMPORARY  LEGISLATION 

In  recent  efforts  to  improve  public  welfare  programs,  several  in- 
novations were  made  possible  through  amendments  to  the  Social  Security 
Act.  These  new  programs  have  been  successful  in  the  States  which  utilized 
them  and  warrant  continuation  on  a  permanent  basis.  The  Council,  there- 
fore, makes  the  following  recommendations : 

1.  Temporary  Legislation,  Enacted  in  1961,  Which  Extends  the  Aid  to 
Families  with  Dependent  Children  Program  To  Include  Needy  Families  with 
an  Unemployed  Parent,  Should  be  Made  Permanent  and  Mandatory  Upon 
the  States,  and  Provision  Made  for  Covering  More  of  the  Unemployed  Than 
Many  of  the  States  Now  Include. 

The  temporary  nature  of  the  Federal  legislation  has  been  a  factor 
discouraging  States  from  implementing  the  Federal  law.  Making  the  law 
permanent  would  offer  the  States  a  permanent  opportunity,  as  they  are  able 
to  respond,  to  help  the  children  of  the  unemployed  in  their  State.  The  legis- 
lation, in  addition  to  making  permanent  the  existing  authorization,  should 
also  correct  some  of  the  weaknesses  identified  in  the  law.  The  definition  of 
"unemployment"  should  be  improved  so  as  to  require  the  inclusion  of  groups 
now  excluded,  such  as  the  under-employed,  part-time  workers,  and  other 
groups  now  outside  the  definition  in  some  State  laws.  Thk  legislation  was 
first  enacted  in  1962  and  later  extended  to  June  30,  1967  (Social  Security 
Act  Amendments  of  1962,  title  IV,  sec.  407 ) . 

2.  Temporary  Legislation,  Enacted  in  1962,  Providing  AFDC  Payments  in 
Nonprofit  Private  Child  Care  Institutions  for  Children  Whose  Placement  and 
Care  is  the  Responsibility  of  the  Public  Welfare  Agency,  Should  be  Made 
Permanent. 

In  1962,  the  AFDC  program  was  permanently  extended  to  pro- 
vide care  in  a  foster  family  home  under  certain  conditions  for  a  child  receiv- 
ing AFDC,  but  only  temporarily  extended  to  include  care  in  a  nonprofit 
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The  proposed  permanent  provision  for  foster  care  in  a  nonprofit 
private  child  care  institution  would  assure  the  availability  of  this  additional 
resource  in  planning  for  the  use  of  the  most  appropriate  facility  for  a  par- 
ticular child.  As  before,  payments  for  maintenance,  such  as  board  and 
room,  clothing,  medical  care,  and  other  needs  should  continue  to  be  made 
available  to  the  institution,  exclusive  of  overhead  costs  of  the  institution. 
(Title  V,  sec.  408,  3(a)  and  related  provisions  were  extended  in  1964  to 
June  30,  1967). 

3.  Temporary  Legislation,  Enacted  in  1962,  Providing  for  Protective  Pay- 
ments to  a  Qualified  Individual  Interested  in  the  Welfare  of  an  AFDC 
Family  When  States  Have  Evidence  That  There  is  Inability  To  Manage 
Money  and  That  Continued  Money  Payments  Would  be  Contrary  to  the 
Benefit  of  the  Child,  Should  be  Made  Permanent. 

The  protective  payment  provision  authorized  by  section  406(b)  ( 2 ) 
has  proved  beneficial  in  the  States  which  have  utilized  it.  It  offers  a  means, 
where  necessary,  of  seeing  that  funds  are  used  for  the  benefit  of  the  child 
for  whom  they  are  provided.  Similar  permanent  legislation  was  enacted  in 
1 965  providing  for  the  use  of  protective  payments  in  the  Old  Age  Assistance, 
Aid  to  the  Blind,  and  Aid  to  the  Permanently  and  Totally  Disabled  Pro- 
grams.   (Title  IV,  sec.  406(b)  (2)  is  scheduled  to  expire  on  June  30,  1967.) 

The  proposed  new  legislation  should  delete  reference  to  the  impo- 
sition of  criminal  or  civil  penalties  authorized  under  State  law  as  a  step  that 
can  be  taken  by  a  State  under  section  405. 

4.  The  Authorization  for  the  Expenditure  of  Appropriated  Funds,  Provided 
in  1962  and  Limited  to  Fiscal  Years  Prior  to  July  1967,  to  Support  Demon- 
stration Projects  in  State  and  Local  Public  Assistance  Agencies  so  That  New 
Methods,  Techniques,  and  Practices  Can  be  Tested,  Should  be  Made 
Permanent  and  Substantially  Increased. 

Flexibility  in  financing  demonstration  projects  under  the  1962 
legislation,  in  which  some  requirements  otherwise  binding  on  public  as- 
sistance agencies  and  programs  can  be  waived,  has  made  possible  a  wide 
range  of  efforts  to  demonstrate  improved  methods  of  administering  public 
welfare  programs  and  testing  ways  of  strengthening  services. 

As  of  May  31,  1966,  129  demonstration  projects  had  been  ap- 
proved in  43  jurisdictions  (40  States,  District  of  Columbia,  Puerto  Rico,  and 
Guam) .  Although  projects  often  have  multiple  goals  and  approaches,  which 
makes  precise  classification  difficult,  they  tend  to  fall  into  the  following  areas : 
28  provide  direct  social  services  to  families  and  individuals  to  enrich  or 
1  io  strengthen  personal  and  family  life;  27  strengthen  public  welfare  administra- 


tion  and  stimulate  program  development;  9  experiment  with  new  methods 
of  administration,  including  new  structural  arrangements;  40  deal  with  staff 
recruitment  and  development,  or  seek  to  strengthen  the  relationship  between 
public  welfare  and  social  work  education;  22  involve  new  approaches  that 
are  specifically  planned  to  encourage  education  and  training  for  gainful  em- 
ployment; and  3  either  relate  to  eligibility  requirements  or  demonstrate  the 
effect  of  raising  AFDC  assistance  payments  to  levels  of  decency  and  health. 

With  increasing  emphasis  on  the  preventive  aspects  of  dependency 
and  the  most  constructive  use  of  assistance  and  services  available  under  public 
welfare,  continuing  experimentation  and  demonstration  are  needed  as  a  basis 
for  effective  program  planning  and  strengthened  administration. 

The  amount  that  could  be  made  available  under  the  1962  legisla- 
tion to  pay  the  State's  share  of  the  cost  of  demonstration  projects — $2  mil- 
lion annually  from  the  amount  appropriated  for  payments  to  States — should 
be  increased  very  substantially  to  support  experimental,  pilot,  or  demonstra- 
tion projects  needed  to  assist  in  promoting  the  objectives  of  the  public  assist- 
ance programs.  (Title  XI,  sec.  1115,  authorized  expenditures  of  $2  mil- 
lion annually  from  the  amount  appropriated  for  payments  to  States  through 
fiscal  1967.  Use  of  funds  for  this  purpose  was  prohibited  by  the  Appropria- 
tion Act  in  1965,  but  restored  in  1966.) 

5.  The  Legislation,  Enacted  in  1961,  Authorizing  Temporary  Assistance  for 
United  States  Citizens  and  Their  Dependents  Returned  From  Foreign 
Countries,  Should  be  Made  Permanent. 

The  addition  of  section  1113  to  title  XI  of  the  Social  Security  Act 
in  1961  provided  the  first  legislative  base  for  the  Department's  activities  ad- 
ministered since  1 944  under  intermittent  appropriations  from  the  President's 
Emergency  Fund,  and  with  the  voluntary  cooperation  of  State  public  wel- 
fare departments.  Under  this  provision,  temporary  assistance  is  made  avail- 
able to  United  States  citizens  and  their  dependents  identified  by  the  Depart- 
ment of  State  as  having  returned,  or  been  brought,  from  a  foreign  country 
because  of  destitution,  war  invasion,  or  similar  crisis. 

Although  the  need  for  such  assistance  has  been  relatively  small 
during  peacetime,  the  importance  of  its  continuation  as  a  standby  measure, 
providing  a  basis  for  expansion  in  a  period  of  emergency,  as  well  as  its  value 
in  international  relations,  has  been  especially  useful  in  recent  years.  In  addi- 
tion to  providing  emergency  assistance  and  needed  services  at  major  ports  of 
entry  and  transportation  back  to  the  home  State  for  needy  Americans  re- 
turned from  overseas  because  they  were  ill  or  without  funds,  help  has  also 
been  extended  in  recent  months  to  American  citizens  and  their  dependents 
evacuated  from  the  Dominican  Republic,  Cuba,  and  Vietnam. 


Consideration  should  be  given  to  combining  the  proposed  perma- 
nent legislation  with  the  permanent  legislation  passed  in  1960  (Public  Law 
86-571)  authorizing  provision  for  reception  and  hospitalization  at  Saint 
Elizabeths  Hospital,  or  elsewhere,  of  repatriated  mentally  ill  Americans. 
(Title  XI,  sec.  1113,  was  temporarily  added  to  the  Social  Security  Act  in 
1961.  This  provision,  which  was  to  expire  in  1962,  was  first  extended  to 
1964,  and  subsequently  to  June  30,  1967.  Public  Law  86-571  is  permanent 
legislation. ) 

6.  Temporary  Legislation,  Enacted  in  1962,  Which  Provides  Federal  Par- 
ticipation in  Certain  Costs  of  Community  Work  and  Training  Programs 
Designed  to  Conserve  and  Develop  Work  Skills  of  the  Unemployed  Parent 
Receiving  AFDC,  Should  be  Improved  and  Made  Permanent. 

The  community  work  and  training  program  was  added  to  the 
Aid  to  Families  with  Dependent  Children — Unemployed  Parent  Program 
in  1962  as  part  of  the  AFDC  program  so  that  the  able  bodied  unemployed 
included  under  the  program  could  have  opportunity  for  useful  work  and 
training  experience  while  receiving  assistance.  This  program  has  proved 
highly  useful  in  reaching  many  of  the  hard  core  or  marginally  employable 
unemployed,  where  family  problems  accentuate  lack  of  job  skills. 

The  community  work  and  training  program  can  provide  training 
to  unemployed  fathers;  and  to  mothers  of  older  children  who  can  safely  be 
absent  from  the  home,  or  in  preparation  for  the  time  when  the  children 
will  no  longer  be  recipients  of  AFDC  and  the  mother  may  be  without  sup- 
port. The  increased  work  capacity  of  unemployed  employable  recipients, 
or  potential  recipients,  as  well  as  public  reaction  against  idle  public  assistance 
recipients  who  are  considered  able  to  work,  make  the  continuance  and 
expansion  of  this  program  highly  desirable. 

To  build  into  the  public  assistance  program  resources  that  will  assure 
training  or  retraining  of  all  employable  recipients  or  potential  recipients, 
the  Advisory  Council  further  recommends  that: 

a.  a  training  component  be  required  as  part  of  the  work  program; 

b.  Federal  financial  participation  be  provided  in  the  costs  of  project  mate- 
rials, supervision,  training,  and  associated  costs; 

c.  children  18  to  22  years  of  age  be  included  where  the  State's  AFDC  pro- 
gram does  not  include  this  age  group. 

Title  IV,  section  409,  enacted  in  1962,  will  expire  on  June  30,  1967. 
The  Secretary  is  requested  to  submit  to  the  President  for  transmission,  prior 
to  January  1,  1967,  "a  full  report  of  the  administration  of  the  provisions  of 


this  amendment  .  .  .  with  his  recommendations  as  to  the  continuation  of 
and  modifications  in  such  amendment." 

7.  With  the  Expiration  of  Public  Law  87-274,  as  Amended,  New  Legisla- 
tion Should  Provide  Authorization  to  the  Welfare  Administration  for  Grants- 
in-Aid  and  Project  Funds  for  the  Prevention,  Treatment,  and  Control  of 
Juvenile  Delinquency. 

The  problem  of  juvenile  delinquency  is  so  acute  that  every  effort 
must  be  made  to  continue  the  steps  already  taken  toward  its  prevention, 
treatment,  and  control  and  to  accelerate  and  extend  the  programs  found 
most  effective.  At  the  same  time  new  methods  of  administering  programs 
and  of  dealing  with  the  variety  of  elements  in  the  problem  require  appro- 
priate new  legislative  authority. 

OTHER  IMMEDIATE  ACTIONS 

There  are  serious  gaps  in  programs  and  services  and  restrictive 
provisions  in  State  plans  which  limit  the  effectiveness  of  existing  Federal 
legislation.  In  view  of  the  high  proportion  of  the  cost  of  welfare  programs 
paid  by  the  Federal  Government  (more  than  one-half  the  cost  in  many  States 
and  as  much  as  three-fourths  in  some ) ,  the  Council  believes  that  the  Federal 
Government  should  have  authority  for  determining  the  scope  and  dimen- 
sions of  the  program  to  a  greater  degree  than  is  now  possible  under  current 
provisions  of  law. 

The  Advisory  Council  recommends,  therefore,  that  the  following 
steps  be  taken  immediately,  even  as  planning  goes  forward  to  achieve  the 
basic  reforms  proposed  in  earlier  sections  of  this  report : 

8.  In  Their  State  Plans  for  Public  Assistance,  States  Should  Be  Required  to 
Include  All  Types  of  Persons  Eligible  Under  Federal  Law. 

All  groups  of  persons  included  within  the  limits  of  the  Fe'deral 
law  would  thus  become  eligible  under  State  programs.  For  example,  needy 
persons  who  meet  all  eligibility  requirements  but  are  not  citizens  of  the 
United  States  or  residents  of  a  particular  State  or  locality  for  a  specified  period 
of  years  would  be  included.  ( Federal  law  in  the  maintenance  programs  does 
not  require  but  permits  States  to  impose  a  residence  or  citizenship  require- 
ment as  a  condition  of  eligibility;  under  title  XIX,  however,  no  durational 
residence  is  permitted  as  a  condition  of  eligibility  for  medical  assistance.) 

9.  Financial  Aid  Should  be  Available  to  a  Low-Income  Family  Otherwise 
Eligible  Whose  Earnings  From  Employment  are  Insufficient  to  Provide  the 
Basic  Essentials  of  Living. 


Under  title  XIX,  medical  assistance  can  be  provided  to  needy 
children  under  age  2 1  in  such  low-income  families,  but  income  maintenance 
is  not  necessarily  available.  Comparable  provisions  should  be  added  to  the 
other  assistance  titles. 

10.  Exemption  of  a  Reasonable  Proportion  of  Earnings  of  Children  and 
Relatives  Caring  for  Them  in  an  AFDC  Family  Should  be  Mandatory  Upon 
the  States;  and  Earnings  Exemptions  Should  be  Made  Consistent  for  all 
Assistance  Programs. 

Present  provisions  for  disregarding  earned  income  of  children  un- 
der the  AFDC  program  are  optional  with  the  States.  Earnings  of  their 
parents  are  not  exempt.  Moreover,  the  various  provisions  for  exemption 
of  earnings  of  public  assistance  recipients  differ  widely  among  programs  and 
result  in  unnecessary  administrative  confusion  and  complexity. 

11.  The  APTD  Program  (TITLE  XIV)  Should  be  Broadened  by  Deleting  the 
Eligibility  Requirement  of  "Permanent  and  Total"  Disability  and  by  Extend- 
ing the  Program  to  Include  Needy  Disabled  Children  Under  18  Years  of  Age. 

Some  disabled  persons  with  significant  impairments  that  are  not 
permanent  and  total  may  be  in  dire  need,  but  have  a  high  potential  for 
future  independence  if  appropriate  help  is  provided  in  time.  (Individuals 
do  not  have  to  be  "permanently  and  totally"  disabled  to  qualify  for  OASDI 
benefits. ) 

Eighteen  years  is  the  lower  age  limit  now  specified  in  the  law  for 
APTD.  Present  measures  do  not  meet  the  basic  needs  of  many  permanently 
and  totally  disabled  children  under  18,  in  families  which  do  not  qualify  for 
assistance  programs  in  their  States. 

12.  The  Age  Requirement  for  Old  Age  Assistance  and  Medical  Assistance 
for  the  Aged  (TITLE  I)  Should  be  Lowered  From  the  Present  65  Years  of  Age 
to  60  Years  of  Age. 

Some  adults  under  65  are  in  equal  or  more  desperate  need  than 
those  who  are  older.  There  is  no  provision  in  the  Federal  law  for  aid  to 
any  adults  under  65  unless  they  are  needy  because  they  are  blind,  perma- 
nently and  totally  disabled,  or  they  are  caring  for  children  deprived  of  par- 
ental support  because  of  death,  incapacity,  absence,  or  unemployment  of  a 
parent.  (The  OASDI  program  has  lowered  its  age  limit  for  widows  from 
62  to  60  years  of  age,  and  makes  reduced  benefits  available  to  other  women 
and  to  men  at  age  62. ) 

13.  The  Age  Requirement  Under  the  AFDC  Program  Should  be  Extended  to 
Include  Children  up  to  22  Years  of  Age  if  They  are  Regularly  Attending  a 
School,  College,  or  University,  or  a  course  of  vocational  or  technical  training 
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This  will  make  it  possible  for  some  youth  now  in  school  to  com- 
plete their  education,  and  others  who  have  dropped  out  to  return  to  school. 
(The  OASDI  program  has  been  extended  to  a  child  up  to  22  years  who  is 
attending  an  accredited  school.  Under  title  XIX,  a  State  may  not  impose 
an  age  requirement  that  excludes  any  child  under  21  regardless  of  school 
attendance,  if  the  definition  of  a  dependent  child  in  title  IV  is  otherwise 
met.) 

14.  No  Liens  Should  be  Permitted  to  be  Placed  Against  the  Real  Property 
of  any  Recipient  of  Federally  Aided  Public  Assistance.  Rather,  All  Federal 
Legislation  in  This  General  Area  Should  be  Made  Consistent  With  the  Pro- 
visions of  Title  XIX. 

Under  title  XIX,  no  lien  may  be  placed  on  property  on  account  of 
medical  assistance  paid  during  the  lifetime  of  the  recipient.  Adjustments  or 
recoveries  can  only  be  made  from  the  estate  of  an  individual  who  was  at  least 
65  when  he  received  medical  aid  and  then  only  after  the  death  of  his  spouse, 
and  after  there  is  no  surviving  child  who  is  under  age  2 1 ,  or  is  blind  or  perma- 
nently and  totally  disabled. 

15.  Relatives  Should  not  be  Required  to  Support  Those  Needing  Public 
Assistance  Beyond  Spouses  and  Parents  of  Minor  Children. 

Federal  legislation  in  this  respect  should  be  made  consistent  for 
public  assistance  payments  with  provisions  of  title  XIX.  This  provision 
will  greatly  strengthen  family  life  by  removing  points  of  friction  in  times  of 
great  family  stress  and  strain. 

16.  Without  Any  Change  in  the  Present  Grants-ln-Aid  Under  Title  V, 
Part  3,  Costs  of  Certain  Expenses  in  the  Administration  of  Child  Welfare 
and  Youth  Services  (Including  Professional  Staff  and  Their  Immediate  Sup- 
porting Clerical  Staff,  and  Costs  of  Professional  Education)  Should  Be 
Financed  Immediately  on  the  Same  Open-Ended  Matching  Basis  as  Pro- 
vided for  Comparable  State  Costs  in  the  Administration  of  Title  IV  of  the 
Social  Security  Act  (Aid  to  Families  With  Dependent  Children)  and  the  Fed- 
eral Government  Should  Establish  Adequate  Standards  for  All  Such  Services. 

This  measure  is  urgently  needed  to  equalize,  to  a  greater  degree, 
Federal  responsibility  in  the  provision  of  services  to  children  and  youth  since 
the  Federal  Government  now  carries  a  far  greater  share  in  the  costs  of  per- 
sonnel and  training  in  the  administration  of  Aid  to  Families  with  Dependent 
Children  than  for  Child  Welfare  Services. 


17.  Provision  Should  Be  Made  for  Increased  Staff  in  Both  the  Headquarters 
and  Regional  Offices  of  the  Welfare  Administration  Commensurate  With  the 
Increased  Federal  Responsibility  Placed  Upon  It  by  Recent  Legislation. 


115 


Recent  public  welfare  amendments  and  other  Federal  laws  have 
resulted  in  greatly  broadened  public  welfare  responsibility  in  such  areas  as 
medical  care,  work  and  training,  civil  rights,  and  special  services  to  families 
and  individuals.  Also,  recent  administrative  changes  and  new  policies  to 
strengthen  programs  require  additional  staff  to  implement  these  new  meas- 
ures and  increased  responsibilities.  Otherwise  progress  in  attaining  the 
specified  goals  will  be  hindered  and  delayed. 

18.  To  Accelerate  the  Trend  Toward  Comparability  and  Equity  Among 
Public  Welfare  Programs  From  State  to  State,  Any  New  Monies  or  Released 
Funds  Due  to  Changes  in  Any  Title  of  the  Social  Security  Act,  Prior  to  the  Full 
Adoption  of  the  Proposed  New  Method  of  Financing  Described  in  Chapter 
IV,  Should  Contain  a  Maintenance  of  State  Effort  Provision  Comparable  to 
That  in  the  1965  Amendments  to  the  Social  Security  Act. 

Future  progress  in  public  welfare  is  inextricably  bound  up  with 
more  adequate  financing.  The  purposes  of  this  report  cannot  be  achieved 
through  substitution  of  Federal  dollars  for  State  dollars  but  call  for  a  con- 
tinued Federal-State  partnership  in  financial  effort  and  program  develop- 
ment. Services  must  be  extended  and  strengthened.  Thus,  the  base  is 
strengthened  for  the  goal  of  this  total  report — a  comprehensive  program  of 
basic  social  guarantees. 


XIV.  SUMMARY  OF  RECOMMENDATIONS 


In  setting  forth  a  comprehensive  program  of  Basic  Social  Guar- 
antees, the  Advisory  Council  on  Public  Welfare  has  presented  its  central 
recommendations  in  pages  xi  to  xiv  under  the  following  headings: 

1.  General  Proposal 

2.  Assistance  Standards 

3.  Eligibility  for  Aid 

4.  Eligibility  Determination 

5.  Child  and  Youth  Welfare  Services 

6.  Other  Social  Services 

7.  Legal  Rights 

8.  Personnel 

9.  States'  Share 

10.  Federal  Share 

11.  Interim  Option 

In  its  report,  the  Advisory  Council  on  Public  Welfare  adopted  the 
device  of  presenting  its  major  recommendations  in  each  chapter  (except 
Chapter  I)  dealing  with  substantive  issues,  together  with  varying  numbers 
of  supporting  position  statements  in  specific  areas,  as  follows : 

Chapter  II — The  Advisory  Council  on  Public  Welfare  Recommends  a  Mini- 
mum Standard  for  Public  Assistance  Payments  Below  Which  no  State  May 
Fall. 

The  Advisory  Council  on  Public  Welfare  urges  prompt,  decisive  action  to 
bring  the  amounts  of  public  assistance  payments  throughout  this  Nation 
up  to  a  minimum  American  standard  of  health  and  decency. 

Chapter  III — The  Advisory  Council  on  Public  Welfare  Recommends  a  Nation- 
wide Comprehensive  Program  of  Public  Assistance  Based  Upon  a  Single 
Criterion:  Need. 

The  Advisory  Council  on  Public  Welfare  strongly  urges  legislation  that  will 
make  possible  comprehensive  public  assistance  programs  based  upon  the  only 
relevant  eligibility  requirement — need. 

Chapfer  /V — The  Advisory  Council  on  Public  Welfare  Recommends  a  Uni- 
form and  Simple  Plan  for  Federal-State  Financial  Sharing  in  Costs  of  All 
Public  Welfare  Programs:  The  Plan  Should  Provide  for  Equitable  and 
Reasonable  Fiscal  Effort  Among  States  and  Should  Recognize  the  Relative 
Fiscal  Capacity  of  the  Federal  and  State  Governments  to  Finance  Adequate 
and  Comprehensive  Programs. 

It  is  the  conviction  of  the  Advisory  Council  on  Public  Welfare  that  the 
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the  Federal  and  State  governments  for  basic  financial  support  and  which  rec- 
ognizes varying  State  fiscal  capacities  and  effort,  is  essential. 

Chapter  V — The  Advisory  Council  on  Public  Welfare  Recommends  Prompt 
Extension  of  Coverage  and  Liberalization  of  Benefits  Under  the  Social  In- 
surance Programs. 

The  Advisory  Council  on  Public  Welfare  is  of  the  opinion  that  the  adequacy 
of  social  insurance  benefits  should  not  remain  static  but  be  kept  in  proper 
relationship  to  living  costs  and  wage  levels. 

Chapter  VI — The  Advisory  Council  on  Public  Welfare  Recommends  That 
Social  Services  Through  Public  Welfare  Programs  Be  Strengthened  and 
Extended  and  Be  Readily  Accessible  as  a  Matter  of  Right  at  All  Times  to 
All  Who  Need  Them.  The  Advisory  Council  Considers  It  Urgent  That  Public 
Welfare  Programs  Be  Structured  to  Provide  Ever  More  Effective  Social  Serv- 
ices, Medical  Assistance,  and  Income  Maintenance  in  Readily  Accessible 
Local  Centers,  Properly  Staffed  and  Organized.  Increasingly,  They  May 
Become  Associated  with  a  Complex  of  Special  Services. 

The  Advisory  Council  on  Public  Welfare  recognizes  that  child  welfare  serv- 
ices constitute  a  major  component  in  the  proposed  comprehensive  program  of 
social  guarantees. 

The  Advisory  Council  on  Public  Welfare  believes  that  child  welfare  and 
youth  services,  as  well  as  other  services  of  public  welfare  agencies,  should  be 
available  as  a  right,  subject  to  enforcement  in  the  courts. 

The  Advisory  Council  on  Public  Welfare  Recommends  That  the  Present  Work 
Training  Programs  Be  Strengthened  and  Become  Permanent  Parts  of  the 
Public  Welfare  Structure. 

The  Advisory  Council  on  Public  Welfare  Recommends  That  One  Consolidated 
Program  Within  the  Welfare  Administration  for  the  Prevention,  Treatment, 
and  Control  of  Juvenile  Delinquency  Be  Established. 

The  Advisory  Council  on  Public  Welfare  urges  that  existing  gaps  in  the 
medical  assistance  program  be  closed  through  Federal  sharing  in  the  cost  of 
medical  assistance  for  the  medically  needy  between  2 1  and  65  years  of  age. 

Although  it  is  not  required  until  July  1,  1975,  the  Advisory  Council  on 
Public  Welfare  believes  it  is  not  only  feasible,  but  necessary,  to  advance  the 
provision  of  dental  services,  particularly  for  children,  to  a  much  earlier  date. 
The  Advisory  Council  on  Public  Welfare  calls  upon  the  Welfare  Adminis- 


tration  to  exert  strong  leadership  for  the  States  in  the  development  of  family 
planning  services  as  part  of  their  medical  and  social  services. 

Chapter  VII — The  Advisory  Council  on  Public  Welfare  Recommends  That  All 
Public  Welfare  Programs  Receiving  Federal  Funds  Be  Administered  Con- 
sistent With  the  Principle  of  Public  Welfare  as  a  Right. 

The  Advisory  Council  on  Public  Welfare  further  emphasizes  that  to  achieve 
this  recommendation  Federal  law  and  policy  must  be  explicit  in  requiring  that 
all  Federally  supported  public  welfare  programs  provide  for: 

A  readily  available  and  understandable  application  process  for  aid,  whether 
for  financial  assistance  of  social  services,  including  readily  available  and  con- 
veniently located  public  welfare  offices  in  areas  where  people  live; 

Promptness  in  all  administrative  actions  within  specifically  stated  time  limits; 

A  method  or  mechanism  to  assure  legal  representation  for  all  who  wish  it, 
including  payment  for  necessary  costs  of  such  representation; 

An  independent  appeals  system,  with  procedures  and  mechanisms  so  devised 
that  decisions  on  appeals  are  truly  independent  judgments  even  when  made 
within  the  framework  of  the  administering  agency; 

An  opportunity  for  aggrieved  individuals  to  test  the  reasonableness  of  policies 
of  the  agency  as  well  as  the  application  of  policies  through  the  appeals  process; 

A  positive  program  for  informing  recipients  and  applicants  of  their  rights, 
utilizing  all  appropriate  means  of  communication. 

The  Advisory  Council  on  Public  Welfare  believes  that  there  is  great  urgency 
for  the  emphatic  assertion  of  public  welfare's  accountability  for  the  protec- 
tion of  individual  rights,  and  for  the  scrupulous  observance  of  the  individual 
rights  of  the  people  it  serves. 

Chapter  VIII — The  Advisory  Council  on  Public  Welfare  Recommends  Prompt 
Action  To  Enable  the  Welfare  Administration  To  Expand  Its  Support  of  All 
Phases  of  Recruitment,  Education  and  Training  for  Welfare  Personnel,  In- 
cluding Pre-Professional,  Professional,  and  Advanced  Social  Work  Edu- 
cation; Vocational  Training  for  Sub-Professional  Aides  and  Technicians;  and 
Research  and  Development  in  More  Effective  Use  of  Available  Personnel. 

The  Advisory  Council  on  Public  Welfare  urges  that  sharply  increased 
Federal  support  of  social  work  education  be  made  available  so  that  the 
knowledge  and  skills  of  social  work  can  contribute  fully  to  our  National 
effort  to  assure  the  welfare  of  all  the  people. 


Chapter  IX — The  Advisory  Council  on  Public  Welfare  Recommends  That  the 
Welfare  Administration  Be  Enabled  To  Mount  a  Social  Welfare  Research 
Effort  Commensurate  in  Size  and  Scope  With  the  National  Investment  in  Its 
Programs. 

The  Advisory  Council  on  Public  Welfare  urges  that  the  present  Division  of 
Research  be  greatly  strengthened  as  rapidly  as  possible  so  that  it  becomes  a 
national  social  welfare  research  center  which  provides  (a)  a  setting  for 
research  and  development  in  the  area  of  human  resources,  (b)  a  center  for 
the  dissemination  of  social  information,  (c)  a  facility  for  collection,  storage, 
and  retrieval  of  social  statistics  and  other  relevant  information,  (d)  a  stimulus 
to  creativity  and  innovation  in  the  monitoring  and  solving  of  social  problems, 
and  (e)  a  vehicle  for  continuing  assessment  of  the  social  state  of  the  Nation. 

Chapter  X — The  Advisory  Council  on  Public  Welfare  Recommends  That 
the  Resources  of  Staff  and  Administrative  Funds  for  the  Welfare  Adminis- 
tration and  for  State  Public  Welfare  Agencies  Be  Expanded  Commensurate 
With  Needs  for  Staff  and  Facilities  Necessary  to  Improve  and  Update  Pro- 
gram Administration. 

It  is  the  belief  of  the  Advisory  Council  on  Public  Welfare  that  significant 
improvements  in  administration  can  be  made  by  immediately  furnishing  the 
Welfare  Administration  adequate  resources  to  exert  maximum  leadership 
within  the  framework  of  the  existing  structure. 

Chapter  XI — The  Advisory  Council  on  Public  Welfare  Recommends  That  the 
International  Office  of  the  Welfare  Administration  Be  Given  Necessary 
Authority  and  Resources  to  Strengthen  its  Role  As  a  Major  Participant  in 
International  Social  Welfare  Programs. 

Chapter  XII — The  Advisory  Council  on  Public  Welfare  Recommends  That 
Public  Welfare  Agencies  Continuously  Seek  Greater  Public  Understanding 
of  Their  Programs,  Methods,  and  Objectives  Through  All  Appropriate  Means. 

It  is  the  opinion  of  the  Advisory  Council  on  Public  Welfare  that  a  clearly 
defined  program  of  public  interpretation  and  enlistment  of  wide  community 
advice  on  and  understanding  of  the  public  welfare  program  is  fundamental 
and  essential  to  more  effective  administration. 

Chapter  XIII — Pending  full  achievement  of  the  recommended  comprehensive 
public  welfare  program,  the  Advisory  Council  on  Public  Welfare  makes  the 
following  recommendations : 

Temporary  Legislation,  Enacted  in  1961,  Which  Extends  the  Aid  to  Families 
With  Dependent  Children  Program  to  Include  Needy  Families  With  an 
Unemployed  Parent,  Should  Be  Made  Permanent  and  Mandatory  Upon  the 
States,  and  Provision  Made  for  Covering  More  of  the  Unemployed  Than 
120  Many  of  the  States  Now  Include. 


Temporary  Legislation,  Enacted  in  1962,  Providing  AFDC  Payments  in  Non- 
profit Private  Child  Care  Institutions  for  Children  Whose  Placement  and 
Care  is  the  Responsibility  of  the  Public  Welfare  Agency,  Should  Be  Made 
Permanent. 

Temporary  Legislation,  Enacted  in  1962,  Providing  for  Protective  Payments 
to  a  Qualified  Individual  Interested  in  the  Welfare  of  an  AFDC  Family  When 
States  Have  Evidence  That  There  is  Inability  To  Manage  Money  and  That 
Continued  Money  Payments  Would  Be  Contrary  to  the  Benefit  of  the  Child, 
Should  Be  Made  Permanent. 

The  Authorization  for  the  Expenditure  of  Appropriated  Funds,  Provided  in 
1962  and  Limited  to  Fiscal  Years  Prior  to  July  1967,  To  Support  Demonstra- 
tion Projects  in  State  and  Local  Public  Assistance  Agencies  So  That  New 
Methods,  Techniques,  and  Practices  Can  Be  Tested,  Should  Be  Made 
Permanent  and  Substantially  Increased. 

The  Legislation,  Enacted  in  1961,  Authorizing  Temporary  Assistance  for 
United  States  Citizens  and  Their  Dependents  Returned  From  Foreign  Coun- 
tries, Should  Be  Made  Permanent. 

Temporary  Legislation,  Enacted  in  1962,  Which  Provides  Federal  Participa- 
tion in  Certain  Costs  of  Community  Work  and  Training  Programs  Designed 
To  Conserve  and  Develop  Work  Skills  of  the  Unemployed  Parent  Receiving 
AFDC,  Should  Be  Improved  and  Made  Permanent. 

To  build  into  the  public  assistance  program  resources  that  will  assure  train- 
ing or  retraining  of  all  employable  recipients  or  potential  recipients,  the 
Advisory  Council  on  Public  Welfare  further  recommends  that: 

a.  a  training  component  be  required  as  part  of  the  work  program ; 

b.  Federal  financial  participation  be  provided  in  the  costs  of  project  mate- 
rials, supervision,  training,  and  in  associated  costs;  and 

c.  children  18  to  22  years  of  age  be  included  where  the  State's  AFDC  pro- 
gram does  not  include  this  age  group. 

With  the  Expiration  of  Public  Law  87-274,  as  Amended,  New  Legislation 
Should  Provide  Authorization  to  the  Welfare  Administration  for  Grants- 
in-Aid  and  Project  Funds  for  the  Prevention,  Treatment,  and  Control  of 
Juvenile  Delinquency. 

In  Their  State  Plans  for  Public  Assistance,  States  Should  Be  Required  to 
Include  All  Types  of  Persons  Eligible  Under  Fed'eral  Law. 

Financial  Aid  Should  Be  Available  to  a  Low  Income  Family  Otherwise 
Eligible  Whose  Earnings  From  Employment  Are  Insufficient  to  Provide  the 
Basic  Essentials  of  Living. 

Exemption  of  a  Reasonable  Proportion  of  Earnings  of  Children  and  Relatives 
Caring  for  Them  in  an  AFDC  Family  Should  Be  Mandatory  Upon  the  States; 


and  Earnings  Exemptions  Should  Be  Made  Consistent  for  All  Assistance 
Programs. 

The  APTD  Program  (Title  XIV)  Should  Be  Broadened  by  Deleting  the  Eligibility 
Requirement  of  "Permanent  and  Total"  Disability  and  by  Extending  the 
Program  to  Include  Needy  Disabled  Children  Under  18  Years  of  Age. 

The  Age  Requirement  for  Old  Age  Assistance  and  Medical  Assistance  for 
the  Aged  (Title  I)  Should  Be  Lowered  From  the  Present  65  Years  of  Age  to 
60  Years  of  Age. 

The  Age  Requirement  Under  the  AFDC  Program  Should  Be  Extended  to 
Include  Children  up  to  22  Years  of  Age  if  They  Are  Regularly  Attending  a 
School,  College,  or  University,  or  a  Course  of  Vocational  or  Technical  Train- 
ing, and  Should  Be  Made  Mandatory  Upon  the  States. 

No  Liens  Should  Be  Permitted  to  Be  Placed  Against  the  Real  Property  of  Any 
Recipient  of  Federally  Aided  Public  Assistance.  Rather,  All  Federal  Legis- 
lation in  This  General  Area  Should  Be  Made  Consistent  With  the  Provisions 
of  Title  XIX. 

Relatives  Should  Not  Be  Required  to  Support  Those  Needing  Public  Assist- 
ance Beyond  Spouses  and  Parents  of  Minor  Children. 

Without  Any  Change  in  the  Present  Grants-in-Aid  Under  Title  V,  Part  3, 
Costs  of  Certain  Expenses  in  the  Administration  of  Child  Welfare  and  Youth 
Services  (Including  Professional  Staff  and  Their  Immediate  Supporting 
Clerical  Staff,  and  Costs  of  Professional  Education)  Should  Be  Financed 
Immediately  on  the  Same  Open-Ended  Matching  Basis  as  Provided  for 
Comparable  State  Costs  in  the  Administration  of  Title  IV  of  the  Social  Secu- 
rity Act  (Aid  to  Families  With  Dependent  Children)  and  the  Federal  Gov- 
ernment Should  Establish  Adequate  Standards  for  All  Such  Services. 

Provision  Should  Be  Made  for  Increased  Staff  in  Both  the  Headquarters 
and  Regional  Offices  of  the  Welfare  Administration  Commensurate  With 
the  Increased  Federal  Responsibility  Placed  Upon  It  by  Recent  Legislation. 

To  Accelerate  the  Trend  Toward  Comparability  and  Equity  Among  Public 
Welfare  Programs  From  State  to  State,  Any  New  Monies  or  Released  Funds 
Due  to  Changes  in  Any  Title  of  the  Social  Security  Act,  Prior  to  the  Full 
Adoption  of  the  Proposed  New  Method  of  Financing  Described  in  Chapter 
IV  of  This  Report,  Should  Contain  a  Maintenance  of  State  Effort  Provision 
Comparable  to  That  in  the  1965  Amendments  to  the  Social  Security  Act. 


APPENDICES 


A.  EXCERPTS  FROM  TITLE  XI  OF  THE 
SOCIAL  SECURITY  ACT  AS  AMENDED  IN  1962 


APPOINTMENT  OF  ADVISORY  COUNCIL  AND  OTHER 
ADVISORY  GROUPS 


"Sec.  1114.  (a)  The  Secretary  shall,  during  1964,  appoint  an  Advisory 
Council  on  Public  Welfare  for  the  purpose  of  reviewing  the  administration 
of  the  public  assistance  and  child  welfare  services  programs  for  which  funds 
are  appropriated  pursuant  to  this  Act  and  making  recommendations  for 
improvement  of  such  administration,  and  reviewing  the  status  of  and  making 
recommendations  with  respect  to  the  public  assistance  programs  for  which 
funds  are  so  appropriated,  especially  in  relation  to  the  old-age,  survivors, 
and  disability  insurance  program,  with  respect  to  the  fiscal  capacities  of  the 
States  and  the  Federal  Government,  and  with  respect  to  any  other  matters 
bearing  on  the  amount  and  proportion  of  the  Federal  and  State  shares  in  the 
public  assistance  and  child  welfare  services  programs. 

"(b)  The  Council  shall  be  appointed  by  the  Secretary  without 
regard  to  the  civil-service  laws  and  shall  consist  of  twelve  persons  who  shall, 
to  the  extent  possible,  be  representatives  of  employers  and  employees  in 
equal  numbers,  representatives  of  State  or  Federal  agencies  concerned  with 
the  administration  or  financing  of  the  public  assistance  and  child  welfare 
services  programs,  representatives  of  nonprofit  private  organizations  con- 
cerned with  social  welfare  programs,  other  persons  with  special  knowledge, 
experience,  or  qualifications  with  respect  to  such  programs,  and  members  of 
the  public. 

"(c)  The  Council  is  authorized  to  engage  such  technical  assist- 
ance as  may  be  required  to  carry  out  its  functions,  and  the  Secretary  shall,  in 
addition,  make  available  to  the  Council  such  secretarial,  clerical,  and  other 
assistance  and  such  pertinent  data  prepared  by  the  Department  of  Health, 
Education,  and  Welfare  as  it  may  require  to  carry  out  such  functions. 

"(d)  The  Council  shall  make  a  report  of  its  findings  and  recom- 
mendations (including  recommendations  for  changes  in  the  provisions  of 
the  Social  Security  Act)  to  the  Secretary,  such  report  to  be  submitted  not 
later  than  July  1,  1966,  after  which  date  such  Council  shall  cease  to  exist." 


"5.  Appointment  of  Advisory  Council  and  other  groups:  1 

"The  public  welfare  programs  supported  by  the  Federal  grants-in- 
aid  to  the  States  are  large  and  complex  in  their  nature  and  must  respond  to 
problems  which  shift  with  the  changing  nature  of  our  economic  and  social 
conditions.  It  is  important,  therefore,  for  the  Department  of  Health,  Edu- 
cation, and  Welfare  to  have  the  advice  and  counsel  such  as  can  come  from 
an  independent  review  of  these  programs  by  distinguished  citizens.  Such 
persons,  it  can  be  expected,  will  be  interested  in  the  problems  with  which  the 
programs  must  deal  and  the  manner  in  which  the  programs  are  operating. 
For  this  reason,  your  committee  recommends  provisions  directing  the  ap- 
pointment by  the  Secretary  during  1964  of  an  Advisory  Council  to  review 
the  administration  of  the  public  assistance  and  child  welfare  programs.  The 
Council  would  make  its  report  and  recommendations  to  the  Secretary  not 
later  than  July  1,  1966,  and  would  then  go  out  of  existence.  The  Secretary 
would  be  directed,  however,  to  appoint  succeeding  advisory  councils  similarly 
constituted  to  study  the  programs  and  make  reports,  at  appropriate  intervals 
after  the  appointment  of  each." 


1  Public  Welfare  Amendments  of  1962,  Report  (to  accompany  H.R.  10606),  House  of 
Representatives,  Report  No.  1414,  p.  25. 


B.  ADVISORY  COUNCIL  ON  PUBLIC  WELFARE,  1964-1966 


Fedele  F.  Fauri,  Chairman 
Dean,  School  of  Social  Work 
University  of  Michigan 
Ann  Arbor,  Mich. 

Mrs.  DeLeslie  Allen 
Vice-Chairman,  Department  of 
Social  Welfare 

National  Council  of  Churches 
308  San  Gabriel  Drive 
Rochester,  N.Y. 

Walter  E.  Brown,  M.D. 
Glass-Nelson  Clinic 
2020  South  Xanthus  Street 
Tulsa,  Okla. 

James  W.  Fogarty 
Executive  Director 

Community  Council  of  Greater  New  York 
225  Park  Avenue  South 
New  York,  N.Y. 

Mrs.  Cernoria  D.  Johnson 
Director,  Washington  Bureau 
National  Urban  League,  Inc. 
777  14th  Street  NW. 
Washington,  D.C 

Guy  R.  Justis 

Director,  American  Public  Welfare 

Association 

1313  East  60th  Street 

Chicago,  111. 


Leonard  Lesser 
Assistant  to  the  President 
Industrial  Union  Department,  AFL-CIO 
815  16th  Street  NW. 
Washington,  D.C. 

C.  Virgil  Martin 

President,  Carson  Pirie  Scott  &  Co. 

1  South  State  Street 

Chicago,  111. 

Frank  W.  Newgent 
Director,  Division  for  Children 
and  Youth 

State  Department  of  Public  Welfare 
1  West  Wilson  Street 
Madison,  Wis. 

Eugene  Nickerson 
County  Executive  for  Nassau  County 
County  Executive  Building 
Mineola,  Long  Island,  N.Y. 

Sanford  Solender 
Executive  Vice-President 
National  Jewish  Welfare  Board 
145  East  32d  Street 
New  York,  N.Y. 

Elizabeth  Wickenden 
Social  Welfare  Consultant 
544  East  86th  Street 
New  York,  N.Y. 


C.  REGIONAL  HEARINGS  OF 

THE  ADVISORY  COUNCIL  ON  PUBLIC  WELFARE 


To  benefit  from  a  broad  range  of  views  about  the  needs, 
problems,  and  future  steps  that  should  be  considered  in  making  the 
Federal-State  programs  of  public  welfare  more  effective,  the  Ad- 
visory Council  on  Public  Welfare  held  a  series  of  regional  hearings 
during  1965  in  various  parts  of  the  country:  New  York  City,  in 
February;  Chicago,  in  March;  Washington,  D.C.  in  April;  Atlanta, 
in  May;  Oklahoma  City,  in  July;  and  San  Francisco,  in  August. 

The  regional  hearings  were  open  to  individuals  and  agen- 
cies who  wished  to  testify  on  matters  having  a  bearing  on  questions 
of  broad  national  policy  relating  to  public  welfare.  Participants 
were  asked  to  submit  statements  in  writing  in  advance  of  hearings 
where  possible,  so  that  the  Council  members  could  be  prepared  to 
discuss  the  questions  raised  or  to  develop  further  the  issues  presented. 
Each  of  the  six  regional  hearings  was  chaired  by  a  Council  member, 
and  two  or  three  other  Council  members  also  attended.  Although 
participants  were  advised  of  some  of  the  major  concerns  of  the 
Council,  they  were  invited  to  raise  any  problem,  to  state  views  on 
any  pertinent  issue,  and  to  outline  recommendations. 

Invitations  were  sent  to  a  wide  range  of  interested  groups. 
Chairman  Fauri  emphasized  that  these  hearings  should  not  be 
directed  solely  toward  the  friendly  social  welfare  groups.  He  said, 
"We  were  to  get  through  the  hearing  process  a  cross-section  of  peo- 
ple who  have  different  viewpoints.  We  want  to  be  able  to  say  in 
our  report  that  these  are  conclusions  based  not  only  on  what  12 
people  sitting  around  a  table  think,  but  what  they  conclude  after 
having  given  an  opportunity  to  various  groups  to  express  themselves." 

Invitations  to  the  regional  hearings  were  sent  to  welfare, 
health,  civic,  religious,  education,  labor,  and  business  organizations, 
and  to  other  groups  and  indiv  iduals  known  to  be  interested  in  public 
welfare  problems.  Hundreds  of  invitations  were  sent  to  the  follow- 
ing: children  and  youth  organizations,  civil  rights  groups,  com- 
munity or  civic  groups,  voluntary  family  welfare  agencies,  founda- 
tions, health  agencies,  labor  groups,  board  and  staff  of  State  and 
local  public  welfare  agencies,  assistance  recipient  groups,  religious 

groups,  research  organizations,  deans  of  schools  of  social  work,  tax-  129 


payers  organizations,  women's  organizations,  State  legislators,  Gov- 
ernors, officials  of  municipal  governments,  newspaper  editors,  judges 
of  children's  and  family  courts,  chambers  of  commerce,  and  such 
organizations  as  the  National  Association  of  Counties,  American 
Medical  Association,  the  Tax  Foundation,  the  National  Association 
of  Manufacturers,  and  the  National  Industrial  Conference  Board. 

No  funds  were  available  for  participants  to  travel  to  these 
regional  meetings,  yet  nearly  three-fourths  of  those  who  participated 
assumed  responsibility  for  their  time  and  travel  expense  in  order  to 
present  their  views;  about  one-fourth  submitted  only  written  testi- 
mony. Nearly  5,000  pages  of  written  and  oral  testimony  were  pre- 
sented at  the  six  regional  hearings.    (See  chart  A,  page  132.) 

Almost  350  persons  participated  in  the  6  regional  hear- 
ings. Some  represented  the  views  of  several  organizations  or  agen- 
cies. (See  attached  list.)  Some  of  those  who  testified  remained 
the  rest  of  the  day  to  hear  other  testimony.  Some  observers  were 
also  in  attendance  at  each  of  the  hearings;  some  staying  the  full 
2  days  of  the  hearing. 

Participants  came  from  47  of  the  54  States  and  other  juris- 
dictions. (There  were  no  participants  from  Alaska,  Hawaii,  Idaho, 
Mississippi,  South  Carolina,  Vermont,  and  Guam.)  The  States 
with  the  largest  concentration  of  participants  were  of  course  the 
States  where  the  regional  hearings  were  held.  (See  chart  B,  page 
133.) 

Participants  in  the  regional  hearings  reflected  the  views 
of  the  following : 

43  National  voluntary  organizations,  including: 

American  Bar  Association,  AFL-CIO,  American  Dental  Association, 
American  Hospital  Association,  American  Association  of  Retired  Per- 
sons, American  Home  Economics  Association,  American  Legion  (Na- 
tional Child  Welfare  Commission),  American  Parents  Committee, 
American  Public  Welfare  Association,  American  Red  Cross. 

Child  Welfare  League  of  America,  Council  of  Jewish  Federations 
and  Welfare  Funds,  Council  on  Social  Work  Education,  Florence 
Crittenton  Association  of  America,  General  Board  of  Christian  Social 
Concerns  of  the  Methodist  Church,  National  Association  of  Counties, 
National  Association  for  Retarded  Children,  National  Association  for 
Mental  Health,  National  Association  of  Social  Workers,  National 
Committee  for  Day  Care  of  Children. 


National  Council  of  the  Churches  of  Christ  in  the  U.S.A.,  National 
Council  on  Crime  &  Delinquency,  National  Council  for  the  Spanish 
Speaking,  National  Education  Association,  National  Federation  of 
Settlements  and  Neighborhood  Centers,  National  League  for  Nursing, 
National  Public  Relations  Council  of  Health  and  Welfare  Services, 
National  Social  Welfare  Assembly,  National  Society  for  Crippled  Chil- 
dren and  Adults,  National  Travelers  Aid,  National  Urban  League. 

Planned  Population-World  Population,  Population  Reference  Bureau, 
Salvation  Army. 

54  State  voluntary  organizations,  including: 

Religious  Organizations,  State  Conferences  on  Social  Welfare,  State 
Associations  of  County  Directors,  State  Citizens  Councils,  State  Chap- 
ters of  the  National  Association  of  Social  Workers,  State  Medical  As- 
sociations, State  Associations  of  Counties,  State  Councils  of  Health  and 
Welfare  Agencies,  State  Associations  of  Family  Service  Organizations, 
State  Aging  groups,  State  Leagues  of  Women  Voters,  and  State  Cham- 
bers of  Commerce. 

60  State  public  agencies,  including: 

State  Directors  of  Public  Welfare,  Board  Members  of  Public  Welfare 
Agencies,  State  Correctional  Institutions,  State  Public  Health  Agencies, 
and  State  Commissions  on  Aging. 

75  Local  voluntary  groups,  including: 

Religious  welfare  agencies,  Community  Councils,  Community  Citizens' 
Associations,  local  chapters  of  the  National  Association  of  Social  Work- 
ers, Family  Welfare  agencies,  Children's  agencies,  Travelers  Aid,  Visit- 
ing Nurse,  Urban  League,  Local  Leagues  of  Women  Voters,  and  Civil 
Rights  Organizations. 

51  Local  public  agencies,  including: 

Local  Public  Welfare  Directors,  Board  Members  of  Public  Welfare 
Agencies,  Poverty  Programs,  Housing  Authority,  Health  Departments, 
City  Manager,  and  other  local  officials. 

20  Schools  of  Social  Work 

39  Assistance  recipients  or  former  recipients,  including: 

Representatives  of  recipient  groups,  such  as  the  Welfare  Rights 
Organization  of  Oakland,  California;  the  Federation  for  ADC  of 
Detroit,  Michigan;  the  AFDC  Mothers  Club  of  Miller,  Indiana;  the 


ADC  Mother's  Group  of  McGregor,  Iowa;  the  Twin  Cities  AFDC 
League  of  Minneapolis,  Minnesota;  the  ADC  Parents  Association,  Inc. 
of  Denver,  Colorado;  and  the  ADC  Council- YWCA  of  Des  Moines, 
Iowa. 


Other  Individuals,  including: 

Governor,  State  legislators,  newspaper  editor,  businessmen,  hospital 
administrators,  judges,  juvenile  court  workers,  probation  officers,  and 
church  workers. 

In  preparing  testimony  to  be  presented  to  the  Advisory 
Council  on  Public  Welfare,  many  national  and  State  organizations 
asked  their  local  affiliates  for  their  ideas  and  suggestions.  Some 
State  and  local  groups  called  special  meetings  and  invited  interested 
community  groups  and  agencies  to  get  their  points  of  view  and  to 
formulate  proposals  to  be  included  in  the  testimony  submitted  to  the 
Advisory  Council.  Some  national  organizations  also  reproduced 
their  testimony  in  their  monthly  bulletins  to  inform  their  member- 
ship of  the  recommendations  being  made.  Thus,  the  regional 
hearings  served  to  enlist  even  wider  public  consideration  of  public 
welfare  issues  of  the  day  than  evidenced  by  the  participants  in  the 
regional  hearings. 


Chart  A 


REGIONAL  HEARINGS  ADVISORY  COUNCIL  ON  PUBLIC  WELFARE 

1965 


Total 
number 


Place  of  partici- 

hearings  pating 

New  York   68 

Chicago   80 

Washington   56 

Atlanta   41 

Oklahoma   52 

San  Francisco. ...  52 


State- 


State- 

ments 

Testi- 

ments 

and  tes- 

mony 

only 

timony 

only 

26 

31 

11 

27 

34 

19 

12 

34 

10 

8 

14 

19 

17 

14 

21 

17 

25 

10 

Volume  of  testimony 
(pages) 


Total 

Written 

Oral 

1,325 

789 

536 

1,242 

710 

532 

707 

312 

395 

378 

89 

289 

376 

110 

266 

717 

295 

422 

132 


Total 


349         107         152  90       4,745       2,305  2,440 


Chart  B 


PARTICIPATION  IN  REGIONAL  HEARINGS  OF  THE  ADVISORY  COUNCIL  ON 

PUBLIC  WELFARE,  1965 
(by  Slate) 


Number  of 
partici- 

State  pants 

Alabama   7 

Alaska   — 

Arizona   1 

Arkansas   1 

California   28 

Colorado   7 

Connecticut   7 

Delaware   4 

District  of  Columbia   28 

Florida   4 

Georgia   30 

Hawaii   — 

Idaho   — 

Illinois   45 

Indiana   6 

Iowa   4 

Kansas   2 

Kentucky   1 

Louisiana   4 

Maine   4 

Maryland   6 

Massachusetts   5 

Michigan   8 

Minnesota   5 

Mississippi   — 

Missouri   4 

Montana   1 


Number  of 
partici- 

State  pants 

Nebraska   1 

Nevada   3 

New  Hampshire   2 

New  Jersey   6 

New  Mexico   4 

New  York   36 

North  Carolina   3 

North  Dakota   1 

Ohio   8 

Oklahoma   25 

Oregon   4 

Pennsylvania   12 

Rhode  Island   4 

South  Carolina   — 

South  Dakota   2 

Tennessee   1 

Texas   7 

Utah   3 

Vermont   — 

Virginia   1 

Washington   4 

West  Virginia   2 

Wisconsin   1 

Wyoming   1 

Guam   — 

Puerto  Rico   1 

Virgin  Islands   1 
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PARTICIPANTS  IN  THE  REGIONAL  HEARINGS  OF  THE  ADVISORY 
COUNCIL  ON  PUBLIC  WELFARE  2 


Bernice  W.  Alexander,  Freeholder 
Bergen  County,  N.J.,  for 
N.  J.  Assn.  of  Freeholders,  and 
National  Association  of  Counties 

Herschel  Allen,  Regional  Director 
Illinois  Department  of  Children 
and  Family  Services 
Chicago,  111. 

Mary  Louise  Allen,  Executive  Director 
Florence  Crittenton  Association  of 
America,  Inc. 
Chicago,  111. 

Sara  Bell  Allen,  Chairman 
Alabama  Chapter 

National  Association  of  Social  Workers;  and 
Director,  Social  Service 
Alabama  State  Hospitals 
Tuscaloosa,  Ala. 

William  Allison 
Community  Council  of  the 
Atlanta  Area,  Inc. 
Atlanta,  Ga. 

Zella  D.  Allred,  Assistant  Professor 
Graduate  School  of  Social  Work 
University  of  Utah 
Salt  Lake  City,  Utah 

American  Public  Welfare  Association 
Chicago,  111.,  represented  by 
John  M.  Wedemeyer 

Alfred  F.  Angster,  Executive  Director 
Lutheran  Social  Service 
of  Illinois 
Chicago,  111. 

Marvanne  Ashley 
Marin  County 
San  Rafael,  Calif. 

Willis  W.  Atwell 

American  Association  of  Retired  Persons 
National  Retired  Teachers  Assn. 
Washington,  D.C. 

William  Bacon,  Executive  Director 
Community  Welfare  Council 
Dayton,  Ohio 


Frederic  L.  Ballard,  Jr.,  Esq. 
Chairman,  Public  Welfare  Committee 
Health  and  Welfare  Council,  Inc. 
Philadelphia,  Pa. 

Elizabeth  T.  Bannister,  Director 
Children's  Home  Society 
Seattle,  Washington 

Hattie  Barber 
Atlanta,  Ga. 

Dorothy  L.   Barfield,  Director 
Public  Health  Nursing 
Georgia  Department  of  Health,  for 
Georgia  State  League  for  Nursing 
National  League  for  Nursing,  and 
Atlanta  Visiting  Nurse  Association 

Noreca  Barthloma 
Oklahoma  City,  Okla. 

Earl  J.   Beatt,  Executive  Director 
Family  and  Children's  Service 
Minneapolis,  Minn. 

William  Bechill,  Executive  Secretary 
Citizens'  Advisory  Committee 
on  Aging 

Sacramento,  Calif. 

Duane   Beck,  Executive  Director 
Community  Council  of  the 
Atlanta  Area,  Inc. 
Atlanta,  Ga. 

Maurice  P.  Beck,  Executive  Director 
Michigan  Welfare  League 
Lansing,  Mich. 

Thomas  G.  Bell,  Director 

Colorado  State  Department  of  Public  Welfare 

Denver,  Colo. 

Hon.  Henry  Bellmon 
Governor  of  Oklahoma 

Prof.  Stephen  Beneke 
Legal  Aid  Society  Branch 
Howard  University 
Washington,  D.C. 
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2  Includes  those  who  appeared  and  those  who  filed  written  statements  but  did  not  attend.  Titles  as  given 
at  time  of  appearance. 


Philip  Bernstein,  Chairman 
Committee  on  Social  Issues  and  Policies 
National  Social  Welfare  Assembly 
New  York,  N.Y. 

Macon  M.  Berryman 
Commissioner  of  Social  Welfare 
Charlotte  Amalie,  Virgin  Islands 

Carrie  Bey 
Chicago,  111. 

Charline  J.  Birkins,  Director 
Denver  Department  of  Welfare 
Denver,  Colo. 

Lena  Bivens,  President 

Federation  for  Aid  to  Dependent  Children 

Detroit,  Mich. 

Mildred  Blount 

Consumer  Education  Neighborhood  Aide 
Cardozo  Development  Center  No.  1 
United  Planning  Organization 
Washington,  D.C. 

Dr.  H.  L.  Blum,  Health  Officer 

Contra  Costa  County  Health  Department 

Martinez,  Calif. 

Dr.  Werner  W.  Boehm,  Dean 
Graduate  School  of  Social  Work 
Rutgers  University 
New  Brunswick,  N.J. 

Mrs.  Fitzhugh  W.  Boggs,  Chairman 
Committee  on  Governmental  Affairs 
National  Association  for  Retarded 
Children,  Inc. 
New  York,  N.Y. 

Garland  L.  Bonin,  Commissioner 
Louisiana  Department  of  Public  Welfare 
Baton  Rouge,  La. 

David  Bouterse,  Executive  Director 
Pennsylvania  Citizens  Council 
Harrisburg,  Pa. 

Mrs.  Cleota  Brayboy 
Coordinator  of  Resident  Participation 
Community  Council  of  the  Atlanta 
Area,  Inc. 
Atlanta,  Ga. 

Reonello  Breton,  Commissioner 
City  Welfare 
Manchester,  N.H. 

Donald  D.  Brewer,  Director 
Department  of  Public  Welfare 
Washington,  D.C. 


Frederick  A.  Breyer,  Director 
Hamilton  County  Welfare  Department 
Cincinnati,  Ohio 

Dr.  Donald  Brieland,  Director 
Illinois  Department  of  Children 
and  Family  Services 
Springfield,  111. 

Gracie  Britt 
Chicago,  111. 

Thomas  K.  Brosnihan,  Asst.  Planning  Director 
Community  Services  of  Greater 
Worcester,  Inc. 
Worcester,  Mass. 

Larry  L.  Brown,  Instructor 
Kansas  University  Department  of 
Social  Work,  for 

Kansas  Conference  on  Social  Welfare 

Dr.  Madison  Brown,  Associate  Director 
American  Hospital  Association 
Chicago,  111. 

Mrs.  Vey  R.  Buland,  State  President 
American  Golden  Age  Pension 
Clubs  of  Illinois 
Chicago,  III. 

Margaret  Burke,  Case  Worker 
Cook  County  Department  of  Public  Aid 
Chicago,  111. 

Hurston  C.  Burkhart 
Coordinator,  Special  Services 
State  Department  of  Public  Welfare 
Nashville,  Tenn. 

Cliff  Burns 
Personnel  Officer 

State  Department  of  Public  Welfare 
Oklahoma  City,  Okla. 

Antonio  Calderon,  Co-Chairman 
Save  Our  Senior  Non-Citizens  Committee 
National  Council  for  the  Spanish  Speaking 
San  Antonio,  Tex. 

Mildred  Campbell 
Atlanta,  Ga. 

Myra  Carney,  Supervisor 

Public  Assistance  Division 

Cook  County  Department  of  Public  Aid 

Chicago,  111. 

H.  Daniel  Carpenter,  Chairman 
Committee  on  Social  Education  and  Action 
National  Federation  of  Settlements  and 
Neighborhood  Centers 
New  York,  N.Y. 


Dr.  William  G.  Carr,  Executive  Secretary 
National  Education  Association 
Washington,  D.C. 

Mary  B.  Carroll,  Chairman 
Child  Welfare  Committee 
Florida  State  Welfare  Board 
Miami,  Fla. 

Dr.  Donald  J.  Caseley,  Medical  Director 
University  of  Illinois  Research 
and  Educational  Hospitals 
Chicago,  111. 

Vivian  Caudill,  Director 

Palm  Beach  County  Welfare  Department 

West  Palm  Beach,  Fla. 

Phil  Cawthon 

Assistant  to  the  State  Director 

State  Department  of  Family  and 

Children  Services 

Atlanta,  Ga. 

Mary  Louise  Chapman,  Administrative 
Assistant 

Family  and  Children  Services  of 
Kansas  City,  Inc. 
Kansas  City,  Mo. 

Mary  L.  Charles,  Vice  President 
California  Social  Workers  Organization 
Santa  Clara,  Calif. 

Mr.  Chew 

Telegraph  Hill  Center,  Chinatown 
San  Francisco,  Calif. 

Gordon  W.  Clapp 
Public  Relations  Director 
Bangor  Daily  News 
Bangor,  Maine 

Captain  Marshall  Clarey,  Director 
Welfare  Department 
Salvation  Army 
Atlanta,  Ga. 

Caroline  Clark,  Director 

DeKalb  County  Department  of  Family 

and  Children's  Services 

Atlanta,  Ga.,  for 

North  Georgia  Chapter 

National  Association  of  Social  Workers 

Estelle  Clemmons,  Associate  Professor 
Atlanta  University  School  of  Social  Work,  and 
Board  Member,  Bethlehem  Community  Center 
Atlanta,  Ga. 


The  Very  Rev.  Msgr.  Leo  J.  Coady, 
Executive  Director  Catholic  Charities  of  the 
Archdiocese  of  Washington 
Washington,  D.C. 

G.  R.  Coker,  Director 

Dallas  County  Department  of  Public  Welfare 
Dallas,  Texas 

John  A.  Coleman,  President 
General  Service  Employees 
Local  Union  No.  73 
Chicago,  111. 

Ileen  June  Collins,  President 
AFDC  Mothers  Club  of  Miller 
Gary,  Ind. 

Edith  V.  Cook,  Director 
Connecticut  Child  Welfare  Association 
New  Haven,  Conn. 

Robert  C.  Cook,  President 
Population  Reference  Bureau 
Washington,  D.C. 

C.  L.  Corbin 
Chicago,  111. 

Joseph  R.  Coupal,  Jr. 
City  Manager 
Bangor,  Maine 

Mary  Cousins,  Director 
Florence  Crittenton  Home 
Chamblee,  Ga. 

Nelson  H.  Cruikshank,  Director 
Department  of  Social  Security 
AFL-CIO 
Washington,  D.C. 

Kathleen  Cummins,  Home  Economist 
Cook  County  Department  of  Public  Aid 
Chicago,  111. 

Jane  Cunningham,  Assistant  Director 
Lake  County  Department  of  Public  Welfare 
Gary,  Ind. 

Larry  D.  Danduran,  Casework  Supervisor 
Child  Welfare  Division 
Ward  County  Welfare  Board 
Minot,  N.  Dak. 

Preston  David,  Director 

Department  of  Social  and  Community  Services 

New  York  Housing  Authority 

New  York,  N.Y. 

Alice  Taylor  Davis,  Chairman 
Metropolitan  Washington  Chapter 
National  Association  of  Social  Workers 
Washington,  D.C. 


George  Davis,  Consultant 
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D.C.  Health  and  Welfare  Council 
Washington,  D.C. 

Mrs.  John  Scott 
Oak  Hill,  W.  Va. 

Dr.  Carl  Sebelius,  Assistant  Secretary 
American  Dental  Association 
Chicago,  111. 

Lillian  Secundy,  Director 
Housing,  Health,  and  Welfare 
Washington  Urban  League 
Washington,  D.C. 

Mrs.  John  T.  Sellers,  Chairman 
Hope  Haven  School  for  Retarded  Children 
Jackson  County  Welfare  Department 
Jackson,  Ohio 

Randel  Shake 

National  Child  Welfare  Director,  for 
National  Child  Welfare  Commission 
American  Legion 
Indianapolis,  Ind. 

Bernard  Shapiro,  Commissioner 
State  Welfare  Department 
Hartford,  Conn. 

Peggy  Sharp,  Executive  Director 
Chicago  CORE 
Chicago,  111. 


Helen  Sheley,  Superintendent 
State  Home  for  Girls 
Trenton,  N.J. 

Jacqueline  Shields,  Social  Worker 
Church  of  the  Holy  Trinity 
Chicago,  111. 

Robert  E.  Shrider,  Executive  Director 
Bethlehem  Community  Center 
Atlanta,  Ga. 

Stephen  P.  Simonds,  Director 
Bureau  of  Social  Welfare 
State  Department  of  Health  and  Welfare 
Augusta,  Maine 

Savilla  Millis  Simons,  General  Director 
National  Travelers  Aid  Association 
New  York,  N.Y. 

Elizabeth  Simpson 
Oakland,  Calif. 

Milton  J.  Singleton,  Executive  Director 
Tulsa  Boys'  Home 
Tulsa,  Okla. 

Mrs.  Arthur  Skelton,  Chairman 
Washington  State  Child  Welfare 
Services-Day  Care  Advisory  Committee 
Seattle,  Wash. 

Rex  A.  Skidmore,  Dean 
Graduate  School  of  Social  Work 
University  of  Utah 
Salt  Lake  City,  Utah 

Judge  Homer  Smith 

Oklahoma  County  Children's  Court 

Oklahoma  City,  Okla. 

Irene  M.  Smith,  Chairman 
Iowa  State  Board  of  Social  Welfare 
Des  Moines,  Iowa 

Rogers  Smith,  First  Vice  President 
Alabama  Federation  of  the  Blind 
Calhoun,  Ala. 

Mrs.  Rogers  Smith 

Alabama  Federation  of  the  Blind 

Calhoun,  Ala. 

Rosie  Smith 
Atlanta,  Ga. 

Stewart  C.  Smith 
Chief  Probation  Officer 
San  Bernardino  County 
San  Bernardino,  Calif. 

W.  Bernard  Smith,  Commissioner 
West  Virginia  Department  of  Welfare 
Charleston,  W.  Va. 


Virginia  Smyth,  Chairman 

North  Georgia  Chapter 

National  Association  of  Social  Workers 

Decatur,  Ga. 

Hon.  Roger  V.  Snow,  Jr. 
State  Senator 
Augusta,  Maine 

Faustina  Solis 

Public  Health  Social  Work  Consultant 
Farm  Workers  Health  Services 
Department  of  Public  Health 
Berkeley,  Calif. 

Edna  Mae  South 
Oklahoma  City,  Okla. 

Mrs.  Hobart  Spalding,  Chairman 
Public  Welfare  Advisory  Council 

D.  C.  Department  of  Public  Welfare 
Washington,  D.C. 

Edward  V.  Sparer,  Director 
Legal  Services  Unit 
Mobilization  for  Youth 
New  York,  N.Y. 

Louis  Stern,  President 
Council  of  Jewish  Federations  and 
Welfare  Funds,  Inc. 
New  York,  N.Y. 

Kenneth  M.  Storandt,  Executive  Director 
Council  of  Social  Agencies  of 
Rochester  and  Monroe  County 
Rochester,  N.Y. 

Ralph  Stordahl,  Director 

Pennington  County  Division 

South  Dakota  Department  of  Public  Welfare 

"Rapid  City,  S.  Dak. 

Dr.  J.  V.  Straumfjord,  for 

Robert  White,  Administrator 

Clatsop  County  Public  Welfare  Commission 

Astoria,  Oreg. 

Zenobia  Stubbs 
Oklahoma  City,  Okla. 

Helen  Sumner 

Western  Regional  Consultant 

National  Council  on  Crime  and  Delinquency 

Detroit,  Mich. 

E.  M.  Sunlev,  Director 
Graduate  School  of  Social  Work 
University  of  Denver 
Denver,  Colo. 

Harold  O.  Swank,  Director 
Illinois  Department  of  Public  Aid 
Springfield,  111. 


Ella  Mae  Tadlock 
Oklahoma  City,  Okla. 

Hasseltine  B.  Taylor,  Lecturer 
School  of  Social  Welfare 
University  of  California 
Berkeley,  Calif. 

Morton  I.  Teicher,  Dean 
Wurzweiler  School  of  Social  Work 
Yeshiva  University 
New  York,  N.Y. 

Joan  Terry 
Oklahoma  City,  Okla. 

Hon.  E.  B.  Thode 

State  Senator,  Pinal  County 

Phoenix,  Ariz. 

Mrs.  Claude  A.  Thomas 
Legislative  Chairman 
League  of  Women  Voters  of  Indiana 
Indianapolis,  Ind. 

Mrs..Marit  Thorson,  Legislative  Representa- 
tive 

Maryland  State  Conference  of  Social  Welfare 
Baltimore,  Md. 

Charles  J.  Tobin,  Jr.,  Secretary 
New  York  State  Catholic  Welfare 
Committee 
Albany,  N.Y. 

Dr.  William  Tollen 
Commissioner  of  Public  Assistance 
Pennsylvania  Department  of  Public  Welfare 
Harrisburg,  Pa. 

Very  Rev.  Msgr.  Patrick  J.  Trainor 
Associated  Catholic  Charities 
Archdiocese  of  Newark 
Newark,  N.J. 

Harleigh  B.  Trecker,  Dean 
School  of  Social  Work 
University  of  Connecticut 
Hartford,  Conn. 

Elmer  J.  Tropman,  Executive  Director 
Health  and  Welfare  Association  of 
Allegheny  County 
Pittsburgh,  Pa. 

Mrs.  Verlee  Turner 
Chicago,  111. 

Hon.  Artie  Valentine 
Assemblyman,  Washoe  County 
State  Legislature 
Carson  City,  Nev. 


Sarah  VanBuskirk,  Executive  Director 
Visiting  Nurse  Association  of  Washington 
Washington,  D.C. 

Lt.  Col.  Helen  C.  Waara 
Executive  Welfare  Secretary 
Salvation  Army  Welfare  Department 
Chicago,  111. 

Alan  D.  Wade,  Associate  Professor 

School  of  Social  Service  Administration 

University  of  Chicago 

Chicago,  111.,  and  for  Div.  of 

Social  Policy  and  Action 

National  Association  of  Social  Workers 

Elaine  Walbroek,  Executive  Director 
Economic  Opportunity  Board 
Clark  County 
Las  Vegas,  Nev. 

Wilbert  L.  Walter,  President 
Wisconsin  Welfare  Council 
Madison,  Wis. 

William  Walton,  Executive  Secretary 
Community  Health  and  Welfare  Council 
Cincinnati,  Ohio 

C.  D.  Ward,  Counsel 

National  Association  of  Counties 

Washington,  D.C. 

Frederick  Ward,  Jr. 
Field  Consultant 
National  Council  on  Crime 
and  Delinquency 
Austin,  Tex. 

Paul  Ward,  Administrator 
California  Health  and  Welfare  Agency 
Sacramento,  Calif. 

Rev.  James  D.  Warner,  President 
Community  Planning  Council 
Wichita,  Kans. 

James  J.  Warren,  Board  Member 
State  Charities  Aid  Association 
New  York,  N.Y.,  also  for 
New  York  State  Association  of 
Councils  and  Chests 

John  M.  Wedemeyer,  Director 
State  Department  of  Social  Welfare 
Sacramento,  Calif. 


Helen  Weigle 

State  Welfare  Chairman 

League  of  Women  Voters  of  Illinois 

Chicago,  111. 

Harold  Weiner,  Executive  Director 
National  Public  Relations  Council  of 
Health  and  Welfare  Services,  Inc. 
New  York,  N.Y. 

Sumner  G.  Whittier,  Executive  Director 
National  Society  for  Crippled 
Children  and  Adults 
Chicago,  111. 

Rev.  Charles  J.  Williams 
Church  of  the  Holy  Trinity 
Chicago,  111. 

J.  Peter  Williams,  Esq.,  Chairman 
Citizens'  Committee  on  Child  Care 
in  Philadelphia 

Health  and  Welfare  Council,  Inc. 
Philadelphia,  Pa. 

Hon.  Robert  D.  Williams 

State  Senator,  Kings  County 
Hanford,  Calif. 

Randolph  E.  Wise,  Commissioner 
Department  of  Public  Welfare 
Philadelphia,  Pa. 

Ernest  F.  Witte,  Dean 
School  of  Social  Work 
San  Diego  State  College 
San  Diego,  Calif. 

Ardelia  P.  Womack 
Director  of  Family  Services 
Arkansas  Department  of  Public  Welfare 
Little  Rock,  Ark. 

George  K.  Wyman,  Commissioner 

New  York  State  Department  of  Social  Welfare 

Albany,  N.Y. 

Marie  Youngberg,  National  Director 
Service  to  Military  Families 
American  Red  Cross 
Washington,  D.C. 

Peter  Zajac,  Case  Worker 

Lake  County  Department  of  Public  Welfare 

Gary,  Ind. 


D.  SELECTED  STATISTICAL  DATA  AVAILABLE  FROM  THE 
DEPARTMENT  OF  HEALTH,  EDUCATION,  AND  WELFARE, 
JUNE  1966 

Regular  statistical  series  are  available  covering  the  various  aspects  of  feder- 
ally aided  public  assistance  programs  and  general  assistance,  and  a  range  of 
special  program  areas. 

Welfare  in  Review  published  by  the  Division  of  Research  of  the  Welfare 
Administration  carries  many  of  these  series  monthly  and  also  issues  a  statisti- 
cal supplement  in  January  of  each  year. 

Indicators  issued  by  the  Department  of  Health,  Education,  and  Welfare  also 
publishes  regular  statistical  series  monthly  covering  many  HEW  programs  in- 
cluding public  assistance. 

The  Bureau  of  Family  Services  of  the  Welfare  Administration  issues  regular 
statistical  series  in  the  following  areas : 

1.  Recipients 

Numbers 

Characteristics:  demographic,  family,  and  individual  conditions  and 
needs,  program  eligibility 

Financial  circumstances:  total  requirements,  sources  of  income,  and 
amount  of  requirements  met  by  the  income 

2.  Assistance  and  Services 

Financial   assistance  including   maintenance  and   vendor  medical 
payments. 

Social  services  provided  by  public  welfare  agencies  and  by  other  public 
agencies  providing  income  maintenance  and  social  services. 

3.  Relation  of  Public  Assistance  to  Other  Income  Maintenance 
and  Service  Programs 

Old  Age,  Survivors,  and  Disability  Insurance  ( OASDI ) 
Manpower  Development  and  Training  (MDTA) 
Vocational  Rehabilitation  (VRA) 
Finances 

Unemployment  Compensation 

4.  Personnel 

Number ;  salary  data 
Functions  performed 

Workloads  147 


5.  Fiscal  Aspects  of  Public  Assistance  Programs 

Costs  of  the  programs 

Financial  assistance 

Administration 

Social  services  training 

Sources:  Federal,  State,  and  local 

State  and  local  tax  sources  used  to  finance  public  assistance 

6.  Assistance  Standards 

Cost  standards 

Maximums  and  limitations 
The  Children's  Bureau  of  the  Welfare  Administration  issues  regular  statistical 
series  in  the  following  areas : 

1.  Child  Welfare 

Children  served  by  public  welfare  agencies  and  institutions 
Adoption  of  children 

Child  welfare  expenditures  by  State  and  local  public  welfare  agencies 
Children  receiving  casework  services 
Financing  public  child  welfare  services 
Child  welfare  statistics 

2.  Child  Health 

Maternal  and  infant  mortality 

Death  of  premature  infants  in  the  United  States 

Childhood  mortality  from  accidents 

Public  programs  for  crippled  children 

Perinatal,  infant,  childhood,  and  maternal  mortality 

Cost  of  services  to  crippled  children 

Children  served  by  the  crippled  children's  program 

Maternal  and  child  health  services 

Crippled  children's  program  status 

3.  Juvenile  Delinquency 

Juvenile  Court  statistics 

Facts  about  public  State  training  schools  for  juvenile  delinquents 
Public  institutions  for  delinquent  children 

4.  Personnel 

Personnel  in  public  child  welfare  programs 

Educational  level  in  the  public  child  welfare  program 

Training  under  the  maternal  and  child  health  and  crippled  children's 

programs 

Publication  lists,  which  include  special  studies  and  reports  as  well  as  the 
1 48  items  listed  above,  are  available  on  request. 


; 


